
Duke Energy Kentucky, Inc. 
Case No. 2009-00202 

First Set Attorney General Data Requests 
Date Received: August 17, 2009 

AG-DR-01-093 

R EQ IJ EST : 
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From: 
Sent: 
To: 
cc: 
Subject: 

Hebbeler, Gary J 
Wednesday, May 27,2009 2.40 PM 
Spanos, John J , Dean, James E 
Council, Carl J Jr 
RE. KY Gas Depr Rates 

I’m fine with your responses 
Gary  

From: Spanos, John 1. [mailto:jspanos@GFNET.com] 
Sent: Wednesday, May 20, 2009 3:48 PM 
To: Dean, James E 
Cc: Council, Carl 3 Jr; Hebbeler, Gary J 
Subject: RE: KY Gas Depr Rates 

I reviewed the comments below and made some adjustments to my original spreadsheet The attached spreadsheet 
reflects the following changes 

- 

1)  based my life estimate for 2761 and 2801 on the AMRP schedule of replacement by 2010 
2) No change to 2762 based on comments below as this information was consistent: with my prior analysis I did not 

view the comments of 70-75 years to be the average life due to other forces of retirements beyond wear and tear 
3) Increase average life from 55 to 60 years 
4) 2803 extended the life by 2 years based on information below 
5) Assets for 2805-2807 have been included with 2803 so the rates will be the same 

Let me know your thoughts so I can begin working on the report 

John 

From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Thursday, May 14,2009 10:48 AM 
To: Spanos, John J. 
Cc: Council, Carl J Jr; Hebbeler, Gary J 
Subjed: KY Gas Depr Rates 

1 met with Gary Hebbeler on the new KY Gas Depr rates to get his opinion of the rates to be used specific to Mains and 
Services. I wanted to make you aware of Gary‘s thoughts and comments relative to these rates and in light of this 
information the potential rate impact. 

Mains 2761 -The current AMRP schedule calls for the replacement of the pipe held in this account by Sept 
2010. There will be a very small residual amount of OC $84,308 and AD $72,883 (as of  April hooks) after AMRP 
is  complete. There is  no immediate plan to replace this residual in the near future. This additional information 
may require a significant increase in the depr rate for this account. 
Mains 2762 -The current AMRP schediile calls for the replacement of the bare steel (1948 and prior) to be fully 
replaced by Sept 2010. All steel pipe will then be cathodically protected and have minimal replacement activity. 
Gary expects a life of at least 70 - 75 years from the cathodically protected steel pipe. This additional 
information may require a decrease in the depr rate for this account. 
Mains 2763 - The current AMRP process is replacing plastic pipe earlier than one would have expected. The 
AMRP process will replace segments of old main and intermittent plastic replacement main to obtain one solid 
plastics pipe run and provide service continuation. The process has inflated the retirements over the past 10 
years of  AMRP. Gary expects a life of at least 70 - 100 years from plastic pipe and would suggest that the past 
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10 years of retirements are inflated as a result of the AMRP process bay 2 / 3rd. This additional information may 
require a decrease in the depr rate for this account. .a 

G ?  
4) Services 2803 -The same points as stated in (3) above apply to this account with the exception of an expected > g 

3 0 %  

5)  Service 2806 and 2807 -Gary has suggested that depreciation rates for the Curb to Meter service should be the - ?' !2 % - " %  
same as those supplied for the Main to Curb services accounts 2803 and 2805. The new assets, Curb to Meter, g 3 k 
should have similar performance characteristic as the traditional service section Main to Curb 

- 

life being provided. 5 & ?  

= I W N  

This was the follow up that I pointed out in my first email. If you would like ro have meeting to discuss these points with 
Gary and accounting, please let me know and I will establish one. 

Thanks 
JIM 
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From: 
Sent: 
To: 
Subject: 

Parsons, Bob 
Tuesday, July 07, 2009 8 50 AM 
Council, Carl J Jr 
RE. Spanos 

Thanks, Carl! 

Bob Parsons 
Duke Energy 
email: bob.parsons4duke-enerav.com 
phone: (513) 419-5704 

From: Council, Carl J Jr 
Sent: Tuesday, July 07, 2.009 8:10 AM 
To: Dean, James E; Parsons, Bob 
Subject: RE: Spanos 

See attached. 

From: Dean, James E 
Sent: Monday, July 06, 2009 5:56 PM 
To: Parsons, Bob 
Cc: Council, Carl J Jr 
Subjed: RE: Spanos 

Yes 

I have a hard copy that could be sc nned in if equired 

Carl, do you have the contract from John’s original email? This would have been around the 20”’ of  January. 

JIM 

. - - I - - - - - . - - - __  . . _ .  - -  
From: Parsons, Bob 
Sent: Monday, July 06, 2009 3:28 PM 
To: Dean, James E 
Subject: Spanos 

Does DEK have a contract with John Spanos detailing the work he will do for the Depreciation Study and the amounts he 
will charge for various types of work? If so, we might need to provide a copy of that in response to  one of Staff’s data 
requests. Thanks! 

Bob Parsons 
Duke Energy 
email: bob.aarsons@duke-enerqy.com 
phone: (513) 419-5704 
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Dean, James E 

From: 
Sent: 
To: 
Subject: 

Parsons, Bob 
Thursday, May 07, 2009 9 34 AM 
Dean, James E, Council, Carl ,I Jr 
RE Update on KY Gas 8, Common Study 

In the last two DEI( rate cases, we used the ELG method and it was approved by the Commission. 

Bob Parsons 
Duke Energy 
email: bob.parsons@duke-enerqv.com 
phone:  (513) 419-5704 

From: Spanos, John 3. [mailto:jspanos@GFNE-T.com] 
Sent: Monday, May 04, 2009 4:03 PM 
To: Dean, James E 
Cc: Council, Carl J Jr; Parsons, Bob 
Subject: RE: Update on KY Gas & Common Study 

Attached are our preliminary results of the gas and common plant depreciation study for Duke Energy Kentucky The 
results include two scenarios one using ASL and one using ELG for your review. 

Let me know your comrnents 

From : Dean, James E [ mailto: James. Dean@du ke-energy.com] 
Sent: Friday, May 01, 2009 1:51 PM 
To: Spanas, John 3 .  
Subject: RE: Update on KY Gas & Common Study 

The file attached is  for the KY common structures surviving a t  12/31/2008 from the PP CPR. I have inserted a column on 
the worksheet to identify the depreciation group associated to the survivors in this account (column a). I think this will 
provide you a better identification of the Erlanger facility from all other facilities. 

JIM 

- -  - _ _  _ _  - -  - - __I - _ _  - 
From: Spanos, John 3. [mailto:jspanos@GFNET.com] 
Sent: Friday, May 01, 2009 12:57 PM 
To: Dean, James E 
Cc: Council, Carl 3 Jr; Parsons, Bob 
Subject: RE: Update on KY Gas & Common Study 

Jim 

We found one area that we do not have enough detailed information to complete the study. Can you siipply us with the 
surviving plant balances as of 12/31/08 for Account 1900 by location? We only need the major locations identified as the 
others will be placed in the minor structures area. 

Thanks 

John 
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From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Wednesday, April 29, 2009 8:25 AM 
To: Spanos, John 3. 
Cc: Council, Carl 3 It-; Parsons, Bob 
Subject: Update on KY Gas & Common Study 

Case So.  3 0 9 - 2 0 2  
A tt:lcll. tc-l) R - O  1 -09.3 

I'age 5 of 400 

John, I wanted to follow up with you on the KY Study you are performing. We would like to have new rates to review by 
April 27"'. The original work plan called for a final report and testimony by May gth . Testimony does not need to be 
finalized until M a y  18'h. 

Please let me know if the April 27'h date can be met. 

Thanks 
JIM 
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From: 
Sent: 
To: 
cc: 
Subject: 

Parsons, Bob 
Monday, January 19,2009 11 07 AM 
Council, Carl ,I Jr; Dean, James E 
Smith, Paul G, Wathen, Don, Czupik, Ted Jr 
DEK Rate Case 

Back in November, Lisa Carver let John Spanos know we were planning to file a DEK gas rate case about June 1 of this 
year Recently, we started discussing a combined gas and electric filing in Kentucky. The Order and Stipulation in our 
last DEK electric rate case (Case No 2006-00172) requires the Company to conduct a new depreciation study for its 
electric plant to be filed by the earlier of the filing of an application to increase retail electric base rates or January 1, 
2014 Considering the possibility of a DEK electric case this summer, Y O ~ J  should let John know we will need depreciation 
studies for gas, electric and common in Kentucky. We will need the revised depreciatian accrual rate schedules (Part Ill, 
pages 4 thru 6) by April 241h and the final Depreciation Study and John’s testimony by May 81h When a final decision is 
made on the electric case, 1’11 let you know Thank you! 

Bob Pnrsoiis 
Duke Energy 
ernail rparsons@cinerqv corn 
phone (513) 419-5704 

1 



case No. ?009-'02 
Dean, James E Attach. AG-DR-OI-0'~.3 

Page 7 of 400 

From: 
Sent: 
To: 
cc: 
Subject: 

Parsons, Bob 
Thursday, May 07, 2009 1 1  12 AM 
Council, Carl J Jr 
Dean, James E 
RE" Update on KY Gas & Common Study 

I'm not sure why ELG is used in IN. Maybe Diana Douglas could help with that. But generally each state Commission has 
a method they prefer and utilities use that method. I'm not sure how long we've used ELG in KY, but we definitely did in 
the 2005 and 2006 cases. 

In KY, we don't get a return on rate base Instead, we develop a rate base ratio between electric and gas rate base and 
allocate Capitalization on that ratio Then a return is  determined on the jurisdictional Capitalization. Under this 
method, the erosion of rate base will not matter as long as we're using ELG for both gas and electric depreciation It will 
increase rates to recover a larger depreciation expense and, consequently, increase cash flow as you mentioned 

Bob Parsons 
Duke Energy 
eniail bob uarsonsmduke-enerqv corn 
phone (513) 419-5704 

- ._ . -  I __. 

From: Council, Carl J Jr 
Sent: Thursday, May 07, 2009 10:02 AM 
To: Parsons, Bob 
Cc: Dean, James E 
Subject: RE: Update on KY Gas & Common Study 

No plans to change from ELG. I think there was some confusion on John's part - I had asked him for a sensitivity using 
ELG for the Carolinas study. We use ASL there, but I wanted to give Regulatory a benchmark in case they wanted to use 
it somehow. 

One question though that I'd like to get your perspective on why did IN and Ky change to ELG? I can see where it 
would improve cash flow as the higher rate is built into rates, but the higher depreciation expense also serves to erode 
rate base much faster. I surveyed EEI Property Committee members (see attached) - most respondents are sti l l  using 
ASL. I know Spanos would take the position ELG is more accurate (closer to component depreciation) 

I_ - - __  - -_ - - 
From: Parsons, Bob 
Sent: Thursday, May 07, 2009 9 3 4  AM 
To: Dean, James E; Council, Carl J Jr 
Subject: RE: Update on KY Gas & Common Study 

In the last two DEK rate c,ases, we used the ELG method and it was approved by the Commission. 

Bob Parsons 
Duke Energy 
ernail: bob.uarsons@duke-enerqv.com 
phone: (513) 419-5704 

From: Spanos, John J. [maiIto:jspanos@GFNFT.com] 
Sent: Monday, May 04, 2009 4:03 PM 
To: Dean, James E 
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Cc: Council, Carl J Jr; Parsons, Bob 
Subject: RE: Update on KY Gas & Common Study 

Attached are our preliminary results of the gas and common plant depreciation study for Duke Energy Kentucky The 
results include two scenarios one using ASL and one using ELG for your review 

Let me know your comments 

From: Dean, James E [mailto:Jarnes.Dean@duke-energy.com] 
Sent: Friday, May 01, 2009 1:51 PM 
To: Spanos, John J. 
Subject: RE: Update on KY Gas & Common Study 

The file attached is  for the KY common structures surviving a t  12/31/2008 from the PP CPR. I have inserted a column on 
the worltsheet to identify the depreciation group associated to the survivors in this account (column Q) I think this will 
provide you a better identification of the Erlanger facility from all other facilities. 

JIM 

_ _  
From: Spanos, John J. [mailto:jspanos@GFNE.com] 
Sent: Friday, May 01, 2009 12:57 PM 
To: Dean, James E 
Cc: Council, Carl J Jr; Parsons, Bob 
Subject: RE: Update on KY Gas & Common Study 

Jim 

We found one area that we do not have enough detailed information to complete the study Can you supply us with the 
surviving plant balances as of 12/31/08 for Account 1900 by location? We only need the major locations identified as the 
others will be placed in the minor structures area 

Thanks 

John 

_-_._I-__ ~ __-___l_____l_.-____ ~"_-_^__.__________ -.---- I_ -----__I_-_" .-----I_- 

From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Wednesday, April 29, 2009 8:25 AM 
To: Spanos, John 1. 
Cc: Council, Carl J Jr; Parsons, Bob 
Subject: Update on KY Gas & Common Study 

John, I wanted to follow up with you on the KY Study you are performing. We would like to have new rates to review by 
April 27'h. The original work plan called for a final report and testimony by May 8'h . Testimony does not need to be 
finalized until May 18'h. 

Please let me know if the April 27'h date can be met. 

Thanks 
JIM 

2 

mailto:Jarnes.Dean@duke-energy.com
mailto:jspanos@GFNE.com
mailto:James.Dean@duke-energy.com


Case Xo. ?OO9-202 
.Attaclt. AC-DIW I -093 

Page 3 of 100 Dean, James E 

From: Selm, Roger E 
Sent: 
To: Council, Carl J Jr 
cc: Dean, James E 
Subject: KY gas depreciation rates 
Attachments: DEK2008GAS rate analysis XIS 

Thursday, May 21, 2009 9.58 AM 

Carl and Jim, 

For our meeting next week ... 

The KY gas depreciation rate analysis spreadsheet has been updated to reflect the latest changes from John Spanos 

Please see the “DEK 08 ELG revised” and “summary revised” tabs for updated info. We now show a $769k increase in 
estimated accrual as compared to the prior study. This is a $400k reduction to our initial estimate 
i have attempted to provide comments for reasons for large dollar differences in the estimated accrual as compared to 
the prior study. 

Please let me know if you have any questions about this. 
Thanks, 
Roger 

1 
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From: Dean, James E 
Sent: 
To: 
cc: 
Subject: 
Attachments: 

Thursday, June 04, 2009 12 43 PM 
Parsons, Bob, D'Ascenzo, Rocco 0 
Melendez, Brenda R, Council, Carl J Jr 
DEK Depreciation testimony and rates 
Duke Energy Kentucky - Spanos Direct Testimony.doc, Duke-KY - Part 1 of 2 pdf, Duke-KY - 
Part 2 of 2 pdf 

The attached is  our depreciation consultants testimony (John Spanos) and the approved depreciation rates from his 
study to be used in the DEK Gas case. 

JIM 

3 
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I. INTRODUCTION AND PURPOSE 

1 Q. 

2 A. 

3 

4 Q. 

5 A. 

6 

7 Q. 

8 

9 A. 

PLEASE STATE YOUR NAME AND ADDRESS. 

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

Pennsylvania. 

ARE YOIJ ASSOCIATED WITH ANY FIRM? 

Yes. I am associated with the firm of Gannett Fleming Valuation and Rate Consultants, 

Inc. 

HOW LONG HAVE YOU BEEN ASSOCIATED WITH GANNETT FLEMING 

VALUATION AND RATE CONSULTANTS, INC.? 

I have been associated with the firm since college graduation i n  June, 1986. 

10 Q. WHAT IS YOUR POSITION WITH THE FIRM? 

11 A. I am a Vice President. 

1 2  Q. WHAT IS YOUR EDUCATIONAL BACKGROUND? 

1 3  A. 

14 

15 Q. DO YOU BELONG TO ANY PROFESSIONAL SOCIETIES? 

16 A. 

I have Bachelor of Science degrees in Industrial Management and Mathematics from 

CarnegieLMellon University and a Master of Business Administration from York College. 

Yes. I am a member of the Society of Depreciation Professionals and the American Gas 

1 7  AssociatiodEdison Electric Institute Industry Accounting Committee. 

18 Q. DO YOU HOLD ANY SPECIAL CERTIFICATION AS A DEPRECIATION 

19 EXPERT? 

20 A. Yes. The Society of Depreciation Professionals has established national standards for 

21 depreciation professionals. The Society administers an examination to become certified in 

JOHN J. SPANOS DIRECT 
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this field. I passed the certification exam in September 1997 and was recertified in August 

2003 and February 2008 

Q. PLEASE OUTLINE YOUR EXPERIENCE IN THE FIELD OF DEPRECIATION. 

A. In June, 1986, I was employed by Gannett Fleming Valuation and Rate Consultants, Inc. as 

a Depreciation Analyst. During the period from June, 1986 through December, 1995, I 

helped prepare numerous depreciation and original cost studies for utility companies in 

various industries. I helped perform depreciation studies for the following telephone 

companies: United Telephone of Pennsylvania, United Telephone of New Jersey and 

Anchorage Telephone Utility. I helped perform depreciation studies for the following 

companies in the railroad industry: IJnion Pacific Railroad, Burlington Northern Railroad 

and Wisconsin Central Transportation Corporation. 

I helped perform depreciation studies for the following organizations in the electric 

industiy: Chugach Electric Association, The Cincinnati Gas and Electric Company 

(CG&E), The Union Light, Heat and Power Company (now Duke Energy Kentucky), 

Northwest Territories Power Corporation and the City of Calgary - Electric System. 

I helped perform depreciation studies for the following pipeline companies: 

TransCanada Pipelines Limited, Trans Mountain Pipe Line Company Ltd., Interprovincial 

Pipe Line Itic., Nova Gas Transmission Limited and Lakehead Pipeline Company. 

I helped perform depreciation studies for the following gas companies: Columbia 

Gas of Pennsylvania, Columbia Gas of Maryland, The Peoples Natural Gas Company, T. 

W. Phillips Gas & Oil Company, CG&E, Duke Energy Kentucky, Lawrenceburg Gas 

Company and Perm Fuel Gas, Inc. 

JOHN J. SPANOS DIRECT 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

I hclped perform depreciation studies for the following water companies. Indiana- 

Anierican Water Company, Consumers Pennsylvania Water Company and The York Water 

Company; and depreciation and original cost studies for Philadelphia Suburban Water 

Company and Pennsylvania-American Water Company. 

In each of the above studies, I assembled and analyzed historical and simulated 

data, performed field reviews, developed preliminary estimates of service life and net 

salvage, calculated annual depreciation, and prepared reports for submission to state Public 

Utility Commissions or fedcral regulatory agencies. I performed these studies under the 

general direction of William M. Stout, P.E. 

I n  January, 1996, I was assigned to the position of Supervisor of Depreciation 

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

Valuation Studies. I n  December, 2000, I was promoted to my present position as Vice- 

President of Gannett Fleming Valuation and Rate Consultants, Inc. and I became 

responsible for conducting all depreciation, valuation and original cost studies, including 

the preparation of final exhibits and responses to data requests for subniission to the 

appropriate regulatory bodies. 

Since January 1996, I have conducted depreciation studies similar to those 

previously listed including assignments for Pennsylvania-American Water Company; Aqua 

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

Indiana-American Water Company; Hanipton Water Works Company; Omaha Public 

Power District; Enbridge Pipe Line Company; Inc.; Columbia Gas of Virginia, Inc.; 

Virginia Natural Gas Company National Fuel Gas Distribution Corporation - New York 

JOHN J. SPANOS DIRECT 
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and Pennsylvania Divisions; Tlie City of Bethlehem - Bureau o r  Water; The City of 

Coatesville Authority; The City of Lancaster - Bureau of Water; Peoples Energy 

Corporation; Tlie York Water Company; Public Service Company of Colorado; Enbridge 

Pipelines; Enbridge Gas Distribution, Inc.; Reliant Energy-I-ILP; Massacliusetts-American 

Water Company; St. Louis Corinty Water Company; Missouri-American Water Company; 

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

Nevada Power Company; Dominion Virginia Power; NUI-Virginia Gas Companies; 

Pacific Gas & Electric Company; PSI Energy; NU1 - Elizabcthtown Gas Company; 

Cinergy Corporation - CG&E; Ciiiergy Corporation - Duke Energy Kentucky; Columbia 

Gas of Kentucky; SCANA, Inc.; Idaho Power Company; El Paso Electric Company; 

Central I-fudson Gas & Electric; Centennial Pipeline Company, CenterPoint Energy- 

Arkansas; CenterPoint Energy - Olclahoma; CenterPoint Energy - Entex; CenterPoint 

Energy - Louisiana; NSTAR - Boston Edison Company; Westar Energy, Inc ; PPL Electric 

Utilities; PPL, Gas IJtilities; Wisconsin Power & Light Company; TransAlaska Pipeline; 

Avista Corporation; Northwcst Natural Gas; Allegheny Energy Supply, Inc.; Public Service 

Company of North Carolina; South Jersey Gas Company; Duquesiie Light Company; 

MidAmerican Energy Company; Laclede Gas; Duke Energy Company; E.ON 1J.S. 

Services Inc.; Elkton Gas Services; Anchorage Water and Wastewater Utility; Duke 

Energy Carolinas; Duke Energy Ohio Gas; Duke Energy Kentucky; Dulce Energy Indiana; 

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

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

Company; EPCOR Distribution, Inc. and B. C. Gas Utility, Ltd. My additional duties 

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

JOHN J. SPANOS DIRECT 
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1 

2 

3 Q* 

4 

5 A. 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 Q. 

20 

21 A. 

22 

23 

recommended depreciation rates to management for its consideration and supporting such 

rates before regulatory bodies. 

HAVE YOU SUBMITTED TESTIMONY TO ANY REGULATORY UTILITY 

COMMISSIONS ON THE SUBJECT OF UTILITY PLANT DEPRECIATION? 

Yes. I have submitted testimony to the Pennsylvania Public Utility Commission; the 

Commonwealth of Kentucky Public Service Conimission; the Public LJtilities Commission 

of Ohio; the Nevada Public Utility Commission; the Public Utilities Board of New Jersey; 

the Missouri Public Service Commission; the Massachusetts Department of 

Telecommunications and Energy; the Alberta Energy & Utility Board; the Idaho Public 

Utility Commission; the Louisiana Public Service Commission; the State Corporation 

Commission of Kansas; the Oklahoma Corporate Commission; the Public Service 

Commission of South Carolina; Railroad Commission of Texas - Gas Services Division; 

the New York Public Service Commission; Illinois Commerce Commission; the Indiana 

Utility Regulatory Commission; the California Public Utilities Commission; the Federal 

Energy Regulatory Commission (“FERC”); the Arkansas Public Service Commission; the 

Public Utility Commission of Texas; Maryland Public Service Commission; Washington 

LJtilities and Transportation Commission; The Tennessee Regulatory Commission; the 

Regulatory Commission of Alaska; and the North Carolina IJtilities Cornmission. 

HAVE YOU HAD ANY ADDITIONAL EDUCATION RELATING TO UTILITY 

PLANT DEPRECIATION? 

Yes. I have completed the following courses conducted by Depreciation Programs, Inc.: 

“Techniques of Life Analysis,” “Techniques of Salvage and Depreciation Analysis,” 

“Forecasting Life and Salvage,” “Modeling and Life Analysis Using Simulation” and 

JOHN J. SPANOS DIRECT 
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1 

2 

3 Q. 

4 A. 

5 

6 Q- 

7 A. 

a 

9 

10 

11 

12 

13 Q. 

14 

15 A. 

16 

17 

18 

19 Q. 

20 

21 

22 A. 

23 Q. 

”Managing a Depreciation Study.” I have also completed the “Introduction to Public 

[Jtility Accounting” program conducted by the American Gas Association. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 

I sponsor the depreciation study performed for Duke Energy Kentucky. 

11. DEPRECIATION STUDY 

PLEASE DEFINE THE CONCEPT OF DEPRECIATION. 

Depreciation refers to the loss in service value not restored by current maintenance, 

incurred in connection with the consumption or prospective retirement of utility plant in 

the course of service from causes which can be reasonably anticipated or contemplated, 

against which tlie Company is not protected by insurance. Among the causes to be given 

consideration are wear and tear, decay, action of the elements, inadequacy, obsolescence, 

changes in the art, changes in demand and the requirements of public authorities. 

DID YOU PREPARE THE DEPRECIATION STUDY FILED BY DUKE ENERGY 

IOENTUCKY IN THIS PROCEEDING? 

Yes. I prepared the depreciation study submitted by Duke Energy Kentucky with its filing 

in this proceeding. My report is entitled: “Depreciation Study - Calculated Annual 

Depreciation Accruals Related to Gas and Common Plant as of December 3 1,2008.” This 

report sets forth the results of my depreciation study for Duke Energy Kentucky. 

IN PREPARING THE DEPRECIATION STUDY, DID YOU FOLLOW 

GENERALLY ACCEPTED PRACTICES IN THE FIELD OF DEPRECIATION 

VAL,UATION? 

Yes. 

PLEASE DESCRIBE THE CONTENTS OF YOUR REPORT. 

JOHN J. SPANOS DIRECT 
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My report is presented in three parts Part I, Introduction, presents the scope and basis for 

the depreciation study. Part 11, Methods Used in Study, includes desciiptions of the basis 

of the study, the estimation of survivor curves and net salvagc and the calculation of annual 

and accrued depreciation. Part 111, Results of Study, presents a description of the results, 

summaries of the depreciation calculations, graphs and tables that relate to the service life 

and net salvage analyses, and the detailed depreciation calculations. 

- l -  

The table on pages 111-4 and 111-5 presents the estimated survivor curve, the net 

salvage perccnt, the original cost as of December 31, 2008, the book reserve and the 

calculated annual depreciation accrual and rate for each account or subaccount. The 

section beginning on page 111-6 presents the results of the retirement rate analyses prepared 

as the historical bases for the service life estimates. The section beginning on page 111- 13 1 

presents the results of the salvage analysis. The section beginning on page 111-160 presents 

the depreciation calculations related to surviving original cost as of December 3 1 ,  2008. 

PLEASE EXPLiAIN HOW YOU PERFORMED YOUR DEPRECIATION STUDY. 

I used the straight line remaining life method of depreciation, with the equal life group 

procedure. The annual depreciation is based on a method of depreciation accounting that 

seeks to distribute the unrecovered cost of fixed capital assets over the estimated remaining 

useful life of each unit, or group of assets, in a systematic and reasonable manner. 

For General Plant Accounts 19 10, 1930, 1940, 1970, 1980 in common plant and 

2910, 2940 and 2980 in gas plant, I used the straight line remaining life method of 

amortization. The account numbers identified throughout my testimony represent those in 

effect as of December 31, 2008. The annual amortization is based on amortization 

JOHN J. SPANOS DIRECT 
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1 accounting that distributes the unrecovered cost of fixed capital assets over the remaining 

2 amortization period selected for each account and vintage. 

3 Q. 

4 

5 A. 

6 

7 

8 

9 

10 Q. 

11 

12 

13 A. 

14 

15 

16 

17 

18 

19 Q. 

20 

21 A. 

22 

HOW DID YOU DETERMINE THE RECOMMENDED ANNUAL 

DEPRECIATION ACCRUAL RATES? 

I did this in two phases. In the first phase, I estimated the service life and net salvage 

characteristics for each depreciable group, that is, each plant account or subaccount 

identified as having similar characteristics. In the second phase, I calculated the composite 

remaining lives and annual depreciation accrual rates based on the service life and net 

salvage estimates determined in the first phase. 

PLXASE DESCRIBE THE FIRST PHASE OF THE DEPRECIATION STUDY, IN 

WHICH YOU ESTIMATED THE SERVICE LIFE AND NET SALVAGE 

CHARACTERISTICS FOR EACH DEPRECIABLE GROUP. 

The service life and net salvage study consisted of compiling historical data from records 

related to Duke Energy Kentucky’s plant; analyzing these data to obtain historical trends of 

swvivor characteristics; obtaining supplementary information from management and 

operating personnel concerning practices and plans as they relate to plant operations; and 

interpreting the above data and the estimates used by other gas utilities to formjudgments 

of average service life and net salvage characteristics. 

WHAT HISTORICAL DATA DID YOU ANAL,YZE FOR THE PURPOSE OF 

ESTIMATING SERVICE LIFE CHARACTERISTICS? 

I analyzed the Company’s accounting entries that record plant transactions during the 

period 1956 through 2008. The transactions included additions, retirements, transfers, 

JOHN J. SPANOS DIRECT 
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3 Q. 

4 A. 
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6 

7 

8 Q. 

9 

10 A. 

11 

12 

13 

14 

15 

16 

17 

18 Q. 

19 

20 

21 A. 

22 

23 

sales and tlie related balances. The Company records included surviving dollar value by 

year installed for each plant account as of December 3 I ,  2008. 

WHAT METHOD DID YOU USE TO ANALYZE THIS SERVICE LIFE DATA? 

I used the rctirenient rate method. This is tlie most appropriate method when retirement 

data covering a long period of time is available, bccarise this method determines the 

average rates of retirement actually experienced by the Company during tlie period of time 

covered by tlie depreciation study. 

PLEASE DESCRIBE HOW YOU USED THE RETIREMENT RATE METHQD TO 

ANALYZE DUKE ENERGY KENTUCKY‘S SERVICE LIFE DATA. 

I applied the retirement rate analysis to each different group of property in the study. For 

each property group, I used tlie retirement rate data to form a life table which, when 

plotted, shows an original survivor curve for that property group. Each original survivor 

curve represents the average survivor pattern experienced by the several vintage groups 

during tlie experience band studied. The survivor patterns do not necessarily describe the 

life Characteristics of tlie property group; therefore, interpretation of tlie original survivor 

curves is required in order to use them as valid considerations in estimating service life. 

The Iowa type survivor curves were used to perform these interpretations. 

WHAT IS AN “IOWA-TYPE SURVIVOR CURVE” AND HOW DID YOU USE 

SUCH CURVES TO ESTIMATE THE SERVICE LIFE CHARACTERISTICS FOR 

EACH PROPERTY GROUP? 

Iowa type curves are a widely-used group of survivor curves that contain the range of 

survivor characteristics usually experienced by utilities and other industrial companies. The 

Iowa curves were developed at the Iowa State College Engineering Experiment Station 

JOHN J. SPANOS DIRECT 
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2 

3 

4 

5 

6 

through an extensive process of observing and classifying the ages at which various types 

of property used by utilities and other industrial companies had been retired. 

Iowa type curves are used to smooth and extrapolate original survivor curves 

determined by the retirement rate method. The Iowa curves and truncated Iowa curves 

were used in this study to describe the rorecasted rates of retirement based on the observed 

rates of retirement and the outlook for future retirements. 

7 

8 

9 

10 

11 

12 

13 Q. 

14 

15 A. 

16 

17 

18 

19 

20 

21 

22 

The estimated survivor curve designations for each depreciable property group 

indicate tlie average service life, the family within the Iowa system to which the property 

group belongs, and tlie relative height of the mode. For example, the Iowa 5.5-R2.5 

indicates an average service life of fifty-five years; a right-moded, or R, type curve (the 

mode occurs after average life for right-moded curves); and a moderate height, 2.5, for the 

mode (possible modes for R type curves range from 1 to 5). 

PLEASE DESCRIBE HOW THE ACCELERATED MAIN REPLACEMENT 

PROGRAM (AMRP) IMPACTED THIS STUDY. 

Tlie AMRP was utilized in Account 276 1, Main - Cast Iron, Copper and All Valves, and 

Account 280 1, Services - Cast Iron, Copper and Valves. This program has been in place 

since 2.000 and will continue through September 2010 when virtually all 12-inch and 

smaller diameter cast iron mains and associated services will be replaced. Therefore, the 

projected retirements for the years 2009 and 2010 were included in the life analysis for 

these accounts in order to properly incorporate historical statistics with future expectations 

of service life for these assets. The estimated survivor curves for the experience band 19.56 

through 2010 are plotted on page 111-3 1 of the depreciation study for Account 2761, and 
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5 A. 
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10 Q. 

11 A. 

12 

13 Q. 

14 

15 

16 

17 A. 

18 

19 

20 

21 Q. 

22 

page 111-63 for Account 280 1. There is no anticipated affect on the estimated plastic and 

steel mains or services due to AMRP. 

HAS THE IMPLEMENTATION OF AMRE' DATA THROUGH 2010 AFFECTED 

THE PROPOSED DEPRECIATION RATES? 

Yes, the utilization oftlie 2009 and 20 10 data has properly estimated the life characteristics 

of cast iron assets in the two accounts. Consequently, the proposed depreciation accrual 

rates of 5.25% for Account 2761 and 2.86% for Account 2801 will match the appropriate 

recovery level to useful life of cast iron investment in these two accounts by the time most 

assets are retired i n  20 10. 

PLEASE DESCRIBE HOW YOU ESTIMATED NET SALVAGE PERCENTAGES. 

I estimated the net salvage percentages by incorporating the historical data for the period 

1980 through 2008 and considered estimates for other gas companies. 

PLEASE DESCRIBE THE SECOND PHASE OF THE PROCESS THAT YOlJ 

USED IN THE DEPRECIATION STUDY IN WHICH YOU CALCI.JL,ATED 

COMPOSITE REMAINING LIVES AND ANNUAL DEPRECIATION ACCRUAL, 

RATES. 

After I estimated the service life and net salvage charactcristics for each depreciable 

property group, I calculated the annual depreciation accrual rates for each group, using the 

straight line remaining life method, and using remaining lives weighted consistent with the 

equal life group procedure. 

PLEASE DESCRIBE THE STRAIGHT LINE REMAINING LIFE METHOD OF 

DEPRECIATION. 

JOHN J. SPANOS DIRECT 
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1 A. 

2 

The straight line remaining life method of depreciation allocates the original cost of the 

property, less accumulated depreciation, less future net salvage, in equal amounts to each 

3 

4 Q. 

5 A. 

6 

7 

8 

9 

10 

11 Q. 

12 A. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

year of remaining service life. 

PLEASE DESCRIBE THE EQIJAL LIFE GROUP PROCEDURE. 

The equal life group procedure is a mcthod for determining the remaining life annual 

accrual for each vintage property group. Under this procedure, the future book accruals 

(original cost less book reserve) for each vintage are divided by the composite remaining 

life for the surviving original cost of that vintage. The vintage composite remaining life is 

derived by summing the original cost less thc calculated reserve for each equal life group 

and dividing by the sum of the whole life annual accruals. 

PLEASE DESCRIBE AMORTIZATION ACCOUNTING. 

In amortization accounting, units of property are capitalized in the same inanner as they are 

in depreciation accounting. Amortization accounting is used for accounts with a large 

number of units, but small asset values, therefore, depreciation accounting is difficult for 

these assets because periodic inventories are required to properly reflect plant in service. 

Consequently, retirements are recorded when a vintage is fully amortized rather than as the 

units are removed from service. That is, there is no dispersion of retirement. All units are 

retired when the age of the vintage reaches the amortization period. Each plant account or 

group of assets is assigned a fixed period which represents an anticipated life which the 

asset will render full benefit. For example, in amortization accounting, assets that have a 

20-year amortization period will be fully recovered after 20 years of service and taken off 

the Company books, but not necessarily removed from service. In contrast, assets that are 

JOHN J. SPANOS DIRECT 
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1 taken out of service before 20 years remain on the boolts until the ainoi-tiz,ation period for 

2 that vintage has expired. 

3 Q. AMORTIZATION ACCOUNTING IS BEING IMPLEMENTED TO WHICH 

4 PLANT ACCOUNTS? 

5 A. 

6 

7 

8 

9 Q. 

10 

11 

12 A. 

13 

Amortization accounting is only appropriate for certain Common and General Plant 

accounts. These accounts are 19 10, 1930, 1940, 1970, 1980 Tor Comnon Plant; and 29 10, 

2940 and 2980 for General Plant which represent approximately two percent of depreciable 

plant 

PLEASE 1JSE AN EXAMPLE TO ILLUSTRATE HOW THE ANNUAL 

DEPRECIATION ACCRUAL RATE FOR A PARTICULAR GROUP OF 

PROPERTY IS PRESENTED IN YOtJR DEPRECIATION STUDY. 

I will use Account 2762, Mains - Steel, as an example because it is the largest depreciable 

group and represents 20% of depreciable plant. 

14 The retirement rate method was used to analyze the survivor characteristics of this 

15 

16 

17 

18 

property group. Aged plant accounting data was compiled from 19.56 through 2008 and 

analyzed in periods that best represent the overall service life of this property. The life 

tables for the 1956-2008 and 1979-2008 experience bands are presented on pages 111-39 

through 111-44 of the report. The life tables display the retirement and surviving ratios of 

19 

20 

21 

the aged plant data exposed to retirement by age interval. For example, page 111-39 shows 

$16,845 retired at age 0.5 with $72,744,417 exposed to retirement. Consequently, the 

retireinelit ratio is .0002 and the surviving ratio is 0.9998. These life tables, or original 

22 

23 on page 111-38. 

survivor curves, are plotted along with the estimated smooth survivor curve, the 5.5-R2.5 
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8 Q- 

9 

10 

11 A. 

12 Q. 

13 A. 

My calculation of the annual depreciation related to the original cost at Dcceiiiber 

3 1, 2008, of utility plant is presented on pages 111-1 79 through 111- 18 1. The calculation is 

based on the 55132.5 survivor curve, 20% negative net salvage, the attained age, and the 

allocated book reserve. The tabulation sets forth the installation year, the original cost, 

calculated accrued depreciation, allocated book reserve, future accruals, remaining life and 

annual accrual. These totals are brought forward to the table on page 111-4. 

111. CONCLUSION 

WAS TI-IE DEPRECIATION STIJDY FILED BY DUKE ENERGY KENTUCKY IN 

THIS PROCEEDING PREPARED BY YOU OR UNDER YOUR DIRECTION AND 

CONTROL? 

Yes. 

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

Yes. 

JOHN J. SPANOS DIRECT 
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VERIFICATION 

Commonwealth of Pennsylvania ) 

County of Cuniberland ) 
) ss: 

The undersigned, John J. Spanos, being duly sworn, deposes and says that lie is a Vice 

President associated with the firm of Gannett Fleming Valuation and Rate Consultants, Inc., and 

that he has personal knowledge of the matters set forth in the foregoing testimony, and that the 

answers contained therein are true and correct to the best of his information, knowledge and belief. 

John J. Spanos, Affiant 

Subscribed and sworn to before ine by on this __ day 
of ,2009. 

NOTARY PUBLIC 

My Commission Expires: 

JOHN J. SPANOS DIRECT 
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Dean. James E 

From: 
Sent: 
To: 
cc: 
Subject: 

Dean, James E 
Thursday, June 04,2009 10 32 AM 
‘Spanos, John J ‘ 
Council, Carl J Jr 
RE DE Kentucky - Gas and Common Plant Depreciation Study 

Thanks John 
I am good with your clarification and agree no change is needed for steel and plastic 

Do you plan to make any changes to your original testimony (pages 10 & ll)? 

JIM 

From: Spanos, John 3. [mailto:jspanos@GFNE.com] 
Sent: Thursday, June 04, 2009 10:28 AM 
To: Dean, James E 
Cc: Council, Carl J Jr 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Jim 

I do not feel as though the AMRP was the true reason for the life changes for Plastic mains or plastic services, thus, I did 
not include that in my testimony Thus, if we all think it is better to say the AMRP did not affect the other pipe and service 
subaccounts, I can include that into my testimony 

John 

.......------.-_____--,-.--_I.--I_ ---__1-..._1__-- --..._l___l .-----I_._I_ 

From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Thursday, June 04, 2009 9:43 AM 
To: Spanos, John 1. 
Cc: Council, Carl J Jr 
Subject: FW: DE Kentucky - Gas and Common Plant Depreciation Study 

I have read through and discussed with Gary Hebbeler your testimony. I have made a couple of suggested word changes 
to page 10 and 11 of your document. 

Open question ... Should these two sections (page 10 & 11 AMRP) point out the AMRP impact on bare steel and the 
plastic pipe replacement? From a previous email you sent there was not an impact to the 2762 Steel main account, 
2763 Plastic main had the life increased by 5 years, from 55 to 60, and 2803 Plastic services had a life increase of 2 years 

I bring this up since the response only focused on the cast iron side of AMRP. I though you may want to consider 
adjusting the response to either point out changes or the lack of change AMRP has had on the other type of  pipe and 
accounts the commission has been dealing with in the annual AMRP filings. 

Since I am definitely not the expert witness nor the person to testify to this, I leave any changes up to you. Please let me 
know if you think you will adjust your testimony. 

JIM 

- -  - - _ _  - - - . - - __ - _ _  - -  __ - -  
From: Spanos, John 3. [mailto:jspanos@GFNE.com] 
Sent: Wednesday, June 03,2009 3:44 PM 
To: Dean, James E 

1 

mailto:jspanos@GFNE.com
mailto:James.Dean@duke-energy.com
mailto:jspanos@GFNE.com


Cc: Council, Carl J Jr; Selm, Roger E 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

C ; w  No. 2009-201 
.\tt:~cll. .AC-DR-O 1-093 

Page 31 of 400 

Attached is the depreciation study report and my draft testimony We will send the report down for printing tomorrow for 
the five bound copies Let me know if there are any changes to my testimony 

John 

~ _-.-----l.l.--ll---.---" ~ ..I__I_-._.... -----.._._ FII ---I_x _____.1" -1-1 - 
From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Monday, June 01, 2009 1:16 PM 
To: Spanos, John J. 
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: DE Kentucky - Gas and Common Plant Depreciation Study 

Duke has approved the Kentucky Gas and Common Depreciation Study. Please provide a final electronic, copy and five 
bound copies of  the study. 

Separately please provide the breakout of the net salvage percent by salvage and cost of removal. 

Thanks 
JIM 

2 
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From: Dean, James E 
Sent: 
To: 'Spanos, John J 
cc: Council, Carl J .Jr 
Subject: 
Attachments: 

Thursday, June 04, 2009 9 43 AM 

FW. DE Kentucky - Gas and Common Plant Depreciation Study 
Duke Energy Kentucky - Spanos Direct Testimony doc 

I have read through and discussed with Gary Hebbeler your testimony. I have made a couple of suggested word changes 
to page 10 and 11 of your document. 

Open question .... Should these two sections (page 10 & 11 AMRP) point out the AMRP impact on bare steel and the 
plastic pipe replacement? From a previous email you sent there was not an impact to the 2762 Steel main account, 
2763 Plastic main had the life increased by 5 years, from 55 to 60, and 2803 Plastic services had a life increase of 2 years. 
I bring this up since the response only focused on the cast iron side of  AMRP. I though you may want to consider 

adjusting the response to either point out changes or the lack of change AMRP has had on the other type of pipe and 
accounts the commission has been dealing with in the annual AMRP filings. 

Since I am definitely not the expert witness nor the person to testify to this, I leave any changes up to you. Please let me 
know if you think you will adjust your testimony. 

JIM 

- - - - __ - - - - - -. _. - -. __ - . - __ __ - . . - _- - - -  
From: Spanos, John 1. [mailto:jspanos@GFN€r.com] 
Sent: Wednesday, June 03, 2009 3:44 PM 
To: Dean, James E 
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Attached is the depreciation study report and my draft testimony. We will send the report down for printing tomorrow for 
the five bound copies Let me know if there are any changes to my testimony 

John 

From: Dean, lames E [mailto:James.Dean@duke-energy.com] 
Sent: Monday, June 01,2009 1:16 PM 
To: Spanos, John J. 
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: DE Kentucky - Gas and Common Plant Depreciation Study 

Duke has approved the Kentucky Gas and Common Depreciation Study. Please provide a final electronic copy and five 
bound copies of the study. 

Separately please provide the breakout of the net salvage percent by salvage and cost of removal. 

Thanks 
JIM 
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1. INTRODUCTION AND PURPOSE 

1 Q. 

2 A. 

3 

4 Q. 

5 A. 

6 

7 Q. 

8 

9 A. 

10 Q. 

11 A. 

12 Q, 

13 A. 

14 

15 Q. 

16 A. 

17 

18 Q. 

19 

20 A. 

21 

PLEASE STATE YOUR NAME AND ADDRESS. 

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

Pennsylvania. 

ARE YOU ASSOCIATED WITH ANY FIRM? 

Yes. I am associated with the firm of Gaimett Fleming Valuation and Rate Consultants, 

Inc. 

NOW LONG HAVE YOU BEEN ASSOCIATED WITH GANNETT FLEMING 

VALUATION AND RATE CONSULTANTS, INC.? 

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

WHAT IS YOUR POSITION WITH THE FIRM? 

I ani a Vice President. 

WHAT IS YOUR EDUCATIONAL, BACKGROUND? 

I have Bachelor of Science degrees in Industrial Management and Mathematics from 

Carnegie-Mellon University and a Master of Business Administration from York College. 

DO YOU BELONG TO ANY PROFESSIONAL SOCIETIES? 

Yes. I am a member of the Society of Depreciation Professionals and the American Gas 

AssociatiodEdison Electric Institute Industry Accounting Committee. 

DO YOU HOLD ANY SPECIAL CERTIFICATION AS A DEPRECIATION 

EXPERT? 

Yes. The Society of Depreciation Professionals has established national standards for 

depreciation professionals. The Society administers an examination to become certified in 
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1 

2 

3 Q. 

4 A. 

5 

6 

7 

8 

9 

10 

11 

this field. I passed the certification exam in September 1997 and was recertified in August 

2003 and February 2008. 

PLEASE OUTLINE YOUR EXPERIENCE IN THE FIELD OF’ DEPRECIATION. 

In June, 1986, I was employed by Gannett Fleming Valuation and Rate Consultants, Inc as 

a Depreciation Analyst. During the period from June, 1986 through December, 1995, I 

helped prepare numerous depreciation and original cost studies for utility companies in 

various industries. I helped perform depreciation studies for the following telephone 

companies: United Telephone of Pennsylvania, United Telephone of New Jersey and 

Anchorage Telephone IJtility. I helped perform depreciation studies for the following 

companies in the railroad industry: Union Pacific Railroad, Burlington Northern Railroad 

and Wisconsin Central Transportation Corporation. 

12 

13 

14 

15 

I helped perform depreciation studies for the following organizations in the electric 

industry: Chugach Electric Association, The Cincinnati Gas and Electric Company 

(CG&E), The Union Light, Heat and Power Company (now Duke Energy Kentucky), 

Northwest Territories Power Corporation and the City of Calgary - Electric System. 

16 

17 

18 

I helped perform depreciation studies for the following pipeline companies: 

TransCanada Pipelines Limited, Trans Mountain Pipe Line Company Ltd., Interprovincial 

Pipe Line Inc., Nova Gas Transmission Limited and Lakehead Pipeline Company. 

19 

20 

21 

22 

I helped perform depreciation studies for the following gas companies: Columbia 

Gas of Pennsylvania, Columbia Gas of Maryland, The Peoples Natural Gas Company, T. 

W. Phillips Gas & Oil Company, CG&E, Duke Energy Kentucky, Lawrenceburg Gas 

Company and Penn Fuel Gas, Inc. 
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21 

22 

I helped perform depreciation studies for the following water companies: Indiana- 

Ainerican Water Company, Consumers Pennsylvania Water Company and The York Water 

Company; and deprcciation and original cost studies for Pliiladelpl1ia Suburban Water 

Company and Pennsylvania- American Water Company. 

In each of the above studies, I assembled and analyzed historical and simulated 

data, perforined field reviews, developed preliminary estimates of service life and net 

salvage, calculated annual depreciation, and prepared reports for subniission to state Public 

[Jtility Commissions or federal regulatory agencies. I performed these studies under the 

general direction of William M. Stout, P.E. 

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

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

Valuation Studies. I n  December, 2000, I was promoted to my present position as Vice- 

President of Gannett Fleming Valuation and Rate Consultants, Inc. and I became 

responsible for conducting all depreciation, valuation and original cost studies, including 

the preparation of final exhibits and responses to data requests for submission to the 

appropriate regulatoiy bodies. 

Since January 1996, I have conducted depreciation studies similar to those 

previously listed including assignments for Pennsylvania-American Water Company; Aqua 

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

Indiana-American Water Company; Hampton Water Works Company; Omaha Public 

Power District; Enbridge Pipe Line Company; Inc.; Columbia Gas of Virginia, Inc.; 

Virginia Natural Gas Company National Fuel Gas Distribution Corporation - New York 

JOHN J. SPANOS DIRECT 
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and Pennsylvania Divisions; The City or Bethlehem - Bureau of Water; The City of 

Coatesville Authority; The City of Lancaster - Bureau of Water; Peoples Energy 

Corporation; The York Water Company; Public Service Company of Colorado; Enbridge 

Pipelines; Enbridge Gas Distribution, Inc.; Reliant Energy-I-ILP; Massachusetts-America11 

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

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

Nevada Power Conipany; Dominion Virginia Power; NUI-Virginia Gas Companies; 

Pacific Gas & Electric Company; PSI Energy; NU1 - Elizabethtown Gas Company: 

Ciiiergy Corporation - CG&E; Cinergy Corporation - Duke Energy Kentucky; Columbia 

Gas of Kentucky; SCANA, Inc.; Idaho Power Company; El Paso Electric Company, 

Central Hudson Gas & Electric; Centennial Pipeline Company; CenterPoint Energy- 

Arkansas; CenterPoint Energy - Oklahoma; CenterPoint Energy - Entex; CenterPoint 

Energy - L,ouisiana; NSTAR - Boston Edison Company; Westar Energy, Inc.; PPL Electric 

[Jtilities; PPL Gas IJtilities; Wisconsin Power &, Light Company; TransAlaska Pipeline, 

Avista Corporation; Northwest Natural Gas; Allegheny Eneigy Supply, Inc., Public Service 

Company of North Carolina; South Jersey Gas Company; Duqiiesne Light Company; 

MidAmerican Energy Company; Laclede Gas; Duke Energy Company; E.ON IJ.S 

Services Inc.; Elkton Gas Services; Anchorage Water and Wastewater Utility; Duke 

Energy Carolinas; Duke Energy Ohio Gas; Duke Energy Kentucky; Duke Energy Indiana; 

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

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

Company; EPCOR Distribution, Inc. arid B. C Gas IJtility, Ltd. My additional duties 

include determining filial life and salvage estimates, conducting field reviews, presenting 
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recommended depreciation rates to management for its consideration and supporting such 

rates before regulatory bodies. 

HAVE YOU SUBMITTED TESTIMONY TO ANY REGULATORY UTILITY 

COMMISSIONS ON THE SUBJECT OF UTILITY PLANT DEPRECIATIQN? 

Yes. I have submitted testimony to the Pennsylvania Public IJtility Commission; the 

Commonwealth of Kentucky Public Service Commission; the Public {Jtilities Coinmission 

of Ohio; the Nevada Public {Jtility Commission; the Public Utilities Board of New Jersey; 

the Missouri Public Service Commission; the Massachusetts Department of 

Telecommunications and Energy; the Alberta Energy & IJtility Board; the Idaho Public 

IJtility Coinmission; the Louisiana Public Service Commission; the State Corporation 

Commission of Kansas; the Oklahoma Corporate Commission; the Public Service 

Commission of South Carolina; Railroad Commission of Texas - Gas Services Division; 

the New York Public Service Commission; Illinois Commerce Commission; the Indiana 

Utility Regulatoiy Commission; the California Public Utilities Commission; the Federal 

Energy Regulatory Comniission (”FERC”); the Arkansas Public Service Commission; the 

Public Utility Commission of Texas; Maryland Public Service Commission; Washington 

Utilities and Transportation Commission; The Tennessee Regulatory Commission; the 

Regulatory Commission of Alaska; and the North Carolina [Jtilities Commission. 

HAVE YOU HAD ANY ADDITIONAL EDUCATION REL,ATING TO UTILITY 

PLANT DEPRECIATION? 

Yes. I have completed the following courses conducted by Depreciation Programs, Inc.: 

“Techniques of Life Analysis,” “Techniques of Salvage and Depreciation Analysis,” 

“Forecasting Life and Salvage,” “Modeling and Life Analysis Using Simulation” and 

JOHN J. SPANOS DIRECT 

- 5 -  



1 

2 

3 Q. 

4 A. 

5 

6 Q- 

7 A. 

a 

9 

10 

11 

12 

13 Q. 
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23 Q. 

“Managing a Depreciation Study.” I have also completed the “Introduction to Public 

Utility Accounting” program conducted by the American Gas Association. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 

I sponsor the depreciation study performed for Duke Energy Kentucky 

11. DEPRECIATION STUDY 

PLEASE DEFINE THE CONCEPT O F  DEPRECIATION. 

Depreciation refers to the loss in service value not restored by current maintenance, 

incurred in  connection with the consumption or prospective retirement of utility plant in 

the course of service from causes which can be reasonably anticipated or contemplated, 

against which the Company is not protected by insurance. Among the causes to be given 

consideration are wear and tear, decay, action of the elements, inadequacy, obsolescence, 

changes in the art, changes in demand and the requirements of public autliorities. 

DID YOIJ PREPARE THE DEPWXIATION STUDY FILED BY DUKE ENERGY 

KENTUCKY IN THIS PROCEEDING? 

Yes. I prepared the depreciation study submitted by Duke Energy Kentucky with its filing 

in this proceeding. My report is entitled: “Depreciation Study - Calculated Annual 

Depreciation Accruals Related to Gas and Coininon Plant as of December 3 1,2008.” This 

report sets forth the results of my depreciation study for Duke Energy Kentucky. 

I N  PREPARING THE DEPRECIATION STUDY, DID YOU FOL,LOW 

GENERALLY ACCEPTED PRACTICES IN THE FIELD O F  DEPRECIATION 

VALUATION? 

Yes. 

PLEASE DESCRIBE THE CONTENTS OF YOUR REPORT. 
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Q. 

A 

My report is presented i n  three parts. Part I, Introduction, presents the scope and basis for 

the depreciation study. Part 11, Methods Used in Study, includes descriptions of the basis 

ofthe study, tlie estimation of survivor curves and net salvage and the calculation ofaiuiual 

and accrued depreciation Part 111, Results of Study, presents a description of the results, 

summaries of the depreciation calculations, graphs and tables that relate to the service life 

and net salvage analyses, and tlie detailed depreciation calculations. 

- i -  

The table on pages 111-4 and 111-5 presents the estimated survivor curve, the net 

salvage percent, the original cost as of December 3 1, 2008, the book reserve and the 

calculated annual depreciation accrual and rate for each account or subaccount. The 

section beginning on page 111-6 presents the results of the retirement rate analyses prepared 

as the historical bases for the service life estimates. The section beginning on page 111- 13 1 

presents the results of the salvage analysis. The section beginning on page 111-160 presents 

the depreciation calculations related to surviving original cost as of December 3 I ,  2008. 

PLEASE EXPL,AIN HOW YOU PERFORMED YOUR DEPRECIATION STUDY. 

I used the straight line remaining life method of depreciation, with the equal life group 

procedure. The annual depreciation is based on a method of depreciation accounting that 

seeks to distribute the unrecovered cost of fixed capital assets over the estimated remaining 

useful life of each unit, or group of assets, in a systematic and reasonable maimer. 

For General Plant Accounts 1910, 1930, 1940, 1970, 1980 in common plant and 

2910, 2940 and 2980 in gas plant, I used the straight line remaining life method of 

amortization. The account numbers identified throughout my testimony represent those in 

effect as of December 31, 2008. The annual amortization is based on amortization 
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2 

accounting that distributes the unrecovered cost of fixcd capital assets over the remaining 

amortization period selected for each account and vintage. 

3 Q. 

4 

5 A. 
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10 Q. 

11 

12 

13 A. 

14 

15 

16 

17 

HOW DID YOU DETERMINE THE RECOMMENDED ANNUAL 

DEPRECIATION ACCRUAL RATES? 

I did this in two phases. In the first phase, I estimated the service life and net salvage 

characteristics for each depreciable group, that is, each plant account or subaccount 

identified as having similar characteristics. In the second phase, I calculated the composite 

remaining lives and annual depreciation accrual rates based on the service life and net 

salvage estimates determined in the first phase. 

PLEASE DESCRIBE THE FIRST PHASE OF THE DEPRECIATION STUDY, IN 

WHICH YOU ESTIMATED THE SERVICE LIFE AND NET SALVAGE 

CHARACTERISTICS FOR EACH DEPRECIABLE GROIJP. 

The service life and net salvage study consisted of compiling historical data from records 

related to Duke Energy Kentucky’s plant; analyzing these data to obtain historical trends of 

survivor characteristics; obtaining supplementary information from management and 

operating personnel concerning practices and plans as they relate to plant operations; and 

interpreting the above data and the estimates used by other gas utilities to form judgments 

18 of average service life and net salvage characteristics. 

19 Q. 

20 ESTIMATING SERVICE LIFE CHARACTERISTICS? 

21 A. 

22 

WHAT HISTORICAL DATA DID YOU ANALYZE FOR THE PURPOSE OF 

I analyzed the Company’s accounting entries that record plant transactions during the 

period 1956 through 2008. The transactions included additions, retirements, transfers, 

JOHN J. SPANOS DIRECT 

- 8 -  



1 

2 

3 Q. 

4 A. 

8 Q. 

9 

10 A. 

11 

12 

13 

14 

15 

16 

17 

18 Q. 

19 

20 

21 A. 

22 

23 

sales and the related balances. The Company records included surviving dollar value by 

year installed for each plant account as of December 3 1,  2008. 

WHAT METHOD DID YOU USE TO ANALYZE THIS SERVICE LIFE ZATA? 

I used the retirement rate method. This is the most appropriate method when retirement 

data covering a long period of time is available, because this method determines the 

average rates of retirement actually esperienced by the Company during the period oftime 

covered by the depreciation study. 

PLEASE DESCRIBE HOW YOU USED THE RETIREMENT RATE METHOD TO 

ANALYZE DUKE ENERGY KENTUCKY‘S SERVICE LIFE DATA. 

I applied the retirement rate analysis to each different group of property in the study. For 

each property group, I used the retirement rate data to form a life table which, when 

plotted, shows an original survivor curve for that property group. Each original survivor 

curve represents tlie average survivor pattern experienced by the several vintage groups 

during the experience band studied. The survivor patterns do not necessarily describe the 

life characteristics of the property group; therefore, interpretation of the original survivor 

curves is required in order to use them as valid considerations in estimating service life. 

The Iowa type survivor curves were used to perform these interpretations. 

WHAT IS AN “IOWA-TYPE SURVIVOR CURVE” AND HOW DID YOU USE 

SUCH CURVES TO ESTIMATE THE SERVICE LIFE CHARACTERISTICS FOR 

EACH PROPERTY GROUP? 

Iowa type curves are a widely-used group of survivor curves that contain the range of 

survivor characteristics usually experienced by utilities and other industrial companies. The 

Iowa curves were developed at the Iowa State College Engineering Experiment Station 

JOHN J. SPANOS DIRECT 

- 9 -  



C::lse KO. 2009-202 
.\ttacl1. AG-Dl~-OI-09.3 

P:qe 41 of 400 

6 

7 

8 

9 

10 

11 

12 

13 Q. 

l4 I 
15 A. 

16 

17 

l8 I 
19 

20 

21 

22 

23 

through an extensive process of observing and classifjiing the ages at which various types 

of property used by utilities and other industrial companies had been retired. 

Iowa type curves are used to smooth and extrapolate original survivor curves 

determined by tlie retirenient rate method. The Iowa curves and truncated Iowa curves 

were used in this study to describe the forecasted rates of retirement based on the observed 

rates of retirement and the outlook for future retirements 

The estimated survivor curve designations for each depreciable property group 

indicate the average service life, the family within thc Iowa system to which the property 

group belongs, and the relative height of the mode. For example, the Iowa 55R2.5  

indicates an average service life of fifty-five years; a right-moded, or R, type curve (the 

mode occurs afier average life for right-nioded curves); and a moderate height, 2.5, for the 

mode (possible modes for R type curves range from 1 to 5). 

PL,EASE DESCRIBE HOW THE ACCELERATED MAIN REPLACEMENT 

PROGRAM (AMRE') 4WS-UWM X3&€N IIVIPACTED THIS STUDY. 

The AMRP was utilized in Account 2761, Main - Cast Iron, Copper and All Valves, and 

Account 280 1, Services - Cast Iron, Copper and Valves. This program has been in place 

since 2000 and will continue through September 2010 when virtually all 12-inch and 

snialler diameter cast iron mains and ttw&sx+t+ associated services will be replaced. 

Therefore, the projected retirements for the years 2009 and 20 10 were included in the life 

analysis for these accounts in order to properly incorporate historical statistics with future 

expectations of service life for these assets. The estimated survivor curves for the 

experience band 1956 through 2010 are plotted on page III-- of the depreciation study for 

Account 276 1, and page III-- for Account 280 1. 

JOHN J. SPANOS DIRECT 

- 10-  



C:lW KO. 2009-202 
\tI:icb. \C-Dll-01-093 

I’age 45 of 400 

1 Q. 

2 

4 

5 

6 

7 

8 Q* 

9 A. 

10 

11 Q. 

12 

13 

14 

15 A. 

16 

17 

18 

19 Q. 

20 

21 A. 

22 

23 

HAS THE IMPLEMENTATION OF AMRP DATA THROUGH 2010 AFFECTED 

THE PROPOSED DEPRECIATION RATES? 

Yes, the utilization of the 2009 and 2010 data has properly estimatesd the life 

characteristics of cast iron assets in  the two accounts. Consequently, the proposed 

depreciation acci-ual rates of 5.25% for Account 276 1 and 2.86% for Account 280 1 will 

match the appropriate recovery level to useful life of cast iron investment in  these two 

accounts by the time most assets are retired in 20 10. 

PLEASE DESCRIBE HOW YOU ESTIMATED NET SALVAGE PERCENTAGES. 

I estimated the net salvage percentages by incorporating the historical data for the period 

1980 through 2008 and considered estimates for other gas companies. 

PLEASE DESCRIBE THE SECOND PHASE OF THE PROCESS THAT YOU 

USED IN THE DEPRECIATION STUDY IN WHICH YOU CALCIJLATED 

COMPOSITE REMAINING LIVES AND ANNUAL DEPRECIATION ACCRUAL 

RATES. 

After I estimated the service life and net salvage characteristics for each depreciable 

property group, I calculated the annual depreciation accrual rates for each group, using the 

straight line remaining life method, arid using remaining lives weighted consistent with the 

equal life group procedure. 

PLEASE DESCRIBE THE STRAIGHT LINE REMAINING LIFE METHOQ OF 

DEPRECIATION. 

The straight line remaining life method of depreciation allocates the original cost of the 

property, less accumulated depreciation, less future net salvage, in equal amounts to each 

year of remaining service life. 
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A. 

PLEASE DESCRIBE THE EQUAL LIFE GROUP PROCEDURE. 

The equal life group procedure is a method for determining the remaining life annual 

accrual for each vintage property group. Under this procedure, the future book accruals 

(original cost less book reserve) for each vintage are divided by the composite remaining 

life for the surviving original cost ofthat vintage. The vintage composite remaining life is 

derived by summing the original cost less the calculated reserve for each equal 

and dividing by the sum of the whole life annual accruals. 

Q. PLEASE DESCRIBE AMORTIZATION ACCOIJNTING. 

A. I n  amortization accounting, units of property are capitalized in the same maimer 

ife group 

s they are 

in  depreciation accounting. Amortization accounting is used for accounts with a large 

number of units, but small asset values, therefore, depreciation accounting is difficult for 

these assets because periodic inventories are required to properly reflect plant in service. 

Consequently, retirements are recorded when a vintage is fidly amortized rather than as the 

units are removed from service. That is, there is no dispersion of retirement. All units are 

retired when the age of the vintage reaches the amortization period. Each plant account or 

group of assets is assigned a fixed period which represents an anticipated life which the 

asset will render f d l  benefit. For example, in amortization accounting, assets that have a 

20-year amortization period will be fully recovered after 20 years of service and taken off 

the Company books, but not necessarily removed from service. In contrast, assets that are 

taken out of service before 20 years remain on the books until the amortization period for 

that vintage has expired. 

AMORTIZATION ACCOUNTING IS BEING IMPLEMENTED TO WHICH 

PL,ANT ACCOIJNTS? 

Q. 

JOHN J. SPANOS DIRECT 
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Amortization accounting is only appropriate for certain Coninioii and General Plant 

accounts. Tliese accounts are 1910, 1930, 1940, 1970, 1980 for Common Plant; and 2910, 

2940 and 2980 for General Plant which represent approximately two percent of depreciable 

p 1 ant . 

PLEASE USE AN EXAMPLE TO ILLUSTRATE HOW THE ANNUAL, 

DEPIiECIATION ACCRUAL RATE FOR A PARTICULAR GROUP OF 

PROPERTY IS PRESENTED IN YOUR DEPRECIATION STUDY. 

I will use Account 2762, Mains - Steel, as an example because it is the largest depreciable 

group and represents 20% of depreciable plant 

The retirement rate method was used to analyze the survivor characteristics of this 

property group. Aged plant accounting data was compiled from 1956 through 2008 and 

analyzed in periods that best represent the overall service life of this property. The life 

tables for the 1956-2008 and 1979-2008 experience bands are presented on pages 111-39 

through 111-44 of the report. The life tables display the retirement and surviving ratios of 

the aged plant data exposed to retirement by age interval. For example, page 111-39 shows 

$16,845 retired at age 0.5 with $72,744,4 17 exposed to retirement. Consequently, the 

retirement ratio is ,0002 and the surviving ratio is 0.9998. These life tables, or original 

survivor curves, are plotted along with the estimated smooth survivor curve, the 55R2.5 

on page 111-38. 

My calculation of the annual depreciation related to the original cost at December 

3 1, 2008, of utility plant is presented on pages 111-1 79 through 111- 18 1. The calculation is 

based on the 55R2.5 survivor curve, 20% negative net salvage, the attained age, and the 

allocated book reserve. The tabulation sets forth the installation year, the original cost, 
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caiculated accrued depreciation, allocated book reserve, fiiture acci-uals, remaining life and 

annual accrual. These totals are brought forward to the table on page 111-4 

111. CONCLUSION 

WAS THE DEPRECIATION STUDY FILED BY DUKE ENERGYIU3NTUCKY IN 

THIS PROCEEDING PREPARED BY YOU OR lJNDERYOUR DIREXTION AND 

CONTROL? 

Yes. 

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

Yes. 

JOHN J. SPANOS DIRECT 
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VERIFICATION 

Conirnonwealth of Pennsylvania 1 

County of Cumberland ) 
1 ss: 

The undersigned, John J. Spanos, being duly sworn, deposes and says that he is a Vice 

President associated with the firm of Gannett Fleming Valuation and Rate Consultants, Inc., and 

that he has personal knowledge of the matters set forth in the foregoing testimony, and that the 

answers contained therein are true and correct to the best of his information, knowledge and belief. 

Jolm J. Spanos, Affiant 

Subscribed and sworn to before me by on this __ day 
O f  ,2009. 

NOTARY PUBLIC 

My Commission Expires: 
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C:tsc No. 2009-202 
Attach. -4G-DII-O 1-09.3 

Page 50 of .rno 
Dean, James E 

From: 
Sent: 
To: 
Subject: 

Dean, James E 
Thursday, June 04, 2009 9.24 AM 
Council, Carl J Jr 
RE DE Kentucky - Gas and Common Plant Depreciation Study 

I have read through and discussed with Gary Hebbelerfohn’s testimony. I will be contacting John concerning page 10 
which discusses AMRP John discusses the cast iron but says nothing concerning bare steel and plastic being replaced 

Do you have any comments? 

JIM 

From: Spanos, John 3. [mailto:jspanos@GFNET.com1 
Sent: Wednesday, June 03, 2009 3:44 PM 
To: Dean, James E 
Cc: Council, Carl 3 Jr; Selm, Roger E 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Attached is the depreciation study report and my draft testimony. We will send the report down for printing tomorrow for 
the five bound copies Let me know if there are any changes to my testimony. 

John 

From: Dean, .lames E [mailto:.Iames.Dean@duke-energy.com] 
Sent: Monday, June 01,2009 1:16 PM 
To: Spanas, John 3. 
Cc: Council, Carl .I Jr; Selm, Roger E 
Subject: DE Kentucky - Gas and Common Plant Depreciation Study 

Duke has approved the Kentucky Gas and Common Depreciation Study. Please provide a final electronic copy and five 
bound copies of  the study. 

Separately please provide the breakout of the net salvage percent by salvage and cost of removal 

Thanks 
JIM 

mailto:jspanos@GFNET.com1
mailto:.Iames.Dean@duke-energy.com


Dean. James E 

From: Dean, James E 
Sent: 
To: Council, Carl J Jr 
Subject: 
Attachments: 

Thursday, June 04,2009 12 31 PM 

FW DE Kentucky - Gas and Common Plant Depreciation Study 
Duke Energy Kentucky - Spanos Direct Testimony doc 

fyi 

From: Spanos, John 3. [mailto:jspanos@GFNET.com] 
Sent: Thursday, .lune 04, 2009 12:20 PM 
To: Dean, James E 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Here is the revised testimony 

From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Thursday, June 04, 2009 11:41 AM 
To: Spanos, John 1. 
Subject: RE: DE Kentucky ~ Gas and Common Plant Depreciation Study 

T ha n ks 
Please forward your new testimony to me. 

From: Spanos, John 1. [mailto:jspanos@GFNET'.com] 
Sent: Thursday, June 04, 2009 10:35 AM 
To: Dean, James E 
Cc: Council, Carl J Jr 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

I made your recommended changes and I put in a sentence stating the AMRP program did not affect the plastic and steel 
s u baccoun ts 

From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Thursday, June 04,2009 10:32 AM 
To: Spanos, John 3. 
Cc: Council, Carl J Jr 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Thanks John 
I am good with your clarification and agree no change is  needed for steel and plastic. 

Do you plan to make any changes to your original testimony (pages 10 & ll)? 

JIM 

From: Spanos, John J. [mailto:jspanos@GFNET.com] 
Sent: Thursday, June 04, 2009 10:28 AM 
To: Dean, James E 

1 

mailto:jspanos@GFNET.com
mailto:James.Dean@duke-energy.com
mailto:jspanos@GFNET'.com
mailto:James.Dean@duke-energy.com
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Cc: Council, Carl J Jr 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Case No. 2009-202 

Page 52 of 400 
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Jim 

I do not feel as though the AMRP was the true reason for the life changes for Plastic mains or plastic services, thus, I did 
not include that in my testimony Thus, if we all think it is better to say the AMRP did not affect the other pipe and service 
subaccounts, I can include that into my testimony 

John 

l.-- - _____I. -._- ---_.I .lll.--- -.,--.I ".---"1_~_.--..1-.-1Il-----~~--.-.1---..-.~----1-.1.1__.-_1_1-_- I_ 

From: Dean, James E [maiIto:James.Dean@duke-energy~om] 
Sent:  Thursday, June 04, 2009 9:43 AM 
To: Spanos, John 3. 
Cc: Council, Carl J Jr 
Subject: FW: DE Kentucky - Gas and Common Plant Depreciation Study 

I have read through and discussed with Gary Hebbeler your testimony. I have made a couple of suggested word changes 
to page 10 and 11 of your document. 

Open question .." Should these two sections (page 10 & 11 AMRP) point out the AMRP impact on bare steel and the 
plastic pipe replacement? From a previous email you sent there was not an impact to the 2762 Steel main account, 
2763 Plastic main had the life increased by 5 years, from 55 to 60, and 2803 Plastic services had a life increase of 2 years. 
I bring this up since the response only focused on the cast iron side of AMRP. I though yoti may want to consider 

adjusting the response to either point out changes or the lack of change AMRP has had on the other type of pipe and 
accounts the commission has been dealing with in the annual AMRP filings. 

Since I am definitely not the expert witness nor the person to testify to this, I leave any changes up to you. Please let me 
know if you think you will adjust your testimony. 

JIM 

- .  _ _ _  -I-- -_  - 
From: Spanos, John 1. [mailto:jspanos@GFNf3.com] 
Sent: Wednesday, June 03,2009 3:44 PM 
To: Dean, James E 
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Attached is the depreciation study report and my draft testimony. We will send the report down for printing tomorrow for 
the five bound copies Let me know if there are any changes to my testimony 

John 

From: Dean, James E [mailto:Jarnes.Dean@duke-energy.com] 
Sent: Monday, June 01,2009 1:16 PM 
To: Spanos, John 1. 
Cc: Council, Carl 1 Jr; Selm, Roger E 
Subject: DE Kentucky - Gas and Common Plant Depreciation Sttidy 

Duke has approved the Kentucky Gas and Common Depreciation Study. Please provide a final electronic copy and five 
bound copies of the study. 

Separately please provide the breakout of the net salvage percent by salvage and cost of  removal. 

2 

mailto:jspanos@GFNf3.com
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Thanks  
JIM 
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I. INTRODUCTION AND PURPOSE 

1 Q. 

2 A. 

3 

4 Q* 

5 A. 

6 

7 Q- 

8 

9 A. 

10 Q. 

11 A. 

12 Q. 

13 A. 

14 

15 Q. 

16 A. 

17 

18 Q. 

19 

20 A. 

21 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is John .I. Spanos. My business address is 207 Senate Avenue, Camp Hill, 

Pennsylvania. 

ARE YOU ASSOCIATED WITH ANY FIRM? 

Yes. I am associated with the firm of Gannett Fleming Valuation and Rate Consultants, 

Inc. 

HOW LONG HAVE YOU BEEN ASSOCIATED WITH GANNETT FLEMING 

VALUATION AND RATE CONSULTANTS, INC.? 

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

WHAT IS YOUR POSITION WITH THE FIRM? 

I am a Vice President. 

WHAT IS YOUR EDUCATIONAL BACKGROUND? 

I have Bachelor of Science degrees in Industrial Management and Mathematics froin 

Carnegie-Mellon [Jniversity and a Master of Business Administration from York College. 

DO YOU BELONG TO ANY PROFESSIONAL SOCIETIES? 

Yes. I am a member of the Society of Depreciation Professionals and the American Gas 

AssociatiodEdison Electric Institute Industry Accounting Committee. 

DO YOU HOLD ANY SPECIAL CERTIFICATION AS A DEPRECIATION 

EXPERT? 

Yes. The Society of Depreciation Professionals has established national standards for 

depreciation professionals. The Society administers an examination to become certified in 
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4 A.  
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11 

this field. I passed the certification exam in September I997 and was recertified i n  August 

2003 and Februaiy 2008. 

PLEASE OIJTLINE YOUR EXPERIENCE IN THE FIELD OF DEPRECIATION. 

I n  June, 1986, I was employed by Gannett Fleming Valuation and Rate Consultants, Inc. as 

a Depreciation Analyst. During the period from June, 1986 tlirough December, 1995, I 

helped prepare numerous depreciation and original cost studies for utility companies in 

various industries. I helped perform depreciation studies for the following telephone 

companies: IJnited Telephone of Pennsylvania, IJnited Telephone of New Jersey and 

Aiichorage Telephone Utility. I helped perforin depreciation studies for the following 

conipanies in the railroad industry: LJnioii Pacific Railroad, Burlington Northern Railroad 

and Wisconsin Central Transportation Corporation. 

12 

13 

14 

15 

I helped perform depreciation studies for the following organizations in the electric 

industry: Chugach Electric Association, The Cincinnati Gas and Electric Coinpaiiy 

(CG&E), The Union Light, Heat and Power Company (now Duke Energy Kentucky), 

Northwest Territories Power Corporation and the City of Calgary - Electric System. 

16 

17 

18 

I helped perform depreciation studies for the following pipeline companies: 

TransCanada Pipelines Limited, Trans Mountain Pipe Line Company Ltd., Interprovincial 

Pipe Line Inc., Nova Gas Transmission Limited and Lakehead Pipeline Company. 

19 

20 

21 

22 

I helped perform depreciation studies for the following gas companies: Coluinbia 

Gas of Pennsylvania, Columbia Gas of Maryland, The Peoples Natural Gas Company, T. 

W. Phillips Gas & Oil Company, CG&E, Duke Energy Kentucky, Lawrenceburg Gas 

Company and Penn Fuel Gas, Inc. 
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I helped perform depreciation studies for the following water companies: Indiana- 

American Water Company, Consumers Pennsylvania Water Company and The York Water 

Company; aiid depreciation and origiiial cost studies for Philadelphia Suburban Water 

Company and Pennsylvania-Aiiiericaii Water Company. 

In each of the above studies, I assembled and analyzed historical and simulated 

data, performed field reviews, developed prelimiiiaiy estimates of service life and net 

salvage, calculated annual depreciation, and prepared reports for submission to state Public 

Utility Commissions or federal regulatory agencies. I performed these studies under the 

general direction of William M. Stout, P.E. 

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

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

Valuation Studies. In December, 2000, I was promoted to my present position as Vice- 

President of Gaiinett Fleming Valuation and Rate Coiisultants, Inc. and I became 

responsible for conducting all depreciation, valuation and original cost studies, including 

the preparation of final exhibits and responses to data requests for submission to the 

appropriate regulatory bodies. 

Since January 1996, I have conducted depreciation studies similar to those 

previously listed including assignments for Pennsylvania-American Water Company; Aqua 

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

Indiana-American Water Company; Hampton Water Works Company; Omaha Public 

Power District; Enhridge Pipe Line Company; Inc.; Columbia Gas of Virginia, Inc.; 

Virginia Natural Gas Company National Fuel Gas Distribution Corporation - New York 
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and Pennsylvania Divisions; The City of Bethlehem - Bureau of Water; The City of 

Coatesville Authority; The City of Lancaster - Bureau of Water; Peoples Energy 

Corporation; The York Water Company; Public Service Company of Colorado; Enbridge 

Pipelines; Enbridge Gas Distribution, Inc.; Reliant Energy-I-ILP; Massachusetts-American 

Water Company; S t. Louis County Water Company; Missouri-American Water Company; 

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

Nevada Power Company; Dominion Virginia Power; NUI-Virginia Gas Companies; 

Pacific Gas & Electric Company; PSI Energy; NU1 - Elizabethtown Gas Company; 

Cinergy Corporation - CG&E; Cinergy Corporation - Duke Energy Kentucky; Columbia 

Gas of Kentucky; SCANA, Inc.; Idaho Power Company; El Paso Electric Company; 

Central Hudson Gas & Electric; Centennial Pipeline Company; CenterPoint Energy- 

Arkansas; CenterPoint Energy - Oklahoma; CenterPoint Energy - Entex; CenterPoint 

Energy - Louisiana; NSTAR - Boston Edison Company; Westar Energy, Inc.; PPL Electric 

IJtilities; PPL Gas Utilities; Wisconsin Power & Light Company; TransAlaska Pipeline; 

Avista Corporation; Northwest Natural Gas; Allegheny Energy Supply, Inc.; Public Service 

Company of North Carolina; South Jersey Gas Company; Duquesne Light Company; 

MidAmerican Energy Company; Laclede Gas; Duke Energy Company; E.ON U S .  

Services Inc.; Elkton Gas Services; Anchorage Water and Wastewater Utility; Duke 

Energy Carolinas; Duke Energy Ohio Gas; Duke Energy K.entucky; Duke Energy Indiana; 

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

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

Company; EPCOR Distribution, Inc. and B. C. Gas Utility, Ltd. My additional duties 

include determining final life and salvage estimates, conducting field reviews, presenting 
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recommended depreciation rates to management for its consideration and supporting such 

rates before regulatoiy bodies. 

HAVE YOU SUBMITTED TESTIiMONY TO ANY REGULATORY UTILITY 

COMMISSIONS ON THE SUBJECT OF [JTILITY PLANT DEPRECIATION? 

Yes. I have submitted testimony to the Pennsylvania Public IJtility Coinmission; the 

Coininonwealth of Kentucky Public Service Commission; the Public [Jtilities Commission 

of Ohio; the Nevada Pitblic Utility Commission; the Public Utilities Board of New .Jersey; 

the Missoiiri Public Service Commission; the Massachusetts Department of 

Telecommuiiications and Energy; the Alberta Energy & Utility Board; the Idaho Public 

Utility Commission; the Louisiana Public Service Commission; the State Corporation 

Commission of Kansas; the Oklahoma Corporate Commission; the Public Service 

Commission of South Carolina; Railroad Commission of Texas - Gas Services Division; 

the New York Public Service Comtnission; Illinois Commerce Commission; the Indiana 

Utility Regulatory Commission; the California Public IJtilities Commission; the Federal 

Energy Regulatory Comniission (‘TERC”); the Arkansas Public Service Conmission; the 

Public IJtility Commission of Texas; Maryland Public Service Commission; Washington 

Utilities and Transportation Commission; The Tennessee Regulatory Commission; the 

Regulatory Commission of Alaska; and the North Carolina IJtilities Cornmission. 

HAVE YOU HAD ANY ADDITIONAL EDUCATION RELATING TO UTILITY 

PL,ANT DEPRECIATION? 

Yes. I have completed the following courses conducted by Depreciation Programs, Inc.: 

“Techniques of Life Analysis,” “Techniques of Salvage and Depreciation Analysis,“ 

‘Torecasting Life and Salvage,” “Modeling and Life Analysis Using Simulation” and 
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“Managing a Depreciation Study.” I have also completed the “Introduction to Public 

IJtility Accounting” program conducted by the American Gas Association. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 

I sponsor the depreciation study performed for Duke Energy Kentucky. 

11. DEPRECIATION STUDY 

PLEASE DEFINE THE CONCEPT OF DEPRECIATION. 

Depreciation refers to the loss in service value not restored by current maintenance, 

incurred in connection with the consumption or prospective retirement of utility plant in 

the course of service from causes which can be reasonably anticipated or contemplated, 

against which the Company is not protected by insurance. Among the causes to be given 

consideration are wear and tear, decay, action of the elements, inadequacy, obsolescence, 

changes in the art, changes in demand and the requirements of public authorities. 

DID YOU PREPARE THE DEPRECIATION STUDY FIL,ED BY DUKE ENERGY 

KENTUCKY IN THIS PROCEEDING? 

Yes. I prepared the depreciation study submitted by Duke Energy Kentucky with its filing 

in this proceeding. My report is entitled: “Depreciation Study - Calculated Annual 

Depreciation Accruals Related to Gas and Common Plant as of December 3 I ,  2008.” This 

report sets forth the results of my depreciation study for Duke Energy Kentucky. 

IN PREPARING THE DEPRECIATION STUDY, DID YOU FOLLOW 

GENERALLY ACCEPTED PRACTICES IN THE FIEL,D OF DEPRECIATION 

VALUATION? 

Yes. 

PLEASE DESCRIBE THE CONTENTS OF YOUR REPORT. 

JOHN J. SPANOS DIRECT 
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My report is presented i n  three parts. Part I, Introduction, presents the scope and basis for 

the deprcciation study Part 11, Methods Used in Study, includes descriptions of the basis 

of the study, the estimation of survivor curves and net salvage and the calculation of annual 

and accrued depreciation Part 111, Results of Study, presents a description of the results, 

summaries oi' the depreciation calculations, graphs and tables that relate to the service life 

and net salvage analyses, and the detailed depreciation calculations. 
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The table on pages 111-4 and UI-5 presents the estimated survivor curve, the net 

salvage percent, the original cost as of December 3 1, 2008, the book reserve and the 

calculated annual depreciation accrual and rate for each account or subaccount. The 

section beginning on page 111-6 presents the results of the retirement rate analyses prepared 

as the historical bases for the service life estimates. The section beginning on page HI- 13 1 

presents the results of the salvage analysis. The section beginning on page 111-160 presents 

the depreciation calculations related to surviving original cost as of December 3 1,2008. 

PLEASE EXPLAIN HOW YOU PERFORMED YOUR DEPRECIATION STUDY. 

I used the straight line remaining life method of depreciation, with the equal life group 

procedure. The annual depreciation is based on a method of depreciation accounting that 

seeks to distribute the unrecovered cost of fixed capital assets over the estimated remaining 

useful life of each unit, or group of assets, in a systematic and reasonable manner. 

For General Plant Accounts 19 10, 1930, 1940, 1970, 1980 in common plant and 

2910, 2940 and 2980 in gas plant, I used the straight line remaining life method of 

amortization. The account numbers identified throughout my testimony represent those in 

effect as of December 31, 2008. The annual amortization is based on amortization 
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accounting that distributes the unrecovered cost of fixed capital assets over the remaining 

amortization period selected for each account and vintage. 

HOW DID YOU DETERMINE THE RECOMMENDED ANNUAL 

DEPRECIATION ACCRUAL RATES? 

I did this in two phases. In the first phase, I estimated the service life and net salvage 

characteristics for each depreciable group, that is, each plant account or subaccount 

identified as having similar characteristics. In the second phase, I calculated the composite 

remaining lives and annual depreciation accrual rates based on the service life and net 

salvage estimates determined in the first phase. 

PLEASE DESCRIBE THE FIRST PHASE OF THE DEPRECIATION STUDY, EN 

WHICH YOU ESTIMATED THE SERVICE LIFE AND NET SALVAGE 

CHARACTERISTICS FOR EACH DEPRECIABLE GROUP. 

The service life and net salvage study consisted of compiling historical data from records 

related to Duke Energy Kentucky's plant; analyzing these data to obtain historical trends of 

survivor characteristics; obtaining supplementary information from management and 

operating personnel concerning practices and plans as they relate to plant operations; and 

interpreting the above data and the estimates used by other gas utilities to form judgments 

of average service life and net salvage characteristics. 

WHAT HISTORICAL DATA DID YOU ANALYZE FOR THE PURPOSE OF 

ESTIMATING SERVICE LIFE CHARACTERISTICS? 

I analyzed the Company's accounting entries that record plant transactions during the 

period 1956 tlvough 2008. The transactions included additions, retirements, transfers, 
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sales and the related balances. The Company records included surviving dollar value by 

year installed for each plant account as of December 3 1, 2008. 

WHAT METHOD DID YOU USE TO ANALYZE THIS SERVICE LIFE DATA? 

I used the retirement rate niethod. This is the most appropriate method when retirement 

data covering a long period of time is available, because this method determines the 

average rates of rctireinent actually experienced by the Company during the period of time 

covered by the depreciation study. 

PLEASE DESCRIBE HOW YOU USED THE RETIREMENT RATE METHOD TO 

ANAL,YZ,E DUKE ENERGY KENTUCKY’S SERVICE L,IFE DATA. 

I applied the retirement rate analysis to each different group of property in the study. For 

each property group, I used the retirement rate data to form a life table which, when 

plotted, shows an original survivor curve for that property group. Each original survivor 

curve represents the average survivor pattern experienced by the several vintage groups 

during the experience band studied. The survivor patterns do not necessarily describe the 

life characteristics of the property group; therefore, interpretation of the original survivor 

curves is required in order to use them as valid considerations in estimating service life. 

The Iowa type survivor curves were used to perform these interpretations. 

WHAT IS AN “IOWA-TYPE SURVIVOR CURVE” AND HOW DID YOU USE 

SUCH CURVES TO ESTIMATE THE SERVICE LIFE CHARACTERISTICS FOR 

EACH PROPERTY GROUP? 

Iowa type curves are a widely-used group of survivor curves that contain the range of 

survivor characteristics usually experienced by utilities and other industrial companies. The 

Iowa curves were developed at the Iowa State College Engineering Experiment Station 
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through an extensive process of observing and classifying the ages at which various types 

of property used by utilities and other industrial companies had been retired. 

Iowa type curves are used to smooth and extrapolate original survivor curves 

determined by the retirement rate method. The Iowa curves and truncated Iowa curves 

were used in this study to describe the forecasted rates of retirement based on the observed 

rates of retirement and the outlook for friture retirements. 
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Thc estimated survivor curve designations for each depreciable property group 

indicate the average service life, the family within the Iowa system to which the property 

group belongs, and the relative height of the mode. For example, the Iowa 55-R2.5 

indicates an average service life of fifty-five years; a right-moded, or R, type curve (the 

mode occurs after average life for right-moded curves); and a moderate height, 2.5, for the 

mode (possible modes for R type curves range from 1 to 5). 

PLEASE DESCRIBE HOW THE ACCELERATED MAIN REPLACEMENT 

PROGRAM (AMRP) IMPACTED THIS STUDY. 

The AMRP was utilized in Account 276 I ,  Main - Cast Iron, Copper and All Valves, and 

Account 2801, Services - Cast Iron, Copper and Valves. This program has been in place 

since 2000 and will continue through September 2010 when virtually all 12-inch and 

smaller diameter cast iron mains and associated services will be replaced. Therefore, the 

projected retirements for the years 2009 and 2010 were included in the life analysis for 

these accounts in order to properly incorporate historical statistics with future expectations 

of service life for these assets. The estimated survivor curves for the experience band 1956 

through 2010 are plotted on page 111-3 I of the depreciation study for Account 2761, and 
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page 111-63 for Account 2801. There is no anticipated affect on the estimated plastic and 

steel mains or services due to AMRP 

HAS THE IMPLEMENTATION OF AMIW DATA THROUGH 2010 AFFECTEQ 

THE PROPOSED DEPRECIATION RATES? 

Yes, the utilization of the 2009 and 20 10 data has properly estimated the life characteristics 

of cast iron assets in the two accounts. Consequently, the proposed depreciation accrual 

rates of 525% for Account 2761 and 2.86% for Account 2801 will match the appropriate 

recovery level to useful life of cast iron investment in these two accounts by the time most 

assets are retired in 20 10. 

PLEASE DESCRIBE HOW YOU ESTIMATED NET SALVAGE PERCENTAGES. 

I estimated the net salvage percentages by incorporating the historical data for the period 

1980 through 2008 and considered estimates for other gas companies. 

PLEASE DESCRIBE THE SECOND PHASE OF THE PROCESS THAT YOU 

USED IN THE DEPRECIATION STUDY IN WHICH YOU CALCULATED 

COMPOSITE REMAINING LIVES AND ANNUAL DEPRECIATION ACCRUAL 

RATES. 

After I estimated the service life and net salvage characteristics for each depreciable 

property group, I calculated the annual depreciation accrual rates for each group, using the 

straight line remaining life method, and using remaining lives weighted consistent with the 

equal life group procedure. 

PLEASE DESCRIBE THE STRAIGHT LINE REMAINING LIFE METHOD OF 

DEPRECIATION. 

JOHN J. SPANOS DIRECT 
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1 A. The straight line remaining life method of depreciation allocates the original cost of the 

2 property, less accumulated depreciation, less future net salvage, in equal amounts to each 

3 

4 Q. PLEASE DESCRIBE THE EQUAL LIFE GROUP PROCEDURE. 

year of remaining service life. 

5 A. 

6 

The equal life group procedure is a method for determining the remaining life annual 

accrual for each vintage property group. IJnder this procedure, the future book accruals 

7 (original cost less book reserve) for each vintage are divided by the composite remaining 

8 life for the surviving original cost of that vintage. The vintage composite remaining life is 

9 

10 

11 Q. PLEASE DESCRIBE AMORTIZATION ACCOUNTING. 

derived by summing the original cost less the calculated reserve for each equal life group 

and dividing by the sum of the whole life annual accruals. 

12 A. In  amortization accounting, units of property are capitalized in the same manner as they are 

13 

14 

in depreciation accounting. Amortization accounting is used for accounts with a large 

number of units, but sinall asset values, therefore, depreciation accounting is difficult for 

15 these assets because periodic inventories are required to properly reflect plant in service. 

16 

17 

Consequently, retirements are recorded when a vintage is fully amortized rather than as the 

units are removed from service. That is, there is no dispersion of retirement. All units are 

18 retired when the age of the vintage reaches the amortization period. Each plant account or 

19 group of assets is assigned a fixed period which represents an anticipated life which the 

20 asset will render full benefit. For example, in amortization accounting, assets that have a 

21 

22 

20-year amortization period will be fully recovered after 20 years of service and taken off 

the Company books, but not necessarily removed from service. In contrast, assets that are 
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taken out of service before 20 years remain on the books until the amortization period for 

that vintage has expired. 

AMORTIZATION ACCOUNTING IS BEING IMPLEMENTED TO WHICH 

PLANT ACCOUNTS? 

Amortization accounting is only appropriate for certain Common and General Plant 

accounts. These accounts are 19 10, 1930, 1940, 1970, 1980 for Common Plant; and 29 I O ,  

2940 and 2980 for General Plant which represent approximately two percent of depreciable 

plant. 

PLEASE USE AN EXAMPLE TO ILLUSTRATE HOW THE ANNUAL 

DEPRECIATION ACCRUAL RATE FOR A PARTICULAR GROUP OF 

PROPERTY IS PRESENTED IN YOUR DEPRECIATION STUDY. 

12 A. 

13 

I will use Account 2762, Mains - Steel, as an example because it is the largest depreciable 

group and represents 20% of depreciable plant. 

14 The retirement rate method was used to analyze the survivor characteristics of this 

15 

16 

17 

property group. Aged plant accounting data was compiled from 19.56 through 2008 and 

analyzed in periods that best represent the overall service life of this property. The life 

tables for the 1956-2008 and 1979-2008 experience bands are presented on pages 111-39 

18 

19 

20 

21 

through 111-44 of the report. The life tables display the retirement and surviving ratios of 

the aged plant data exposed to retirement by age interval. For example, page 111-39 shows 

$16,845 retired at age 0.5 with $72,744,417 exposed to retirement. Consequently, the 

retirement ratio is .0002 and the surviving ratio is 0.9998. These life tables, or original 

22 

23 on page 111-38. 

survivor curves, are plotted along with the estimated smooth survivor curve, the 55-R2.S 
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My calculation oftlie annual depreciation related to the original cost at December 

3 I ,  2008, of utility plant is presented on pages 111- 179 through 111- 18 1. The calculation is 

based on the 55-R2.5 survivor curve, 20% negative net salvage, the attained age, and the 

allocated book reserve. The tabulation sets forth the installation year, the original cost, 

calculated accrued depreciation, allocated book reserve, future accruals, reniaining life and 

annual accrual. These totals are brought forward to the table on page 111-4. 

111. CONCLUSION 

WAS THE DEPRECIATION STUDY FILED BY DUKE ENERGY KENTUCKY IN 

THIS PROCEEDING PREPARED BY YOU OR UNDER YOUR DIRECTION AND 

CONTROL? 

Yes. 

DOES THIS CONCL,UDE YOUR PRE-FILED DIRECT TESTIMONY'? 

Yes. 

JOHN J. SPANOS DIRECT 
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VERIFICATION 

Commonwealth of Pennsylvania 1 

County of Cumberland ) 
) ss: 

The undersigned, John J. Spanos, being duly sworn, deposes and says that he is a Vice 

President associated with the firm of Gannett Fleming Valuation and Rate Consultants, Inc., and 

that he has personal knowledge of the matters set forth in the foregoing testimony, and that the 

answers contained therein are true and correct to the best of his information, laowledge and belief. 

John J. Spanos, Affiant 

Subscribed and sworn to before me by on this - day 
of ,2009. 

NOTARY PUBLIC 

My Cornmission Expires: 
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From: Dean, James E rage 71 400 
Sent: 
To: 'Spanos, John J 
cc: Council, Carl J Jr 
Subject: 

AI~~ICIL AC-DR-01-093 

Thursday, June 04,2009 I O  32 AM 

RE DE Kentucky - Gas and Common Plant Depreciation Study 

Thanks John 
I am good with your clarification and agree no change is needed for steel and plastic 

Do you plan to make any changes to your original testimony (pages 10 & ll)? 

JIM 

From: Spanos, John 1. [mailto:jspanos@GFNET.com] 
Sent: Thursday, June 04, 2009 10:28 AM 
To: Dean, James E 
Cc: Council, Carl J Jr 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Jim 

I do not feel as though the AMRP was the true reason for the life changes for Plastic mains or plastic services, thus, I did 
not include that in my testimony Thus, if we all think it is better to say the AMRP did not affect the other pipe and service 
subaccoimts, I can include that into my testimony. 

John 

-.-. l_l." - _I._-.------ -_I. - " - - - ~  _---.------I-I-- ~ ------....-_---.- _- 
From: Dean, .lames E [mailto:James.Dean@duke-energy.com] 
Sent: Thursday, June 04, 2009 9:43 AM 
To: Spanos, John 3. 
Cc: Council, Carl J Jr 
Subject: FW: DE Kentucky - Gas and Common Plant Depreciation Study 

I have read through and discussed with Gary Hebbeler your testimony. I have made a couple of suggested word changes 
to page 10 and 11 of your document. 

Open question. I Should these two sections (page 10 & 11 AMRP) point out the AMRP impact on bare steel and the 
plastic pipe replacement? From a previous email YOU sent there was not an impact to the 2762 Steel main account, 
2763 Plastic main had the life increased by 5 years, from 55 to 60, and 2803 Plastic services had a life increase of 2 years 
I bring this up since the response only focused on the cast iron side of AMRP. I though you may want to consider 

adjusting the response to either point out changes or the lack of change AMRP has had on the other type of pipe and 
accounts the commission has been dealing with in the annual AMRP filings. 

Since I am definitely not the expert witness nor the person to testify to this, I leave any changes up to you. Please let me 
know if you think you will adjust your testimony. 

JIM 

- __  -_ - __ - - - _- - ___ ___ - __ - - - - I - - - _ _ _  - - 
From: Spanos, John 1. [mailto:jspanos@GFN€r.com] 
Sent: Wednesday, J i m  03,2009 3:44 PM 
To: Dean, James E 

1 

mailto:jspanos@GFNET.com
mailto:James.Dean@duke-energy.com
mailto:jspanos@GFN�r.com


Cc: Council, Carl 3 Jr; Selm, Roger E 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Attached is the depreciation study report and my draft testimony We will send the report down for printing tomorrow for 
the five bound copies Let me know if there are any changes to my testimony 

John 

-.._ ~ ~ _ . ~ x ~ . ~ . - . l _ _ _ ,  __..ll_..l ~ ..,.r_l..._._. _r -.-l._l.._._l,.-..- -.-,-.-.-I_.I.- ~ -..- - I---- --_1 
From : Dean, James E [ mailto: James.Dean@du ke-energy.com] 
Sent: Monday, June 01, 2.009 1:16 PM 
To: Spanos, John 1. 
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: DE Kentucky - Gas and Common Plant Depreciation Study 

Duke has approved the Kentucky Gas and Common Depreciation Study Please provide a final electronic copy and five 
bound copies of the study. 

Separately please provide the breakout of the net salvage percent by salvage and cost of removal 

Thanks 
JIM 

2 
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From: Dean, James E 
Sent: 
To: 'Spanos, John J 
cc: Council, Carl J Jr 
Subject: 
Attachments: 

Thursday, June 04, 2009 9 43 AM 

FW DE Kentucky - Gas and Common Plant Depreciation Study 
Duke Energy Kentucky - Spanos Direct Testimony doc 

I have read through and discussed with Gary Hebbeler your testimony. I have made a couple of suggested word changes 
to page 10 and 11 of your document. 

Open question ... Should these two sections (page 10 & 11 AMRP) point out the AMRP impact on bare steel and the 
plastic pipe replacement? From a previous email you sent there was not an impact to the 2762 Steel main account, 
2763 Plastic main had the life increased by 5 years, from 55 to 60, and 2803 Plastic services had a life increase of 2 years. 
I bring this up since the response only focused on the cast  iron side of  AMRP. I though you may want to consider 

adjusting the response to either point out changes or the lack of change AMRP has had on the other type of pipe and 
accounts the commission has been dealing with in the annual AMRP filings. 

Since I am definitely not the expert witness nor the person to testify to this, I leave any changes up to you. Please let me 
Itnow i f  you think you will adjust your testimony. 

JIM 

- - -  - 
From: Spanos, John J. [mailto:jspanos@GFNET.com] 
Sent: Wednesday, June 03, 2009 3:44 PM 
To: Dean, James E 
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Attached is the depreciation study report and my draft testimony We will send the report down for printing tomorrow for 
the five bound copies Let me know if there are any changes to my testimony 

John 

From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Monday, June 01,2009 1:16 PM 
To: Spanos, John J. 
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: DE Kentucky - Gas and Common Plant Depreciation Study 

Duke has approved the Kentucky Gas and Common Depreciation Study. Please provide a final electronic copy and five 
bound copies of the study. 

Separately please provide the breakout of the net salvage percent by salvage and cost of removal 

Thanks 
JIM 
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I. INTRODUCTION AND PURPOSE 

1 Q- 

2 A. 

3 

4 Q. 

5 A. 

6 

7 Q. 

8 

9 A. 

10 Q. 

11 A. 

12 Q. 

13 A. 

14 

15 Q. 

I 6  A. 

17 

18 Q. 

19 

20 A. 

21 

PLEASE STATE YOUR NAME AND ADDRESS. 

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

Pennsylvania. 

ARE YOU ASSOCIATED WITH ANY FIRM? 

Yes. I alii associated with the firm of Gannett Fleming Valuation and Rate Consultants, 

Inc. 

HOW LONG HAVE YOU BEEN ASSOCIATED WITH GANNETT FLEMING 

VAL,UATION AND RATE CONSUL,TANTS, INC.? 

I have been associated with the firni since college graduation in June, 1986. 

WHAT IS YOUR POSITION WITH THE FIRM? 

I am a Vice President. 

WHAT IS YOUR EDUCATIONAL BACKGROUND? 

I have Bachelor of Science degrees in Industrial Management and Mathematics from 

Carnegie-Mellon University and a Master of Business Administration from York College. 

DO YOU BELONG TO ANY PROFESSIONAL SOCIETIES? 

Yes. I am a member of the Society of Depreciation Professionals and the American Gas 

AssociationEdison Electric Institute Industry Accounting Committee. 

DO YOIJ HOLD ANY SPECIAL CERTIFICATION AS A DEPRECIATION 

EXPERT? 

Yes. The Society of Depreciation Professionals has established national standards for 

depreciation professionals. The Society administers an examination to become certified in 

JOHN J. SPANOS DIRECT 
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1 

2 2003 and February 2008. 

this field. I passed the certification exam in September 1997 and was recertified i n  August 

3 Q. 

4 A. 

5 

6 

7 

8 

9 

10 

11 

PLEASE OUTLINE YOUR EXPERIENCE IN TI-IE FIEL,D OF DEPRECIATION. 

In June, 1986, I was employed by Gannett Fleming Valuation and Rate Consultants, Inc. as 

a Depreciation Analyst. During the period from June, 1986 through December, 1995, I 

helped prepare numerous depreciation and original cost studies for utility companies in 

various industries. I helped perform depreciation stitdies for the following telephone 

companies: IJnited Telephone of Pennsylvania, LJnited Telephone of New Jersey and 

Anchorage Telephone I Jtility. I helped perfonn depreciation studies for the following 

companies in the railroad industry: Union Pacific Railroad, Burlington Northern Railroad 

and Wisconsin Central Transportation Corporation. 

12 

13 

14 

15 

I helped perform depreciation studies for the following organizations in the electric 

industry: Chugach Electric Association, The Cincinnati Gas and Electric Company 

(CG&E), The Union Light, Heat and Power Company (now Duke Energy Kentucky), 

Northwest Territories Power Corporation and the City of Calgary - Electric System. 

16 

17 

18 

I helped perform depreciation studies for the following pipeline companies: 

TransCanada Pipelines Limited, Trans Mountain Pipe Line Company Ltd., Interprovincial 

Pipe Line Inc., Nova Gas Transmission Limited and Lakehead Pipeline Company. 

19 

20 

21 

22 

I helped perform depreciation studies for the following gas companies: Columbia 

Gas of Pennsylvania, Columbia Gas of Maryland, The Peoples Natural Gas Company, T. 

W. Phillips Gas & Oil Company, CG&E, Duke Energy Kentucky, Lawrenceburg Gas 

Company and Penn Fuel Gas, Inc. 

JOHN J. SPANOS DIRECT 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

I helped perform depreciation studies for the following water companies: Indiana- 

American Water Company, Consumers Pennsylvania Water Coinpany and The York Water 

Company; and depreciation and original cost studies for Philadelphia Suburban Water 

Company and Pennsylvania-American Water Company. 

In each of the above studies, I assembled and analyzed historical and simulated 

data, performed field reviews, developed preliminary estimates of service life and net 

salvage, calculated annual depreciation, and prepared reports for submission to state Public 

Utility Comniissions or federal regulatory agencies. I performed these studies under the 

general direction of William M. Stout, P.E. 

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

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

Valuation Studies. In December, 2000, I was promoted to my present position as Vice- 

President of Gannett Fleming Valuation and Rate Consultants, Inc. and I became 

responsible for conducting all depreciation, valuation and original cost studies, including 

the preparation of final exhibits and responses to data requests for submission to the 

appropriate regulatory bodies. 

Since January 1996, I have conducted depreciation studies similar to those 

previously listed including assignments for Pennsylvania-American Water Company; Aqua 

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

Indiana-American Water Company; Hampton Water Works Company; Omaha Public 

Power District; Enbridge Pipe Line Company; Inc.; Columbia Gas of Virginia, Inc.; 

Virginia Natural Gas Company National Fuel Gas Distribution Corporation - New York 

JOHN J. SPANOS DIRECT 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Coatesville Authority; 'The City of Lancaster - Bureau of Water; Peoples Energy 

Corporation; The York Water Company; Public Service Company of Colorado; Enbridge 

Pipelines; Enbridge Gas Distribution, Inc.; Reliant Energy-I-ILP; Massachuset~s-Americaii 

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

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

Nevada Power Company; Dominion Virginia Power; NIJI-Virginia Gas Companies; 

Pacific Gas & Electric Company; PSI Energy; NU1 - Elizabethtown Gas Company; 

Cinergy Corporation - CG&E; Cinergy Corporation - Duke Energy Kentucky; Columbia 

Gas of Kentucky; SCANA, Inc.; Idaho Power Company; El Paso Electric Company; 

Central Hudson Gas & Electric; Centennial Pipeline Company; CenterPoint Energy- 

Arkansas; CenterPoint Energy - Oklahoma; CenterPoint Energy - Entex; CciiterPoint 

Energy - Louisiana; NSTAR - Boston Edison Company; Westar Energy, Inc.; PPL Electric 

Utilities; PPL Gas IJtilities; Wisconsin Power & Light Company; TransAlaska Pipeline; 

Avista Corporation; Northwest Natural Gas; Allegheny Energy Supply, Inc.; Public Service 

Company of North Carolina; South Jersey Gas Company; Duquesue Light Company; 

MidAmerican Energy Company; Laclede Gas; Duke Energy Company; E.ON U S .  

Services Inc.; Elkton Gas Services; Anchorage Water and Wastewater IJtility; Duke 

Energy Carolinas; Duke Energy Ohio Gas; Duke Energy Kentucky; Duke Energy Indiana; 

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

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

Company; EPCOR Distribution, Inc. and B. C. Gas IJtility, Ltd. My additional duties 

include determining final life and salvage estimates, conducting field reviews, presenting 
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2 

3 Q. 

4 

5 A. 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 Q. 

20 

21 A. 

22 

23 

recommended depreciation rates to management for its consideration and supporting such 

rates before regulatory bodies. 

HAVE YOIJ SUBMlTTED TESTIMONY TO ANY REGULATORY UTlLlTY 

COMMISSIONS ON THE SUBJECT OF UTlLlTY PLANT DEPRECIATION? 

Yes. I have submitted testimony to the Pennsylvania Public Utility Commission; the 

Commonwealth of Kentucky Public Service Commission; the Public IJtilities Cornmission 

of Ohio; the Nevada Public Utility Commission; the Public IJtilities Board of New Jersey; 

the Missouri Public Service Cornmission; the Massachusetts Department of 

Telecommunications and Energy; the Alberta Energy & Utility Board; the Idaho Public 

Utility Commission; the Louisiana Public Service Commission; the State Corporation 

Commission of Kansas; the Oklahoma Corporate Commission; the Public Service 

Commission of South Carolina; Railroad Commission of Texas - Gas Services Division; 

the New York Public Service Commission; Illinois Commerce Commission; the Indiana 

LJtility Regulatory Commission; the California Public IJtilities Commission; the Federal 

Energy Regulatory Commission (**FERC”); the Arkansas Public Service Commission; the 

Public Utility Commission of Texas; Maryland Public Service Commission; Washington 

Utilities and Transportation Commission; The Tennessee Regulatory Commission; the 

Regulatory Coinmission of Alaska; and the North Carolina Utilities Commission. 

HAVE YOU HAD ANY ADDITlONAL EDUCATlON RELATING TO UTILJTY 

PLANT DEPRECIATION? 

Yes. I have completed the following courses conducted by Depreciation Programs, Inc.: 

“Techniques of Life Analysis,” “Techniques of Salvage and Depreciation Analysis,” 

“Forecasting Life and Salvage,” ”Modeling and Life Analysis IJsing Simulation” and 

JOHN J. SPANOS DIRECT 
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1 

2 

3 Q. 

4 A. 

5 

6 Q. 

7 A. 

8 

9 

10 

11 

12 

13 Q. 

14 

15 A. 

16 

17 

18 

19 Q. 

20 

21 

22 A. 

23 Q. 

“Managing a Depreciation Study.” I have also completed the “Introduction to Public 

Utility Accounting” program conducted by the American Gas Association. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 

I sponsor tlie depreciation study performed for Duke Energy Kentucky. 

11. DEPRECIATION STUDY 

PLEASE DEFINE THE CONCEPT OF DEPRECIATION. 

Depreciation refers to the loss in service value not restored by current maintenance, 

incurred in coilnection with the consumption or prospective retirement of utility plant in 

tlie course of service from causes which can be reasonably anticipated or contemplated, 

against which the Company is not protected by insurance. Among the causes to be given 

consideration are wear and tear, decay, action of tlie elements, inadequacy, obsolescence, 

changes in the art, changes in demand and the requirements of public authorities. 

DID YOU PREPARE THE DEPRECIATION STUDY FILED BY DUKE ENERGY 

KENTUCKY IN THIS PROCEEDING? 

Yes. I prepared the depreciation study submitted by Duke Energy Kentucky with its filing 

in this proceeding. My report is entitled: “Depreciation Study - Calculated Armual 

Depreciation Accruals Related to Gas and Coinmon Plant as of December 3 1,2008.” This 

report sets forth the results of my depreciation study for Duke Energy Kentucky. 

IN PREPARING THE DEPRECIATION STUDY, DID YOU FOLLOW 

GENERALLY ACCEPTED PFUCTICES IN THE FIELD OF DEPRECIATION 

VALUATION? 

Yes. 

PL,EASE DESCRIBE THE CONTENTS OF YOUR REPORT. 

JOHN J. SPANOS DIRECT 
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1 A. 

2 

3 

4 

5 

6 

My report is presented i n  three parts. Part I, Introduction, presents the scope and basis for 

the depreciation study. Part 11, blethods Used in Study, includes descriptions of the basis 

of the study, the estimation of survivor curves and net salvage and the calculation of annual 

and accrued depreciation. Part 111, Results of Study, presents a description of the results, 

summaries of the depreciation calculations, graphs and tables that relate to the service life 

and net salvage analyses, and the detailed depreciation calculations. 

7 

8 

9 

10 

11 

12 

13 

14 Q. 

15 A. 

16 

17 

18 

19 

20 

21 

22 

The table on pages 111-4 and 111-5 presents the estimated survivor curve, the net 

salvage percent, the original cost as of December 3 1, 2008, the book reserve and the 

calculated annual depreciation accrual and rate for each account or subaccount. The 

section beginning on page 111-6 presents the results of the retirement rate analyses prepared 

as the historical bases for the service life estimates. The section beginning on page 111-1 3 1 

presents the results of the salvage analysis. The section beginning on page 111-160 presents 

the depreciation calculations related to surviving original cost as of December 3 1, 2008. 

PLEASE EXPL,AIN HOW YOIJ PERFORMED YOUR DEPRECIATION STUDY. 

I used the straight line remaining life method of depreciation, with the equal life group 

procedure. The annual depreciation is based on a method of depreciation accounting that 

seeks to distribute the unrecovered cost of lixed capital assets over the estimated remaining 

useful life of each unit, or group of assets, in a systematic and reasonable manner. 

For General Plant Accounts 19 10, 19.30, 1940, 1970, 1980 in common plant and 

2910, 2940 and 2980 in gas plant, I used the straight line remaining life method of 

amortization. The account numbers identified throughout my testimony represent those in 

effect as of December 31, 2008. The annual amortization is based on amortization 

JOHN J. SPANOS DIRECT 
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2 

accounting that distributes the unrecovered cost of fixed capital assets over the remaining 

amortization period selected for each account and vintage. 

3 Q* 

4 

5 A. 

6 

7 

8 

9 

10 Q. 

11 

12 

13 A. 

14 

15 

16 

17 

HOW DID YOU DETERMINE THE RECOMMENDED ANNUAL 

DEPRECIATION ACCRUAL RATES? 

I did this in two phases. In the first phase, I estimated the service life and net salvage 

characteristics for each depreciable group, that is, each plant account or subaccount 

identified as having similar characteristics. In the second phase, I calculated the composite 

remaining lives and annual depreciation accrual rates based on the service life and net 

salvage estimates determined in the first phase. 

PLEASE DESCRIBE THE FIRST PHASE OF THE DEPRECIATION STUDY, 11N 

WHICH YOU ESTIMATED THE SERVICE LIFE AND NET SALVAGE 

CHARACTERISTICS FOR EACH DEPRECIABLE GROUP. 

The service life and net salvage study consisted of compiling historical data from records 

related to Duke Energy Kentucky’s plant; analyzing these data to obtain historical trends of 

survivor characteristics; obtaining supplementary information from management and 

operating personnel concerning practices and plans as they relate to plant operations; and 

interpreting the above data and the estimates used by other gas utilities to form judgments 

18 of average service life and net salvage characteristics. 

19 Q. WHAT HISTORICAL DATA DID YOU ANALYZE FOR THE PURPOSE OF 

20 ESTIMATING SERVICE LIFE CHARACTERISTICS? 

21 A. 

22 

I analyzed the Company’s accounting entries that record plant transactions during the 

period 1956 through 2008. The transactions included additions, retirements, transfers, 

JOHN J. SPANOS DIRECT 
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13 

14 

15 

16 

17 

18 Q. 

19 

20 

21 A. 

22 

23 

Case No. 2009-202 
itt:tcl1. iC-DR-01-09.j 

Page 8.1 of JOB 
sales and the related balances. The Company records included surviving dollar value by 

year installed for each plant account as of December 3 1, 2008. 

WHAT METHOD DID YOU USE TO ANALYZE THIS SERVICE LIFE DATA? 

I used the retirement rate method. This is the most appropriate method when retirement 

data covering a long period of time is available, because this method determines the 

average rates of retirement actually experienced by the Company during the period of tinie 

covered by the depreciation study. 

PLJEASE DESCRIBE HOW YOU USED THE RETIREMENT RATE METHOD TO 

ANALYZE DUKE ENERGY KENTUCKY’S SERVICE LIFE DATA. 

I applied the retirement rate analysis to each different group of property in the study. For 

each property group, I used the retirement rate data to form a life table which, when 

plotted, shows an original survivor curve for that property group. Each original survivor 

curve represents the average survivor pattern experienced by the several vintage groups 

during the experience band studied. The survivor patterns do not necessarily describe the 

life characteristics of the property group; therefore, interpretation of the original survivor 

curves is required in order to use them as valid considerations in estimating service life. 

The Iowa type survivor curves were used to perfonn these interpretations. 

WHAT IS AN “IOWA-TYPE SIJRVIVOR CURVE” AND HOW DID YOU USE 

SUCH CURVES TO ESTIMATE THE SERVICE LIFE CHARACTERISTICS FOR 

EACH PROPERTY GROUP? 

Iowa type curves are a widely-used group of survivor curves that contain the range of 

survivor characteristics usually experienced by utilities and other industrial companies. The 

Iowa curves were developed at the Iowa State College Engineering Experiment Station 

JOHN J. SPANOS DIRECT 
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8 

9 

10 

11 

12 

13 Q. 

l4 I 
15 A. 

16 

17 

I 
19 

20 

21 

22 

23 

through an extensive process of observing and classifj..ing the ages at which various types 

of property used by utilities and other industrial companies had been retired 

Iowa type curves are used to smooth and extrapolate original survivor curves 

determined by the retirement rate method. The Iowa curves and truncated Iowa curves 

were used in this study to describe the forecasted rates of retirement based on the observed 

rates of retirement and the outlook for future retirements. 

The estimated survivor curve designations [or each depreciable property group 

indicate the average service life, the fanlily within the Iowa system to which the property 

group belongs, and the relative height of the mode. For example, the Iowa 55R2.5 

indicates an average service life of fifiy-five years; a right-moded, or R, type curve (the 

mode occurs after average life for right-nioded curves); and a moderate height, 2.5, for the 

mode (possible modes for R type curves range from 1 to 5 ) .  

PLEASE DESCRIBE HOW THE ACCELERATED MAIN REPLACEMENT 

PROGRAM (AMRP) Y&ASG-RM=+IFE IMPACTED THIS STUDY. 

The AMRP was utilized in Account 2761, Main - Cast Iron, Copper and All Valves, and 

Account 2801, Services - Cast Iron, Copper and Valves. This program has been in place 

since 2000 and will continue through September 2010 when virtually all 12-inch and 

smaller diameter cast iron mains and wtc+s&+s&iw~ associated services will he replaced. 

Therefore, the prqjected retirements for the years 2009 and 2010 were included in the life 

analysis for these accounts in order to properly incorporate historical statistics with future 

expectations of service life for these assets. The estimated survivor curves for the 

experience band 1956 through 20 10 are plotted on page III-- of the depreciation study for 

Account 276 1, and page III-- for Account 280 1. 

JOHN J. SPANOS DIRECT 
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8 Q. 

9 A. 
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11 Q. 

12 

13 

14 

15 A. 

16 

17 

18 

19 Q. 

20 

21 A. 

22 

23 

HAS THE IMPLEMENTATION OF AMRP DATA THROUGH 2010 AFFECTED 

THE PROPOSED DEPRECIATION RATES? 

Yes, the utilization of the 2009 and 2010 data has properly estimatesd the life 

characteristics of cast iron assets in the two accounts. Consequently, the proposed 

depreciation accrual rates of 5.25% for Account 2761 and 2.86% for Account 2801 will 

match the appropriate recovery level to useful life of cast iron investment i n  these two 

accounts by the time most assets are retired in 20 10. 

PLXASE DESCRIBE HOW YOU ESTiMATED NET SALVAGE PERCENTAGES. 

I estimated the net salvage percentages by incorporating the historical data for the period 

1980 through 2008 and considered estimates for other gas companies. 

PLEASE DESCRIBE THE SECOND PHASE OF THE PROCESS THAT YOU 

USED IN THE DEPRECIATiON STUDY IN WHICH YOU CALCULATED 

COMPOSITE REMAINING LIVES AND ANNUAL DEPRECIATION ACCRUAL 

RATES. 

After I estimated the service life and net salvage characteristics for each depreciable 

property group, I calculated the annual depreciation accrual rates for each group, using the 

straight line remaining life method, and using remaining lives weighted consistent with the 

equal life group procedure. 

PLEASE DESCRIBE THE STRAIGHT LINE REMAINING LIFE METHOD OF 

DEPRECIATION. 

The straight line remaining life method of depreciation allocates the original cost of the 

property, less accumulated depreciation, less future net salvage, in equal amounts to each 

year of remaining service life. 

JOHN J. SPANOS DIRECT 
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20 

21 

22 Q. 

23 

PLEASE DESCRIBE THE EQUAL LIFE GROUP PROCEDURE. 

The equal life group procedure is a method for determining the remaining life annual 

accrual for each vintage property group. lJnder this procedure, the future book accruals 

(original cost less book reserve) for each vintage are divided by the composite remaining 

life for the surviving original cost of that vintage. The vintage composite remaining life is 

derived by summing the original cost less the calculated reserve for each equal life group 

and dividing by the sum of the whole life annual accruals 

PLEASE DESCRIBE AMORTIZATION ACCOUNTING. 

In amortization accounting, units of property are capitalized in the same manner as they are 

in depreciation accounting. Amortization accounting is used for accounts with a large 

number of units, but small asset values, therefore, depreciation accounting is difficult for 

these assets because periodic inventories are required to properly reflect plant in service. 

Consequently, retirements are recorded when a vintage is hl ly  amortized rather than as the 

units are removed from service. That is, there is no dispersion of retirement. All units are 

retired when the age of the vintage reaches the amortization period. Each plant account or 

group of assets is assigned a fixed period which represents an anticipated life which tlie 

asset will render full benefit. For example, in amortization accounting, assets that have a 

20-year amortization period will be fully recovered after 20 years of service and taken off 

the Company books, but not necessarily removed from service. In contrast, assets that are 

taken out of service before 20 years remain on the books until the aniortization period for 

that vintage has expired. 

AMORTIZATION ACCOUNTING IS BEING IMPLEMENTED TO WHICH 

PL,ANT ACCOUNTS? 

JOHN J. SPANOS DIRECT 

- 12- 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

A. 

Q. 

A. 

Care ho ?oo')-l02 
4 tt:rcli. AG-DR-O 1-093 

I'qc 88 of400 

Amortization accounting is only appropriate for certain Common and General Plant 

accounts. These accounts are 19 10, 1930, 1940, 1970, 1980 for Coinnion Plant; and 29 10, 

2940 and 2980 for General Plant which represent approximately two percent of depreciable 

plant. 

PLEASE USE AN EXAMPLE TO ILLUSTRATE HOW THE ANNUAL 

DEPRECIATION ACCRUAL RATE FOR A PARTICULAR GROUP OF 

PROPERTY IS PRESENTED IN YOUR DEPRECIATION STUDY. 

I will use Account 2762, Mains - Steel, as an example because it is the largest depreciable 

group and represents 20% of depreciable plant. 

The retirement rate method was used to analyze the survivor characteristics ofthis 

property group. Aged plant accounting data was compiled from 1956 through 2008 and 

analyzed in periods that best represent the overall service life of this property. The life 

tables for the 1956-2008 and 1979-2008 experience bands are presented on pages 111-39 

though 111-44 of the report. The life tables display the retirement and surviving ratios of 

the aged plant data exposed to retircrnent by age interval. For example, page 111-39 shows 

$16,845 retired at age 0.5 with $72,744,417 exposed to retirement. Consequently, the 

retirernent ratio is .0002 and the surviving ratio is 0.9998. These life tables, or original 

survivor curves, are plotted along with the estimated smooth survivor curve, the 55-R2.5 

on page 111-38. 

My calculation of the annual depreciation related to the original cost at December 

3 1,2008, of utility plant is presented on pages 111-179 through 111-181 I The calculation is 

based on the 55R2.5 survivor curve, 20% negative net salvage, the attained age, and the 

allocated book reserve. The tabulation sets forth the installation year, the original cost, 
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8 Q. 

9 A. 

calculated accrued depreciation, allocated book reserve, future accruals, remaining life and 

annual accrual. These totals are brought forward to the table on page 111-4. 

111. CONCLUSION 

WAS THE DEPRECIATION STUDY FILED BY DUKE ENERGY KENTIICKY IN 

THIS PROCEEDING PREPARED BY YOU OR UNDER YOUR DIRECTION AND 

CONTROL? 

Yes. 

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

Yes. 

JOHN J. SPANOS DIRECT 
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VERIFICATION 

Conirnonwealth of Pennsylvania ) 

County of Curnberland ) 
) ss: 

The undersigned, John J. Spanos, being duly sworn, deposes and says that he is a Vice 

President associated with the firm of Gannett Fleming Valuation and Rate Consultants, Inc., and 

that he has personal knowledge of the matters set forth in the foregoing testimony, and that the 

answers contained therein are true and correct to the best of his infoimation, knowledge and belief. 

John J. Spanos, Affiant 

Subscribed and sworn to before me by on this - day 
of ,2009. 

NOTARY PUBLIC 

My Cornmission Expires: 

JOHN J. SPANOS DIRECT 
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Dean, James E 
Thursday, June 04, 2009 9.24 AM 
Council, Carl J Jr 
RE DE Kentucky - Gas and Common Plant Depreciation Study 
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Case No. 2009-LO2 Dean, James E 
Attach. AC-DR-0 1-093 

From: 
Sent: 
To: 
Subject: 

I have read through and discussed with Gary Hebheler John’s testimony. I will be contacting John concerning page 10 
which discusses AMRP John discusses the cast iron but says nothing concerning hare steel and plastic being replaced 

Do you have any comments? 

JIM 

- -  
From: Spanos, John J. [mailto:jspanos@GFN~.com] 
Sent: Wednesday, lune 03, 2009 3:44 PM 
To: Dean, James E 
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Attached is the depreciation study report and my draft testimony We will send the report down for printing tomorrow for 
the five bound copies Let me know if there are any changes to my testimony 

John 

“I _.__l_ll-____l_-__--. -------__----- -I___-.- II_ -I--.-- _I ---I--- -- 
From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Monday, June 01, 2009 1:16 PM 
To: Spanos, John J. 
Cc: Council, Carl 1 Jr; Selm, Roger E 
Subject: DE Kentucky - Gas and Common Plant Depreciation Study 

Duke has approved the Kentucky Gas and C.ommon Depreciation Study. Please provide a final electronic copy and five 
bound copies of the study. 

Separately please provide the breakout of  the net salvage percent by salvage and cost of removal. 

Thanks 
JIM 

1 

mailto:James.Dean@duke-energy.com
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Dean, James E 

From: Dean, James E 
Sent: 
To: Council, Carl .I Jr 
Subject: 
Attachments: DEK2008GAS rate analysis XIS 

Tuesday, May 05, 2009 3 16 PM 

FW DEK depreciation rate changes 

Roger developed the attached schedule for our review / analysis of the information from Spano's. I will be looking over 
this but wanted to forward it to you to start  your review also. 
JIM 

From: Selm, Roger E 
Sent: Tuesday, May 05, 2009 12:41 PM 
To: Dean, James E 
Subject: DEK depreciation rate changes 

Jim, 

A summary of proposed rate changes for DEK gas and common is  attached. 
I attempted to add comments for the differences that occurred due to the rate changes. 
Let me know if you have questions. 

Roger 
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Dean, James E 
Monday, March 02,2009 8 03 AM 
'Spanos, John ,I ' 
Council, Carl J Jr 
FW DEK Rate Case 

h g e  95 of 400 

Caw 80. 2009-202 
i t t a c h .  AG-I)R-OI-09.3 

Dean, James E 

From: 
Sent: 
To: 
cc: 
Subject: 

See below retirement date information 

From: Sandfoss, Steve 
Sent: Monday, March 02, 2009 7:28 AM 
To: Dean, James E 
Subject: RE: DEK Rate Case 

Retirement Dates: Miami Fort Unit 6 - 2030, East Bend Unit 2 - 2050, and Woodsdale CT's - 2030 

Steve Sandfoss 
Performance & Measures 
Regulated Generation Fleet Operations 
Office -513-287-2157 
Cell - 51 3-543-8345 

From: Sandfoss, Steve 
Sent: Sunday, March 01, 2009 10:22 AM 
To: Dean, James E 
Subject: RE: DEK Rate Case 

FAX - 513 287-2032 - 

It will not prevent but it does gives some level of Itnowledge and consistency. 

Steve Sandfoss 
Performance & Measures 
Regulated Generation Fleet Operations 
Office -513-287-21 57 
Cell - 51 3-543-8345 

From: Dean, James E 
Sent: Saturday, February 28, 2009 11:47 AM 
To: Sandfoss, Steve 
Subject: RE: DEK Rate Case 

FAX _ -  - 51 3-287-2032 - -  - _  

i have not found the old retirement dates. Is this something that will prevent you from supplying the new dates? If I will 
contact the depreciation consultant to see what they have. 

JIM 

From: Dean, James E 
Sent: Wednesday, February 25,2009 8:17 AM 
To: Sandfoss, Steve 
Cc: Council, Carl 3 Jr 
Subject: RE: DEK Rate Case 

1 
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I have found out that no demolition study has been included in the past and that Carl has not requested one to be made 
Our depreciation consultant asks if one were available to obtain a copy of it but did not require one to be made 

1 will need to look for prior sttidy information relative to retirements of the plants 

JIM 

From: Sandfoss, Steve 
Sent: Tuesday, February 24, 2009 8 5 8  PM 
To: Dean, James E 
Subject: RE: DEK Rate Case 

Do you have any information from prior studies? I am not aware of any demolition studies on these plants but we can 
check with Investment Engineering as they have been involved with Indiana Studies. 

Steve Sandfoss 
Performance & Measures 
Regulated Generation Fleet Operations 
Office -513-287-2157 
Cell - 513-543-8345 

From: Dean, James E 
Sent: Tuesday, February 24, 2009 8:12 AM 
To: Sandfoss, Steve 
Cc: Council, Carl J Jr 
Subject: FW: DEK Rate Case 

FAX - 513-287-2032 

Can yoti provide the retirement dates for the Kentucky plants? This will be used by our depreciation consultant in 
developing new depreciation rates. 

Also are you aware of any demolition study that has been performed for these stations, if so can you provide it to me? 

I would like to have this information by the end of week if possible 

Thanks 
JIM 

From: Spanos, John 3. [mailto:jspanos@GFN~.com] 
Sent: Tuesday, February 24, 2009 7:59 AM 
To: Dean, James E 
Cc: Council, Carl J Jr 
Subject: RE: DEK Rate Case 

Jim: 

Normally, we get the retirement dates from Barry Pulskamp. I did not request a demolition study for the Kentucky plants 
because in the past the decision was not to include but 1 think if one has been completed it would be wise to include in the 
study. 

John 

From: Dean, James E [mailto:james.dean@duke-energy.com] 
Sent: Monday, February 23,2009 4:lO PM 
To: Spanos, John 1. 
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Cc: Council, Carl J Jr 
Subject: RE: DEK Rate Case 

Case No. LOO'LZOL 
4tt:ich. 4G-DR-01-09.3 

Page 97 of 100 

Attached are the data files that you requested I will be mailing the hard copy of the files also 

I have not Included one item that you have requested as part of the electric data request 
A list of probable retirements dates in effect from the operations/engineeriiig departments. 

Carl, what process have we used to obtain these dates? Is this an email to Barry Pulskamp? Also John did not ask for a 
demolition study for the Kentucky plants, is one required or needed? 

Gas will be sent separately 

JIM 

From: Spanos, John J. [mailto:jspanos@GFNET.com] 
Sent: Wednesday, January 21, 2009 10:22 AM 
To: Council, Carl J Jr; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: RE: DEK Rate Case 

Carl" 

Attached are the engagement letter and data requirements lists for electric, gas and common plant for Duke Energy 
Kentucky 

John 

._-.._I.--.-. _I_ .,______.I- x _ I _  .-----.- _._I______-x- ~ ~~ -.--.-_-..- l_---_l_ I--- ___-_.-.-..----..-~.--------- 
From: Council, Carl J Jr [mailto:cjcouncil@duke-energy.com] 
Sent: Monday, January 19, 2009 12:15 PM 
To: Spanos, John 3.; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: FW: DEK Rate Case 

John, looks like Regulatory is now planning for a full case in Kentucky as opposed to just gas Please let me know if you 
have any concerns with meeting this timeline given the Carolinas case timeline crunch 

Jim is going to get the data pulled -would be helpful if you could send us the data requirements (like with the Carolinas 
work), particularly noting how much info you currently have in your database and how far back we need to go. Also, 
please go ahead and prepare an engagement letter based on the information below. 

Mark, what are the plans with respect to Smartgrid deployment in Kentucky? If plans exist we will need to prepare an 
accelerated rate for the existing installed base of meters to get them fully depreciated over a shorter remaining life. 

__._-l.l-.-_-- -."".--I_.-_- --1_-1_1. ---l-l-l-_.---l.-...-- -..--.------..~-----. ___-___I_~- - I__  

From: Parsons, Bob 
Sent: Monday, January 19, 2009 11:07 AM 
To: Council, Carl J Jr; Dean, James E 
Cc: Smith, Paul G (Rates); Wathen, Don - Rates; Czupik, Ted Jr 
Subject: DEK Rate Case 

Back in November, Lisa Carver let John Spanos know we were planning to file a DEK gas rate case about June 1 of this 
year. Recently, we started discussing a combined gas and electric filing in Kentucky The Order and Stipulation in our 
last DEK electric rate case (Case No 2006-00172) requires the Company to conduct a new depreciation study for its 
electric plant to be filed by the earlier of the filing of an application to increase retail electric base rates or January 1, 
2014. Considering the possibility of a DEK electric case this summer, you should let John know we will need depreciation 
studies for gas, electric and common in Kentucky. We will need the revised depreciation accrual rate schedules (Part Ill, 

3 
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pages 4 thru 6) by April 24'h and the final Depreciation Study and John's testimony by May 8'h When a final decision IS 
made on the electric case, 1'11 let you know Thank youl c 

B 
g g  

7 2 - g  
g 4 ] 2  Bob Parsons 0 5.3 
SF," 

ernail rparsons@cinergy corn Z & , L  
phone (513) 419-5704 0 (r *.I 

Duke Energy 3 _ 5 =  

0 - 0  
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From: 
Sent: 
To : 
cc: 
Subject: 

Dean, James E 
Tuesday, February 24, 2009 8.12 AM 
Sandfoss, Steve 
Council, Carl J Jr 
FW: DEK Rate Case 

Can you provide the retirement dates for the Kentucky plants? This will be used by our depreciation consultant in 
developing new depreciation rates 

Also are you aware of any demolition study that has been performed for these stations, if so can you provide it to me? 

I would like to have this information by the end of week if possible 

Thanks 
JIM 

_l.l._-....... ~ -._.-_- I _.I_- __ ---.. ~ -_-.I 1-11" -.I---,-" --11_-. ..... --.-" l-......._ll..- ~ -._- ._---.- -- . 
From: Spanos, John 3. [mailto:jspanos@GFNET.com] 
Sent: Tuesday, February 24, 2009 7:59 AM 
To: Dean, James E 
Cc: Council, Carl J Jr 
Subject: RE: DEK Rate Case 

Jim 

Normally, we get the retirement dates from Barry Pulskamp I did not request a demolition study for the Kentucky plants 
because in the past the decision was not to include but I think if one has been completed it would be wise to include in the 
study 

John 

--.l.---_l-lllllll- -"___.^-" .-.- _____l_.-__---__l- -----. -_ --.I- 

From: Dean, James E [rnailto: james.dean@duke-energy.com] 
Sent: Monday, February 23, 2009 4:10 PM 
To: Spanos, John 3. 
Cc: Council, Carl J Jr 
Subject: RE: DEK Rate Case 

Attached are the data files that you requested I will be mailing the hard copy of the files also 

I have not included one item that you have requested as part of the electric data request 
A list of probable retirements dates in effect from the operationdengineering departments. 

Carl, what process have we used to obtain these dates? Is this an email to Barry Pulskamp? Also John did not ask for a 
demolition Study for the Kentucky plants, is one required or needed? 

Gas will be sent separately 

JIM 

I_.__ .--I-.. ____.---_ll.__l--- l_-------" -----.---. 
From: Spanos, John 3. [mailto:jspanos@GFN~.com] 
Sent: Wednesday, January 21, 2009 10:22 AM 
To: Council, Carl J Jr; Claeys, Mark J 

1 
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Cc: Dean, James E; Wiles, Danny 
Subject: RE: DEK Rate Case 

Carl 

Attached are the engagement letter and data requirements lists for electric, gas and common plant for Duke Energy 
Kentucky 

John 

-.--_-II"-._ _-" ---I ~ - I__ _IL-_ -I-_- _ll__l ---.--_---__-.- "ll_ -_I_.__. 

From: Council, Carl J Jr [mailto:cjcouncil@duke-energy.com] 
Sent: Monday, January 19, 2009 12:15 PM 
To: Spanos, John 1.; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: FW: DEK Rate Case 

John, looks like Regulatory is now planning for a full case in Kentucky as opposed to just gas Please let me know if you 
have any concerns with meeting this timeline given the Carolinas case timeline crunch. 

Jim is going to get the data pulled -would be helpful if you could send us the data requirements (like with the Carolinas 
work), particularly noting how much info you currently have in your database and how far back we need to go Also, 
please go ahead and prepare an engagement letter based on the information below. 

Mark, what are the plans with respect to Smartgrid deployment in Kentucky? If plans exist we will need to prepare an 
accelerated rate for the existing installed base of meters to get them fully depreciated over a shorter remaining life 

From: Parsons, Bob 
Sent: Monday, January 19, 2009 l1:07 AM 
To: Council, Carl J Jr; Dean, James E 
Cc: Smith, Paul G (Rates); Wathen, Don - Rates; Czupik, Ted Jr 
Subject: DEK Rate Case 

Back in November, Lisa Carver let John Spanos know we were planning to file a DEK gas rate case about June 1 of this 
year Recently, we started discussing a combined gas and electric filing in Kentucky. The Order and Stipulation in our 
last DEK electric rate case (Case No 2006-00172) requires the Company to COndtJct a new depreciation study for its 
electric plant to be filed by the earlier of the filing of an application to increase retail electric base rates or January 1, 
2014 Considering the possibility of a DEK electric case this summer, yoti should let John know we will need depreciation 
studies for gas, electric and common in Kentucky We will need the revised depreciation accrual rate schedules (Part 111, 
pages 4 thru 6) by April 24'h and the final Depreciation Study and John's testimony by May 81h. When a final decision is 
made on the electric case, 1'11 let you know Thank you! 

Bob Pnrsotis 
Duke Energy 
email: rparsons@cinerqy.com 
phone: (513) 419-5704 
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Dean, James E 

From: Dean, James E 
Sent: 
TO: 'Spanos, John J ' 
cc: Council, Carl J Jr 
Subject: RE DEK Rate Case 
Attachments: 

Cast NO. m')-?0? 

Page 101 of 100 
4ttsCh.  iG-DR-01-093 

Monday, February 23, 2009 4 11 PM 

DEK Gas Transfers 10-1-05 thru 12-31-08 XIS, DEK Gas Additions 10-1-05 thru 12-31-08 XIS, 
DEK Gas Depreciation Reserve Activity 10-1-05 thru 12-31 -08 XIS, DEK Gas Retirements 
10-1-05 thru 12-31-08 XIS, DEK Gas Surving Age Distribution as of 12-31-08 X I S  

Gas files 

From: Dean, James E 
Sent: Monday, February 23, 2009 4:lO PM 
To: 'Spanos, John J.' 
Cc: Council, Carl J Jr 
Subject: RE: DEK Rate Case 

Attached are the data files that you requested I will be mailing the hard copy of the files also. 

I have not included one item that you have requested as part of the electric data request . I 

A l ist o f  probable retirements dates iii effect froin the operatiordengineering departments. 

Carl, what process have we used to obtain these dates? Is this an email to Barry Pulskamp? Also John did not ask for a 
demolition study for the Kentucky plants, is one required or needed? 

Gas will be sent separately 

JIM 

11111111111.1111 ..__I_.^ _- 1.1_...1.---.-_1_.--~--"-.."- .---1_-1-----1--.--.,------.--~.-~---..-"-.--~111--1--. 

From: Spanos, John J. [mailto:jspanos@GFNET.corn] 
Sent: Wednesday, January 21, 2009 10:22 AM 
To: Council, Carl J Jr; Claeys, Mark .I 
Cc: Dean, James E; Wiles, Danny 
Subject: RE: DEK Rate Case 

Carl 

Attached are the engagement letter and data requirements lists for electric, gas and common plant for Duke Energy 
Kentucky 

John 

____..-_-.~---.--- 1--__--__ 

From: Council, Carl J .Jr [mailto:cjcouncil@duke-energy.com] 
Sent: Monday, January 19, 2009 12:15 PM 
To: Spanos, John 1.; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: FW: DEK Rate Case 

John, looks like Regulatory is now planning for a full case in Kentucky as opposed to just gas. Please let me know if you 
have any concerns with meeting this timeline given the Carolinas case timeline crunch. 

mailto:jspanos@GFNET.corn
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Jim is going to get the data pulled -would be helpful if you could send us the data requirements (like with the Carolinas A 
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- work), particularly noting how much info you currently have in your database and how far back we need to go Also, 
please go ahead and prepare an engagement letter based on the information below. 
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Mark, what are the plans with respect to Smartgrid deployment in Kentucky? If plans exist we will need to prepare an 
accelerated rate for the existing installed base of meters to get them fully depreciated over a shorter remaining life 14 , 3 
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From: Parsons, Bob 
Sent: Monday, January 19, 2009 11:07 AM 
To: Council, Carl J Jr; Dean, James E 
Cc: Smith, Paul G (Rates); Wathen, Don - Rates; Czupik, Ted Jr 
Subject: DEK Rate Case 

Back in November, Lisa Carver let John Spanos know we were planning to file a DEK gas rate case about June 1 of this 
year. Recently, we started discussing a combined gas and electric filing in Kentucky The Order and Stipulation in our 
last DEK electric rate case (Case No. 2006-00172) requires the Company to conduct a new depreciation study for its 
electric plant to be filed by the earlier of the filing of an application to increase retail electric base rates or January 1, 
2014 Considering the possibility of a DEK electric case this summer, you should let John know we will need depreciation 
studies for gas, electric and common in Kentucky. We will need the revised depreciation accrual rate schedules (Part Ill, 
pages 4 thru 6) by April 24'h and the final Depreciation Study and John's testimony by May 8'h When a final decision is 
made on the electric case, I'll let you know. Thank you! 

Bob Parsoits 
Duke Energy 
ernail: rparsons@cinerqy.com 
phone: (51 3) 41 9-5704 
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From: Dean, James E 
Sent: Monday, February 23, 2009 4 10 PM 
To : 'Spanos, John J ' 
cc: Council, Carl J Jr 
Subject: RE DEK Rate Case 
Attachments: DEK Electric & Common Depr Reserve Activity 1-1-06 thru 12-31-08 XIS, DEK Elec & 

Common Additions 1-1-06 thru 12-31-08 XIS, DEK Elec & Common Retirements 1-1-06 thru 
12-31-08 XIS, DEK Elec & Common Surviving Age Distribution as of 12-31-08 XIS, DEK Elec & 
Common Transfers 1-1-06 thru 12-31-08 X I S  

Attached are the data files that you requested. I will be mailing the hard copy of the files also 

I have not included one item that you have requested as part of the electric data request . 
A list of probable retirements dates in effect f rom the operations/eiigineeriiig departments. 

Carl, what process have we used to obtain these dates? Is this an email to Barry Pulskamp? Also John did not ask for a 
demolition study for the Kentucky plants, is one required or needed? 

Gas will be sent separately. 

JIM 

-...---. 11.--.__1-.. 1.-1~.-.-- -- --ll.-.l--.l-*.~l.---.-------------. 

From: Spanos, John 3. [maiIto:jspanos@GFNET.com] 
Sent: Wednesday, JanlJaty 21., 2009 1.0:22 AM 
To: Council, Carl 3 Jr; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: RE: DEK Rate Case 

Carl: 

Attached are the engagement letter and data requirements lists for electric, gas and common plant for Duke Energy 
Ken tuck y 

John 

From: Council, Carl J Jr [mailto:cjcouncil@duke-energy.com] 
Sent: Monday, January 19, 2009 12:15 PM 
To: Spanos, John 3.; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: FW: DEK Rate Case 

John, looks like Regulatory is now planning for a full case in Kentucky as opposed to just gas. Please let me know if yoil 
have any concerns with meeting this timeline given the Carolinas case timeline crunch 

Jim is going to get the data pulled -would be helpful if you could send us the data requirements (like with the Carolinas 
work), particularly noting how milch info you currently have in your database and how far back we need to go Also, 
please go ahead and prepare an engagement letter based on the information below. 

Mark, what are the plans with respect to Smartgrid deployment in Kentucky? If plans exist we will need to prepare an 
accelerated rate for the existing installed base of meters to get them fully depreciated over a shorter remaining life 

1 
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From: Parsons, Bob 
Sent: Monday, January 19, 2009 11:07 AM 
To: Council, Carl J Jr; Dean, James E 
Cc: Smith, Paul G (Rates); Wathen, Don - Rates; Czupik, Ted Jr 
Subject: DEK Rate Case 

Back in November, Lisa Carver let John Spanos know we were planning to file a DEK gas rate case about June 1 of this 
year. Recently, we started discussing a combined gas and electric filing in Kentucky The Order and Stipulation in our 
last DEK electric rate case (Case No 2006-00172) requires the Company to conduct a new depreciation study for its 
electric plant to be filed by the earlier of the filing of an application to increase retail electric base rates or January 1, 
2014 Considering the possibility of a DEK electric case this summer, you should let John know we will need depreciation 
studies for gas, electric and common in Kentucky. We will need the revised depreciation accrual rate schedules (Part Ill, 
pages 4 thru 6) by April 24Ih and the final Depreciation Study and John’s testimony by May 8Ih When a final decision is 
made on the electric case, 1’11 let you know Thank you! 

Bob Pnisoiis 
Duke Energy 
email: msons@cineiav.com 
phone. (513) 419-5704 

2 
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Duke Energy Kentucky, Inc. 
Case No. 2009-00202 

First Set  Attoriiey Cener;il Data Requests 
Date Reccivetl: Airgust 17, 2009 

AG-DR-0 1-094 

REQUESI: 

Please provide copies of all external correspondcnce from 2005-2009, inclusive, including 
corresponclence with Mr. Spanos and/or Gaiuiett Fleming, which deals in  any way with the 
Company’s retirement unit costs, depreciation rates, and/or the Depreciation Study. 

RESPONSE: 

See Attachment AG-DR-0 1-094 for correspondence and schedules that were provided to J o h n  
Spanos for the Duke Energy Kentucky depreciation study. Thcrc was 110 cxternal 
correspondence on retirement unit costs or depreciation rates. 

PERSON RESPONSIBLE: Brenda R. Meleiidez 



C;ise No. 2009-202 
.\Itiich. .\C-DR-01-094 

From: 
Sent: 
To : 
cc: 
Subject: 

Spanos, John J usQgnos@GFNET cam] 
Monday, January 19,,2009 12 19 PM 
Council, Carl ,I Jr, Claeys, Mark J 
Dean, James E, Wiles, Danny 
RE DEK Rate Case 

Carl 

We will not have any trouble doing both an electric and gas study in Kentucky as we will have a different analyst on the 
assignment in Kentucky as we have for Carolina I will prepare an engagement letter and send you data requirements list 
for all accounts 

John 

~. - ~ 

From: Council, Carl l Jr [mailto:cjcouncil@duke 
Sent: Monday, January 19, 2009 12:15 PM 
To: Spanos, John J,; Claeys, Mark J 
Cc: Dean, lames E; Wiles, Danny 
Subject: FW: DEK Rate Case 

John, looks like Regulatory is now planning for a full case in Kentucky as opposed to just gas Please let me know if you 
have any concerns with meeting this timeline git$r7 the Carolinas case timeline crunch 

Jim is going to get the data pulled -would be helpfu,l if you could send us the data requirements (like with the Carolinas 
work), particularly noting how much info you cdr&tly have in your database and how far back we need to go Also, 
please go ahead and prepare an engagement letter based on the information below 

Mark, what are the plans with respect to Smartgrid deployment in Kentucky? If plans exist we will need to prepare an 
accelerated rate for the existing installed base of meters to get them fully depreciated over a shorter remaining life 

$(I ,  I t .  

I 

,' 

, ._,.._I._ ~~" ~ ll_l_.____ __l__l ----.------ ~ -_._.____-_I..._____ __" ~ 

From: Parsons, Bob 
Sent: Monday, January 19, 2009 11:07 AM 
To: Council, Carl J Jr; Dean, James E 
Cc: Smith, Paul G (Rates); Wathen, Don - Rates- 
Subject: DEK Rate Case 

Back in November, Lisa Carver let John Spano 
year Recently, we started discussing a combined gas and electric filing in Kentucky. The Order and Stipulation in our 
last DEK electric rate case (Case No. 2006-00172) requires the Company to conduct a new depreciation study for its 
electric plant to be filed by the earlier of the filing of an application to increase retail electric base rates or January 1, 
2014. Considering the possibility of a DEK electric case this summer, you should let John know we will need depreciation 
studies for gas, electric and common in Kentucky.!( We will need the revised depreciation accrual rate schedules (Part Ill, 
pages 4 thru 6) by April 24'h and the final DepreFia/ibn Study and John's testimony by May 81h. When a final decision is 
made on the electric case, 1'11 let you know. Th&% you! 

planning to file a DEK gas rate case about June 1 of this 

Rob Parsons 
Duke Energy 
email: rparsons@cinerqv.com 
phone: (513) 419-5704 

1 
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Dean. James E 

From: 
Sent: 
To: 
c c :  
Subject: RE DEK Rate Case 
Attachments: 

Spanos, John J [jspanos@GFNET com] 
Wednesday, January ,21,2009 10 22 AM 
Council, Carl J Jr, Claeys, Mark .I 
Dean, James E, Wiles, Danny 

Duke Energy KY - engagement letter PDF, DATA REQUIREMENTS LIST DUKE ENERGY 
KENTUCKY - GAS doc, DATA REQUIREMENTS LIST DUKE ENERGY KY -ElecCom doc 

Carl 

Attached are the engagement letter and data requirements lists for electric, gas and common plant for Duke Energy 
Kentucky 

John 

From: Council, Carl J Jr [mailto:cjcouncil@duke-energy.com] 
Sent: Monday, January 19, 2009 12:15 PM 
To: Spanos, John .I.; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: FW: DEK Rate Case 

John, looks like Regulatory is now planning for a lu1Lcase in Kentucky as opposed to just gas Please let me know if you 
have any concerns with meeting this timeline giviiih'the Carolinas case timeline crunch 

,Jim is going to get the data pulled -would qe%&lpul ifl.F8u could send us the data requirements (like with the Carolinas 
work), particularly noting how much info you currently have in your database and how far back we need to go Also, 
please go ahead and prepare an engagement letter based on the information below. 

Mark, what are the plans with respect to Smartgrid deployment in Kentucky? If plans exist we will need to prepare an 
accelerated rate for the existing installed base of meters to get them fully depreciated over a shorter remaining life 

I;!aey! , ' j ,  , 

_--__-_ -" -~ ~~- - ---I---- -_--__I - -__ _. - 
,Jt"  

From: Parsons, Bob 
Sent: Monday, January 19, 2009 11:07 AM 
To: Council, Carl J Jr; Dean, James E 
Cc: Smith, Paul G (Rates); Wathen, Don - Rates; Czupik, Ted Jr 
Subject: DEK Rate Case 

Back in November, Lisa Carver let John Spanos know we were planning to file a DEK gas rate case about June 1 of this 
year. Recently, we started discussing a combined gas and electric filing in Kentucky. The Order and Stipulation in our 
last DEK electric rate case (Case No 2006-00.172) requires the Company to conduct a new depreciation study for its 
electric plant to be filed by the earlier of the filing of an application to increase retail electric base rates or January 1, 
2014. Considering the possibility of a DEK electric case this summer, you should let John know we will need depreciation 
studies for gas, electric and common in Kentucky. We will need the revised depreciation accrual rate schedules (Part Ill, 
pages 4 thru 6) by April 24Ih and the final Depreci8fjgn Study and John's testimony by May 8'h~ When a final decision is 
made on the electric case, I'll let you know Th&@yod!..! 

".I ?;i:; :" , ;; . .  
4: !dful +lijic!l 1 

ent . 
Bob Parsons 
Duke Energy 
ernail parsons@cinerqy corn 
phone (513) 419-5704 
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Gannett Flemin GANNElT FLEMING. INC. 
P.O. Box 67100 
Harrisburg. PA 17106-7100 
Location: 
207 Senate Avenue 
Camp Hill, PA 17011 
Offlce: (717) 763-7211 
Fax: (717) 763.4590 
www gannetllleming corn 

January 20,2009 

VIA-E-MAIL and FEDERAL-EXPRESS 

Mr. Carl J. Council 
Director, Asset Accounting 
Duke Energy 
526 South Church St. 
Charlotte, NC 28202 

Dear Carl: 

Depreciation Studv of Duke Enerqv Kentucky 

The following work plan and estimate of cost is related to the estimation of 
service lives, survivor curves and net salvage percents for the electric, gas and common 
plant in service as of December 31, 2008 for Duke Energy Kentucky. The work plan is 
designed to result in testimony and a final report supporting the estimates by May 8, 
2009. 

Task 1. Initial Duties. The initial e&rt required would be for us to prepare a data 
requirement list for Duke personnel to prepare in a similar fashion as other assignments 
we have conducted in the past few years. Once we receive the data, a timetable for 
deliverables and field reviews can be established. 

Task 2. Review of Analvses. The next step required is a review of the service life 
and net salvage analyses based on plant accounting data through 2008. The analyses 
will be reviewed in the context of the studies previously conducted by the Company, the 
subsequent orders of the Kentucky Public Utilities Commission, and the typical range of 
estimates used by other electric and gas utilities. Clarification of data, events and 
accounting policies will be requested in order to develop an understanding sufficient for 
interpreting the historical indications. 



Gannett Fleming 

Mr. Carl J. Council 
Charlotte, NC 28202 ' !  2 -  January 20,2009 

Task 3. Discuss Company Policies and Outlook. The purpose of Task 3 will be 
to obtain information with respect to the causes of past and future retirements and an 
assessment of the extent to which the level of future retirements will be the same as, 
less than, or more than the historical levels. Replacement programs, changes in 
industry structure, operating concerns and other factors will be reviewed for their impact 
on the life of assets currently in service. Procedures for the removal of plant and the 
related accounting as well as environmental requirements also will be discussed. 

1 

Task 4. Estimate Survivor Curves and Net Salvage Percents. Preliminary 
recommendations of survivor curves and net salvage percents will be submitted to 
Company personnel for review andlcijmhjent The estimates will be based on judgment 
incorporating the analyses of historical data, the discussions with operating 
management, the estimates used by other electric and gas utilities and our experience 
in conducting numerous depreciation studies for electric and gas utilities. The 
recommendations will include brief justifications for any changes from the parameters 
currently approved by the Commission. 

Task 5. Prepare TeSfimony and Exhibits. Direct testimony and exhibits 
supporting the estimates of survivor curves and net salvage percents will be prepared in 
consultation with Company technical and legal staff. The depreciation exhibit will set 
forth calculated annual depreciation rates by account as of December 31, 2008. Final 
documents will be completed by May 8, 2009. 

Task 6. Post Filinq Assistance. We will respond to discovery requests, prepare 
rebuttaltestimony, appear at hearings and provide assistance to counsel regarding the 
testimony of other parties. W& will invoice based on actual hours extended for each of 
our staff assigned to this project. inasmuch as the level of effort required in this phase 
is impossible to forecast, the cost for this task is not included in the estimate set forth 
below. 

The estimated cost for:(/# ;a$:i$nment, Tasks 1 through 5, including the 
completion of testimony and'e2hibits * I  ? '  12 $45,000, as follows: 

1IYIF,r ,+! L 

' s 'il $1 

Task 1. $ 5,000 
Task 2. 10,000 

5,000 
70,000 

Task 3. 
Task 4. 

15,000 Task 5. 

'' $45,000 

i:  

-. 
.if;f$, 

i 
Total ;! ;,.& 



Gannett Fleming 
, ; t . ,  1 -_ . 

2 1 : .;, - r .  ' t f$ .;&: ? I t ?  r': 
.: ,jj;;, j f y l  ' I '  Mr. Carl J. Council 

Charlotte, NC 28202 - 3 -  January 20,2009 

Gannett Fleming proposes to perform the previously-described services, and 
other related services which you<may authorize, on the basis of hourly billing rates for 
our personnel in effect at the time the work is performed, plus reimbursement of direct 
expenses. Invoices will be rende$ced and payable monthly for services performed during 
the preceding month. J 

Direct expenses include expenditures such as transportation, board and lodging, 
incidental expenses incurred while working at the client's location, and any other 
expenses required by virtue of the assignment and not incidental to the normal conduct 
of business. 

l h e  actual charges for the study will depend on the amount of time required to 
complete the assignment. The amount of time required to complete depreciation 
studies varies widely, depending on factors such as availability of basic data, the extent 
to which assistance is provided by public utility personnel, the complexity of the public 
utility facilities being analyzed::':and the need to support findings under adverse 
conditions 

We appreciate the confidence you place in us, and assure you that we wiff carry 
out the assignment as expeditiously and economically as possible. If you have any 
questions with respect to the scope of services or estimate of cost, we would be 
pleased to discuss them with yo'u. 

I .  

Respectfully submitted, , rryJ 

I GANNETT FLEMING, INC. 
, 

VALUATION AND RATE DIVISION 

JOHN J. SPANOS 
Vice President 

J JS: krm 



DUKE ENERGY KENTUCKY 
DATA REQUIREMENTS FOR 

DEPRECIbTION STUDY - GAS PLANT 
, I i 

I .  A complete data file from'.the continuing property records with all additions, 
retirements, transfers and adjustments by plant account from October 1, 2005 
through December 31, 2008 In the past, property records sent for depreciation 
studies included retirements, sales and transfers only. Our current data base 
contains complete activity through September 2005; therefore it may be easier to 
only include October 2005 through 2008 activity and 106 activity. 

2. A surviving age distribution as of December 31, 2008, which should include plant 
account, installation year, amount. 

3. Statements of plant account activity for each year 2005 through 2008 are 
necessary. It may be easier for the 2005 plant statement to represent only the 
last three months. 

4. Statements by plant accouyt of depreciation reserve activity for each year 2005 
through 2008 are necessak. It may be easier for the 2005 reserve statement to 
represent only the last three months. 

A complete data file of cost of removal, final salvage and reuse salvage by plant 
account for the period 04&4?r:28Q,5 through 2008. This information may come 
from the information in item$ 

i' 

5. 

! 
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1. 

2. 

DUKEENERGYKENTUCKY 
DATA REQUIREMENTS FOR 

DEPRECIATION STUDY - ELECTRIC AND COMMON PLANT 

A complete data file from the continuing property records with all additions, 
retirements, transfers land-{adjustments by plant account from January 1, 2004 
through December 31, 2008r;In2fhe past, property records sent for depreciation 
studies included retirement$, sales and transfers only. Our current data base 
contains complete activity through December 2005, therefore it may be easier to 
only include 2006 through 2008 activity and 106 activity. 

A surviving age distribution as of December 31, 2008, which should include plant 
account, installation year, amount, and where appropriate, location identification. 
Location identification would be specific to each generating unit. 

3. Statements of plant account activity for each year 2006 through 2008 are 
necessary. 

4. Statements by plant account of depreciation reserve activity for each year 2006 
through 2008 are necessary 

A complete data file of cost of removal, final salvage and reuse salvage by plant 
account for the period 2006 through 2008. This information may come from the 
information in item 4. 

A list of probable retirme& - ,ij s -  QJ-? &t$s 4 in effect from the operations/engineering 
departments. 

5 
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Dean, James E 

From: 
Sent: 
To: 
cc: 
Subject: 

Spanos, John J [Ispanos@GFNET com] 
Tuesday, February 24, 2009 7 59 AM 
Dean, James E 
Council, Carl J Jr 
RE DEK Rate Case 

' ' . 

1 :  I 

kn, 
Jim. 

Normally, we get the retirement dates from Barry Pulskamp. I did not request a demolition study for the Kentucky plants 
because in the past the decision was not to include but1 think if one has been completed it would be wise to include in the 
study. 

John 

; j  v 

I !f$: 

' t ! ,  I 

, I  

~ _ll.l.-l----.l(_..- ___I._ ~ ._._,_._̂ l..l__ ______.. _ _ _  .__I___ . , . - ..____._I____ ~. . .. , , 

From: Dean, .James E [mailto:james.dean@duke~energy.com] 
Sent: Monday, February 23, 2009 4:10 PM 
To: Spanos, John J. 
Cc: Council, Carl J Jr 
Subject: RE: DEK Rate Case 

Attached are the data files that you requested:' I Gill be mailing the hard copy of the files also 

I have not included one item that you have requested as part of the electric data request 
A list of probable retirements dates in )effect from the operationdengiiieering departments. 

,Sr- 
Carl, what process have we used to obtain these 
demolition study for the Kentucky plants, is one r 

mail to Barry Pulskamp? Also John did not ask for a 

Gas will be sent separately 

JIM 

_I___-_____" _____-__.. --l__ll-l__l-.l I, ~ _-_ ^ _ ~ . I _ . _ _ _ . _ j _ - . . . _ _ - - . . l _ . . _ . . _ . ~ ~ ~ ~ . . . . ~ ~ ~ ~ ~ ~ . ~ ~ . ~ ~ ~ ~ -  ~ _L- 

From: Spanos, John 3 .  [rnaiIto:jspanos@GFN€d~om] 
Sent: Wednesday, January 21, 2009 10:22 AM. , i 

Cc: Dean, James E; Wiles, Danny 
Subject: RE: DEK Rate Case 

To: Council, Carl J Jr; Claeys, Mark J ?i' 

Carl. 

Attached are the engagement letter and data requirements lists for electric, gas and common plant for Duke Energy 
. A  

Kentucky. v 

John > 

!I LCl L 

___l___l____________._._______ ______________--__ ___ -_-- I __I--___._-_._--.__-I I _ _ _ ~  

From: Council, Carl .I J r  [mailto:cjcouncil@du~$~eq~g.&c~~] 
Sent: Monday, January 19, 2009 12:15 PM 
To: Spanos, John 1.; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: FW: DEK Rate Case 

k i ;  



John, looks like Regulatory is now planning for a full case in Kentucky as opposed to just gas Please let me know if you 
have any concerns with meeting this timeline given the Carolinas case timeline crunch ;" 

g$ 
~ 

;?? 

:Fg 

2 3  

2 

Jim is going to get the data pulled -would be helpful if you could send us the data requirements (like with the Carolinas 
work), particularly noting how much info you currently have in your database and how far back we need to go Also, I 

m J ? 

& - w  

please go ahead and prepare an engagement letfer based on the information below. - 0 0  

Mark, what are the plans with respect to Smartgrid deployment in Kentucky? If plans exist we will need to prepare an 
accelerated rate for the existing installed base of;kFters to get them fully depreciated over a shorter remaining life 

-.-__-l_.-_-ll__-._l,...- ' ,$>,qy.. y,cq.];ir.. -. .- ., _ _  -. - ... ._ .. . - _- - ._ . ___.I_ I .. 
!.I - ' 

-2 :'! From: Parsons, Bob 
Sent: Monday, January 19, 2009 11:07 AM 
To: Council, Carl 1Jr; Dean, James E 
Cc: Smith, Pad G (Rates); Wathen, Don - Rates; Czupik, Ted Jr 
Subject: DEK Rate Case 

Back in November, Lisa Carver let John Spanos know we were planning to file a DEK gas rate case about June 1 of this 
year Recently, we started discussing a combined gas and electric filing in Kentucky. The Order and Stipulation in our 
last DEK electric rate case (Case No. 2006-00172) requires the Company to conduct a new depreciation study for its 
electric plant to be filed by the earlier of the filing of an application to increase retail electric base rates or January 1, 
2014. Considering the possibility of a DEK electric case this summer, you should let John know we will need depreciation 
studies for gas, electric and common in Kentucky. We will need the revised depreciation accrual rate schedules (Part Ill, 
pages 4 thru 6) by April 24'h and the final Depreciation Study and John's testimony by May 8lh When a final decision is 
made on the electric case, 1'11 let you know Thank you! 

Rob Parsons 
Duke Energy 
email: rparsons@cinerqv.com 
phone: (513) 419-5704 

2 
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Dean, James E 

From: 
Sent: 
To: 
cc: 
Subject: 

Spanos, John J [Ispanos@GFNET corn] 
Monday, March 09, 2009 9 29 AM 
Dean, James E 
Council, Carl ,I Jr 
RE DEK Rate Case. 9 % '  

< *  4 

Jim 

We need some help on the data you sent us for Duke Energy Kentucky 

1) We never received any hard copies of the files. 
2) Can you send plant statements similar to the reserve statements, except I need each plant and reserve statement 

by year not the entire three year period in one file 
3) The addition, retirement and transfer files need to be in separate files by year or I need a column that identifies 

the year each transaction was actually booked The engineering-in-service works for the vintage 

Thanks 

John 

d 
From: Dean, James E [mailto:james.dean@duke-energy.com] 
Sent: Monday, February 23, 2009 4:10 PM 
To: Spanos, John 3. 

Subject: RE: DEK Rate Case 

Attached are the data files that you requested I will be mailing the hard copy of the files also 

Cc: Council, Carl J Jr I /  

I have not included one item that you have requested as part of the electric data request 
A list of probable retirements dates in effect from the operations/engineering departments. 

Carl, what process have we used to obtain these c@tes? Is this an email to Barry Pulskamp? Also John did not ask for a 
demolition study for the Kentucky plants, IS onerequired or needed? 

Gas will be sent separately 

JIM 

- .~ 

From: Spanos, John J. [mailto:jspanos@GFNET.com] 
Sent: Wednesday, January 21, 2009 10:22 AM 
To: Council, Carl 3 Jr; Claeys, Mark 3 
Cc: Dean, James E; Wiles, Danny 
Subject: RE: DEK Rate Case 

2 

Carl J 

Attached are the engagement letter and data requirements lists for electric, gas and common plant for Duke Energy 
Kentucky J-4 

John 

1 

mailto:james.dean@duke-energy.com
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From: Council, Carl J l r  [mailto:cjcouncil@duke-energy.com] 
Sent: Monday, January 19, 2009 12:15 PM 
To: Spanos, John J.; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: W: DEK Rate Case 

John, looks like Regulatory is now planning for a full case in Kentucky as opposed to just gas Please let me know if you 
have any concerns with meeting this timeline given the Carolinas case timeline crunch 

Jim is going to get the data pulled -would be helpful if you could send us the data requirements (like with the Carolinas 
work), particularly noting how much info you currently have in your database and how far back we need to go Also, 
please go ahead and prepare an engagement letter based on the information below 

Mark, what are the plans with respect to Srnartgrid,deployrnent in Kentucky? If plans exist we will need to prepare an 
accelerated rate for the existing installed base of meters to get them fully depreciated over a shorter remaining life 

ittire ?e::\'!. j 

_l_-l__l-l--..-.---..---.--------LI_. ~ ~ -..-,. .. l...l-l__l-l--l--lll_----"-.ll_l..-^- -.--.-. 
From: Parsons, Bob 
Sent: Monday, January 19, 2009 11:07 AM 
To: Council, Carl J Jr; Dean, James E 
Cc: Smith, Paul G (Rates); Wathen, Don - Rates; Czupik, Ted Jr 
Subject: DEK Rate Case 

Back in November, Lisa Carver let John Spanos know we were planning to file a DEK gas rate case about June 1 of this 
year Recently, we started discussing a combined gas and electric filing in Kentucky. The Order and Stipulation in our 
last DEK electric rate case (Case No. 2006-00172) requires the Company to conduct a new depreciation study for its 
electric plant to be filed by the earlier of the filing of an application to increase retail electric base rates or January 1, 
2014 Considering the possibility of a DEK electric case this summer, you should let John know we will need depreciation 
studies for gas, electric and common in Kentucky.. We will need the revised depreciation accrual rate schedules (Part Ill, 
pages 4 thru 6) by April 24'h and the final Deprecihtion Study and John's testimony by May 8'h. When a final decision is 
made on the electric case, 1'11 let you know Thank you! 

..3 

Bob Parsons 
Duke Energy 
email. rparsons@cinerqv.com 
phone. (513) 419-5704 

mailto:cjcouncil@duke-energy.com
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From: 
Sent: 
To: 
cc:  
Subject: 

Spanos, John J [jspanos@GFNET com] 
Wednesday, April 01,2009 7 46 AM 
Dean, James E 
Council, Carl J Jr 
RE KYRateCase 

We will stop our efforts on electric We will focus only on gas and common 

_____l.-.llll." ----.._..___--_-_---.-l..l 1_ .-__-.-. ~ .I_..-" _._~.,__lI_____.___._____...---.-_ " - ~  ~ _I_---._._--.-_" ... 

From: Dean, James E [mailto:james.dean@duke-energy.com] 
Sent: Tuesday, March 31., 2009 5:OL PM 
To: Spanos, John 3. 
Cc: Council, Carl 1 Jr 
Subject: RE: KY Rate Case 

Per the immediate email below, please prepare only a gas and common depreciation study. The electric case does not 
look to be filed in the immediate future. 

JIM 

From: Council, Carl 3 3r 
Sent: Tuesday, March 31, 2009 3:25 PM 
To: Dean, James E 
Subject: fW: KY Rate Case 

I '  

Spalte with Don - the chance electric will be pulled into the case is slim. 
and wait on electric for now 

"10%. I suggest we tell Spanos to focus on gas 

c:J ; ell'; 01-1 (1; 

1 

mailto:james.dean@duke-energy.com
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From: 
Sent: 
To: 
cc: 
Subject: 

Spanos, John J. [jspanos@GFNET.com] 
Wednesday, April 29, 2009 8 43 AM 
Dean, James E 
Council, Carl ,I Jr, Parsons, Bob 
RE Update on KY Gas & Common Study 

Jim 

Given the fact that today is April 2gth, I will not be able to meet the April 27'h date that you mention It was my 
understanding that the results were due by May 8'h and testimony due by June 1 We have been focusing on those 
dates We will do our best to push everything along to close the gap between your expectations and our expectations I 
think we can get you results by Monday 

John 

~..^,. _._. ._ .. .., .. ",, " , .~~ _-_.___ "_"._ ___ -... ,̂  , ,, """,.-"~"--~".~~._..._.~.._t~.-"...."r" ._I_" .,.." ~ I ---------*_I- .---_I .-...-..- .... -1-..--.-.-- "-....- ---. 
From: Dean, James E [mailto:lames.Dean@duke-energy.com] 
Sent: Wednesday, April 29, 2009 8:25 AM 
To: Spanos, John 3. 
Cc: Council, Carl J I r ;  Parsons, Bob 
Subject: Update on KY Gas & Common Study 

John, I wanted to follow up with you on the KY Study you are performing. We would like to have new rates to review by 
April 27'h. The original work plan called for a final report and testimony by May Sth ~ Testimony does not need to be 
finalized until May Mth. 

Please let me know if the April 27'h date can be met. 

Thanks 
JIM 

I 

mailto:lames.Dean@duke-energy.com


From: 
Sent: 
To: 
cc: 
Subject: 

Spanos, John J [jspanos@GFNET com] 
Friday, May 01,2009 12 57 PM 
Dean, James E 
Council, Carl J Jr, Pacsons, Bob 
RE Update on KY Gas & Common Study 

Jim 

We f0tJnd one area that we do not have enough detailed information to complete the study Can you supply us with the 
surviving plant balances as of 12/31/08 for Account 1900 by location? We only need the major locations identified as the 
others will be placed in the minor structures area 

Thanks 

John 

Î._____ ~ .___^._._l__________________l_l_____II_______ _.__I____-__II.I,_____..I___.__.._ ~ _____l_____..l._.__l__.l._I_.____I._. 

From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Wednesday, April 29, 2009 8:25 AM 
To: Spanos, John J. 
Cc: Council, Carl J Jr; Parsons, Bob 
Subject: Update on KY Gas & Common Study 

John, I wanted to follow up with you on the KY Stidy you are performing. We would like to have new rates to review by 
April 27'h. The original work plan called for a fir)&!?pprj and testimony by May Eith , Testimony does not need to be 
finalized until May 18th. 

'- I . .  
G:is I Cor; ,:r 

Please let me know if the April 27'h date can be met. 

Thanks 
JIM 

J 

1 

mailto:James.Dean@duke-energy.com


From: 
Sent: 
To: Dean, James E 
cc: 
Subject: 

Spanos, John J [jspanos@GFNET com] 
Monday, May 04,2009 4 03 PM 

Council, Carl J Jr, Parsons, Bob 
RE Update on KY Gas & Common Study 

Attachments: DEK2008GAS - ELG XIS; DEK2008GAS - ASL XIS 

Attached are our preliminary results of the gas and common plant depreciation study for Duke Energy Kentucky. The 
results include two scenarios one using ASL and one using ELG for your review 

Let me know your comments 

_-_.-,.... ~ I_^____^_ __ ____,..I_" -.-,.-. -..-I.-..._- _x""_.____--.--......L.-.....*~I.^~.~. "..̂ ..l"̂ _"l..-"~...~ -..-_ 
From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Friday, May 01, 2009 1:51 PM 
To: Spanos, John J. 
Subject: RE: Update on KY Gas & Common Study 

The file attached is for the K Y  common structures surviving a t  12/31/2008 from the PP CPR. I have inserted a column on 
the worksheet to identify the depreciation group associated to the survivors in this account (column a). I think this will 
provide you a better identification of the Erlanger facility from a l l  other facilities. 

JIM 

_ _  
From: Spanos, John 1. [mailto:jspanos@GFNET.com] 
Sent: Friday, May 01, 2009 1257 PM 
To: Dean, James E 
Cc: Council, Carl J Jr; Parsons, Bob 
Subject: RE: Update on KY Gas & Common Study 

Jim: 

We found one area that we do not have enough detailed information to complete the study Can you supply us with the 
surviving plant balances as of 12/31/08 for Account 1900 by location? We only need the major locations identified as the 
others will be placed in the minor structures area 

Thanks 

John 

~ 

From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Wednesday, April 29, 2009 8:25 AM 
To: Spanos, John 3. 
Cc: Council, Carl J Jr; Parsons, Bob 
Subject: llpdate on KY Gas & Common Study 

John, I wanted to follow up with you on the KY Study you are performing. We would like to have new rates to review by 
April 27'h. The original work plan called for a final report and testimony by May gth . Testimony does not need to be 
finalized until May lgth. 

Please let me know if the April 27th date can be met. 

1 

mailto:James.Dean@duke-energy.com
mailto:James.Dean@duke-energy.com


Thanks 
SiM 

2 
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I 

I .  r .  

From: 
Sent: 
To: Dean, James E 
cc: Council, Carl J Jr 
Subject: RE KY Testimony update 

Spanos, John ,J [Ispanas@GFNET com] 
Thursday, May 07,2009 8 13 AM 

For me to be ready to write testimony, I will need confirmation as to the procedure we are going with in the study Has 
there been any comments back from my proposed rates and methodology? 

From: Dean, James E [mailto:James.Dean@duke-energy.corn] 
Sent: Wednesday, May 06, 2009 3:40 PM 
To: Spanos, John 3. 
Cc: Council, Carl J Jr 
Subject: KY Testimony update 

The insert below was clipped from a meeting agenda updating the schedule for the KY gas / common rate case. If you 
have any questions please contact me. 

1 ,  

I l l .  Tentative schedule for Testimony: " ' --'I 'I" 

0 

Draft testimony made available to withec$%% @A-SRarepoint April 24,2009. 
First draft of testimony back from w i t n e g s  b i  May 15, 2009. 

Comments inserted by June 5 2009 
Final Drafts completed by June 12, 2009. 
Sign-off and signed affidavits by lune 19th. 

Should have background info completed and anything that does not have financial specific information. 
* 
0 

:m' 

1 

mailto:James.Dean@duke-energy.corn
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Dean, James E Page 21 of 37 T 
From: 
Sent: 
To: 
cc: 
Subject: 

Spanos, John J [Ispanos@GFNET corn] 
Thursday, May 07, 2009 8 37 AM 
Council, Carl J Jr 
Dean, James E ' 

RE KY Testimony uRdate 
I 

! I  

Sounds great 

_.___-.___.._I_.. ~ ._..~.__._I__^.~____,_.___~ _.._.l_...l.__." _l__l_.-___..^_ ~ ,_..__.___..._..._.________I- _-._..--I-._ ~ ......_____.__.___I_ ~____.-__I 

From: Council, Carl J Jr [mailto:Cari.Council@duke-energy.com] 
Sent: Thursday, May 07, 2009 8:18 AM 
To: Spanos, John J. 
Cc: Dean, James E 
Subject: RE: KY Testimony update 

We're meeting at 9:00 today to review/discuss.. : 

i i  

a . ' . I  ' 

i". ,B r :  

From: Spanos, John J. [mailto:jspanos@GFNFT.com] 
Sent: Thursday, May 07,2009 8:13 AM 
To: Dean, James E 
Cc: Council, Carl 1 Jr 
Subject: RE: KY Testimony update ,3 

For me to be ready to write testimony, I will need confirmation as to the procedure we are going with in the study. Has 
there been any comments back from my proposed rates and methodology? 

I[@ .; 
. - .I 

! .  t ... ".".__....~,_.___".._I_._.._" _..I_X._)___.__ ",_I " _  --- -..- I _ _ I . _  I___ ~l_ll__..~.-.---" .._I-..,._̂ .-.....-̂ --- I --.1-.." .--I-.I.--_ _.-1 

From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Wednesday, May 06, 2009 3:40 PM 
To: Spanos, John J. 
Cc: Council, Carl J Jr 
Subject: KY Testimony update 

The insert below was clipped from a meeting age$a updating the schedule for the KY gas / common rate case. If you 
have any questions please contact me. 

. , .  

.!' (5 I /  

111. Tentative schedule for Testimonv: 
Draft testimony made available to witnesses via Sharepoint April 24, 2009. 
First draft of testimony back from witnesses by May 15, 2009. 

Comments inserted by lune 5 2009 
Final Drafts completed by June 12, 2009:' 
Sign-off and signed affidavits by lune 19th. 

Should have background info completed and anything that does not have financial specific information. 

b 

mailto:Cari.Council@duke-energy.com
mailto:jspanos@GFNFT.com
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From: 
Sent: 
To: 
cc:  
Subject: 

Spanos, John ,I Ljspanos@GFNET com] 
Thursday, May 07, 2009 12 13 PM 
Dean, James E 
Council, Carl .I Jr, Selm, Roger E 
RE" KY Study Review Comments 

I will combine the assets as you have described below and come up with one rate for the combined assets Therefore, in 
my study we will not see account 2768 listed, etc 

From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Thursday, May 07, 2009 11:59 AM 
To: Spanos, John 1. 
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: KY Study Review Comments 

We have reviewed the depreciation study you provided and have the following comments: 

1) We will be using the ELG study. In Kentucky we have been filing ELG and not ASL. 
2 )  Gas Mains - Plastic .._. Acct 2763 Plastic and Acct 2768 Plastic - Capex should be considered as one account and 

have one depreciation rate. The breakout of Acct 2768 i s  only meant to track our AMRP program cost for a 
short term regulatory need. As the AMRP project moves forward all cost in Acct 2768 will be closed out to Acct 
2763. 

3 )  Gas Mains -Steel.... Acct 2762 and Acct 2767 should be handled the same as ( 2 )  above. 
4) Gas Services - Acct 2803 and Acct 2805 should be handled the same as (2) above. 
5) Gas Services - Acct 2806 and Acct 2807 should be handled the same as (2) above. 

I will be discussing one other potential issue with Gary Hebbeler asap. I may send an addition email concerning this. I 
wanted to get you these comments for you to consider. If YOU have any questions please cont,act me. 

JIM 

mailto:James.Dean@duke-energy.com


From: 
Sent: 
To: 
cc:  
Subject: 

Spanos, John J fjspanos@GFNET corn] 
Thursday, May 14, 2009 3 30 PM 
Dean, James E 
Council, Carl .I Jr, Hebbeler, Gary J 
RE KY Gas Depr Rates 

Based on this information I will be making adjustments to the results Once I do that we should discuss the results to 
make sure it meets Gary's expectations 

I_ _. _ _ _  _--I_" - -__" _I^II__x___I_____I______._ ~ -__I--_ -I___ l̂___-_______l- - - -  - 
From: Dean, James E [mailto:Jarnes.Dean@duke-energy.com] 
Sent: Thursday, May 14, 2009 10:48 AM 
To: Spanos, John 1. 
Cc: Council, Carl 3 Jr; Hebbeler, Gary 3 
Subject: KY Gas Depr Rates 

I met with Gary Hebbeler on the new KY Gas Depr rates to get his opinion of the rates to be used specific to Mains and 
Services. I wanted to make you aware of Gary's thoughts and comments relative to these rates and in light of this 
information the potential rate impact. 

Mains 2761 - The current AMRP schedule calls for the replacement of the pipe held in this account by Sept 
2010. There will be a very small residual amount of OC $84,308 and AD $72,883 (as of April books) after AMRP 
is complete There is no immediate plan to replace this residual in the near future. This additional information 
may require a significant increase in the depr rate for this account. 
Mains 2762 -The current AMRP schedule calls for the replacement of the bare steel (1948 and prior) to  be fully 
replaced by Sept 2010. All steel pipe will then be cathodically protected and have minimal replacement activity. 
Gary expects a life of a t  least 70 - 75 years from the cathodically protected steel pipe. This additional 
information may require a decrease in the depr rate for this account. 
Mains 2763 - The current AMRP process is replacing plastic pipe earlier than one would have expected. The 
AMRP process will replace segments of old main and intermittent plastic replacement main to obtain one solid 
plastics pipe run and provide service continuation. The process has inflated the retirements over the past 10 
years of AMRP. Gary expects a life of a t  least 70 - 100 years from plastic pipe and would suggest that the past 
10 years of retirements are inflated as a result of the AMRP process bay 2 / 3rd. This additional information may 
require a decrease in the depr rate for this account. 
Services 2803 -The same points as stated in (3) above apply to this account with the exception of an expected 
life being provided. 
Service 2806 and 2807 - Gary has suggested that depreciation rates for the Curb to  Meter service should be the 
same as those supplied for the Main to  Curb services accounts 2803 and 2805. The new assets, Curb to Meter, 
should have similar performance characteristic as the traditional service section Main to Curb. 

This was the follow up that I pointed out in my first email. If you would like to have meeting to discuss these points with 
Gary and accounting, please let me know and I will establish one. 

Thanks 
JIM 

mailto:Jarnes.Dean@duke-energy.com
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__ Dean, James E 

From: Spanos, John J [jspanos@GFNET.com] 
Sent: 
To: Dean, James E 
CC: 
Subject: 

Wednesday, May 20, 2009 3 48 PM 

Council, Carl J Jr, Hebbeler, Gary J 
RE. KY Gas Depr Rates 

Attachments: DEK2008GAS ~ ELG V2 XIS 

I reviewed the comments below and made some adjustments to my original spreadsheet The attached spreadsheet 
reflects the following changes 

1)  based my life estimate for 2761 and 2801 on the AMRP schedule of replacement by 2010 
2) No change to 2762 based on comments below as this information was consistent with my prior analysis I did not 

view the comments of 70-75 years to be the average life due to other forces of retirements beyond wear and tear 
3) Increase average life from 55 to 60 years 
4) 2803 extended the life by 2 years based on information below 
5) Assets for 2805-2807 have been included with 2803 so the rates will be the same 

Let me know your thoughts so I can begin working on the report 

John 

._ 

From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Thursday, May 14, 2009 10:48 AM 
To: Spanos, John J. 
Cc: Council, Carl 1 Jr; Hebbeler, Gary 1 
Subject: KY Gas Depr Rates 

I met with Gary Hebbeler on the new KY Gas Depr rates to get his opinion of the rates to be used specific to Mains and 
Services. I wanted to make you aware of Gary's thoughts and comments relative to these rates and in light of this 
information the potential rate impact. 

Mains 2761 -The current AMRP schedule calls for the replacement of the pipe held in this account by Sept 
2010. There will be a very small residual amount of OC $84,308 and AD $72,883 (as of April books) after AMRP 
i s  complete. There i s  no immediate plan to replace this residual in the near future. This additional information 
may require a significant increase in the depr rate for this account. 
Mains 2762 -The current AMRP schedule calls for the replacement of the bare steel (1948 and prior) to  be fully 
replaced by Sept 2010. All steel pipe will then be cathodically protected and have minimal replacement activity. 
Gary expects a life of a t  least 70 - 75 years from the cathodically protected steel pipe. This additional 
information may require a decrease in the depr rate for this account. 
Mains 2763 The current AMRP process is replacing plastic pipe earlier than one would have expected. The 
AMRP process will replace segments of old main and intermittent plastic replacement main to obtain one solid 
plastics pipe run and provide service continuation. The process has inflated the retirements over the past 10 
years of AMRP. Gary expects a life of a t  least 70 - 100 years from plastic pipe and would suggest that the past 
10 years of retirements are inflated as a result of the AMRP process bay 2 / 3'd. This additional information may 
require a decrease in the depr rate for this account. 
Services 2803 -The same points as stated in (3) above apply to this account with the exception of an expected 
life being provided. 
Service 2806 and 2807 -Gary has suggested that depreciation rates for the Curb to  Meter service should be the 
same as those supplied for the Main to Curb services accounts 2803 and 2805. The new assets, Curb to Meter, 
should have similar performance characteristic as the traditional service section Main to Curb. 

1 

mailto:James.Dean@duke-energy.com
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This was the follow up that I pointed out, in my first email. If you would like to have meeting to discuss these points with 
Gary and accounting, please let me know and I will establish one. 

Thanks 
JIM 

2 
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From: 
Sent: 
To: Dean, James E 
cc: 
Subject: 
Attachments: 

Spanos, John J [Ispanos@GFNET com] 
Wednesday, June 03,2009 3 44 PM 

Council, Carl J Jr, Selm, Roger E 
RE DE Kentucky - Gas and Common Plant Depreciation Study 
Duke Energy Kentucky - Spanos Direct Testimony doc, Duke-KY - Part I of 2 pdf, Duke-KY - 
Part 2 of 2 pdf 

Attached is the depreciation study report and my draft testimony. We will send the report down for printing tomorrow for 
the five bound copies Let me know i f  there are any changes to my testimony 

John 

From: Dean, James E [mailto:Jarnes.Dean@duke-energy.com] 
Sent: Monday, June 01, 2009 1:16 PM 
To: Spanos, John J.  
Cc: Council, Carl 3 Jr; Selm, Roger E 
Subject: DE Kentucky - Gas and Common Plant Depreciation Study 

Duke has approved the Kentucky Gas and Common Depreciation Study. Please provide a final electronic copy and five 
bound copies of the study. 

Separately please provide the breakout of the net salvage percent by salvage and cost of removal. 

T ha n Its 
JIM 

1 
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I. - INTRODUCTION AND PURPOSE 

1 Q. 

2 A. 

3 

4 Q. 

5 A. 

6 

7 Q. 

8 

9 A. 

10 Q. 

11 A. 

12 Q. 

13 A. 

14 

15 Q. 

16 A. 

17 

18 Q. 

19 

20 A. 

21 

PLEASE STATE YOUR NAME AND ADDRESS. 

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

Pennsylvania. 

ARE YOU ASSOCIATED WITH ANY FIRM? 

Yes. I am associated with the firm of Gannett Fleming Valuation and Rate Consultants, 

Inc. 

NOW LONG HAVE YOU BEEN ASSOCIATED WITH GANNETT FLEMING 

VALUATION AND RATE CONSULTANTS, INC.? 

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

WHAT IS YOUR POSITION WITH THE FIRM? 

I am a Vice President. 

WHAT IS YOUR EDUCATIONAL BACKGROUND? 

I have Bachelor of Science degrees in Industrial Management and Mathematics from 

Carnegie-Mellon LJniversity and a Master of Business Administration from York College. 

DO YOU BELONG TO ANY PROFESSIONAL SOCIETIES? 

Yes. I am a member of the Society of Depreciation Professionals and the American Gas 

AssociatiodEdison Electric Institute Industry Accounting Committee. 

DO YOU HOLD ANY SPECIAL CERTIFICATION AS A DEPRECIATION 

EXPERT? 

Yes. The Society of Depreciation Professionals has established national standards for 

depreciation professionals. The Society administers an examination to become certified in 

JOHN J. SPANOS DIRECT 

- 1  - 



1 

2 

3 Q. 

4 A. 

5 

6 

7 

8 

9 

10 

11 

this field. I passed the certification exam in September 1997 and was recertified in August 

2003 and February 2008. 

PLEASE OUTLINE YOUR EXPERIENCE IN THE FIELD OF DEPRECIATION. 

In June, 1986, I was employed by Gannett Fleming Valuation and Rate Consultants, Inc. as 

a Depreciation Analyst. During the period from June, 1986 through December, 1995, I 

helped prepare numerous depreciation and original cost studies for utility companies in 

various industries. I helped perform depreciation studies for the following telephone 

coinpanies: United Telephone of Pennsylvania, United Telephone of New Jersey and 

Anchorage Telephone LJtility. I helped perform depreciation studies for the following 

companies in the railroad industry: LJnion Pacilic Railroad, Burlington Northern Railroad 

and Wisconsin Central Transportation Corporation. 

12 

13 

14 

15 

I helped perform depreciation studies for the following organizations in the electric 

industry: Chugach Electric Association, The Ciiiciniiati Gas and Electric Company 

(CG&E), The IJnion Light, Heat and Power Company (now Duke Energy Kentucky), 

Northwest Territories Power Corporation and the City of Calgary - Electric System. 

16 

17 

18 

I helped perforin depreciation studies for the following pipeline companies: 

TransCanada Pipelines Limited, Trans Mountain Pipe Line Company Ltd., Interprovincial 

Pipe Line Inc., Nova Gas Transmission Limited and Lakehead Pipeline Company. 

19 

20 

21 

22 

I helped perform depreciation studies for the foIIowing gas companies: Columbia 

Gas of Pennsylvania, Columbia Gas of Maryland, The Peoples Natural Gas Company, T. 

W. Phillips Gas & Oil Company, CG&E, Duke Energy Kentucky, Lawrenceburg Gas 

Company and Penn Fuel Gas, Inc. 

JOHN J. SPANOS DIRECT 
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11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

I helped perform depreciation studies for the following water companies: Indiana- 

American Water Company, Consumers Pennsylvania Water Company and The York Water 

Company; and depreciation and original cost studies for Philadelphia Suburban Water 

Company and Pennsylvania-American Water Company. 

In each of the above studies, I assembled and analyzed historical and simulated 

data, performed field reviews, developed preliminary estimates of service life and net 

salvage, calculated annual depreciation, and prepared reports for submission to state Public 

Utility Commissions or federal regulatory agencies. I performed these studies under the 

general direction of William M. Stout, P.E. 

in January, 1996, I was assigned to the position of Supervisor of Depreciation 

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

Valuation Studies. In December, 2000, I was promoted to my present position as Vice- 

President of Gannett Fleming Valuation and Rate Consultants, Inc. and I became 

responsible for conducting all depreciation, valuation and original cost studies, including 

the preparation of final exhibits and responses to data requests for submission to the 

appropriate regulatory bodies. 

Since January 1996, I have conducted depreciation studies similar to those 

previously listed including assignments for Pennsylvania-American Water Corripany; Aqua 

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

Indiana-American Water Company; Hampton Water Works Company; Omaha Public 

Power District; Enbridge Pipe Line Company; Inc.; Columbia Gas of Virginia, Inc.; 

Virginia Natural Gas Company National Fuel Gas Distribution Corporation - New York 

JOHN J. SPANOS DIRECT 
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9 

10 

11 
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13 

14 
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16 

17 

18 

19 

20 

21 

22 

23 

and Pennsylvania Divisions; The City of Bethlehem - Bureau of Water; The City of 

Coatesville Authority; The City of Lancaster - Bureau of Water; Peoples Energy 

Corporation; The York Water Company; Public Service Company of Colorado; Enbridge 

Pipelines; Enbridge Gas Distribution, Inc,; Reliant Energy-HLP; Massachusetts- American 

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

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

Nevada Power Company; Dominion Virginia Power; NUI-Virginia Gas Companies; 

Pacific Gas & Electric Company; PSI Energy; NU1 - Elizabethtown Gas Company; 

Cinergy Corporation - CG&E; Ciiiergy Corporation - Duke Energy Kentucky; Columbia 

Gas of Kentucky; SCANA, Inc.; Idaho Power Company; El Paso Electric Company; 

Central Hudson Gas & Electric; Centennial Pipeline Company; CenterPoint Energy- 

Arkansas; CenterPoint Energy - Oklahoma; CenterPoint Energy - Entex; CenterPobit 

Energy - Louisiana; NSTAR - Boston Edison Company; Westar Energy, Inc.; PPL Electric 

Utilities; PPL Gas 1-Jtilities; Wiscoiisiii Power & Light Company; TransAlaska Pipeline; 

Avista Corporation; Northwest Natural Gas; Allegheny Energy Supply, Inc.; Public Service 

Company of North Carolina; South Jersey Gas Company; Duquesne Light Company; 

MidAmerican Energy Company; Laclede Gas; Duke Energy Company; E.ON U.S. 

Services Inc.; Elktori Gas Services; Anchorage Water and Wastewater IJtility; Duke 

Energy Carolinas; Duke Energy Ohio Gas; Duke Energy Kentucky; Duke Energy Indiana; 

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

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

Company; EPCOR Distribution, Inc. and B. C. Gas Utility, Ltd. My additional duties 

include determining final life and salvage estimates, conducting field reviews, presenting 
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3 Q. 
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5 A. 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 Q. 

20 

21 A. 

22 

23 

recornmended depreciation rates to management for its consideration aiid supporting such 

rates before regulatory bodies. 

HAVE YOPJ SUBMITTED TESTIMONY TO ANY RECPJLATORY UTILITY 

COMMISSIONS ON THE SUBJECT OF UTILITY PL,ANT DEPRECIATION? 

Yes. I have submitted testimony to the Pennsylvania Public Utility Commission; the 

Comnionwealth of Kentucky Public Service Commission; the Public Lltilities Commission 

of Ohio; the Nevada Public IJtility Commission; the Public IJtilities Board of New Jersey; 

the Missouri Public Service Commission; the Massachusetts Department of 

Telecommunications and Energy; the Alberta Energy & Utility Board; the Idaho Public 

IJtility Commission; the Louisiana Public Service Commission; the State Corporation 

Commission of Kansas; the Oklahoma Corporate Commission; the Public Service 

Commission of South Carolina; Railroad Commission of Texas - Gas Services Division; 

the New York Public Service Commission; Illinois Coinmerce Commission; the Indiana 

tltility Regulatory Commission; the California Public Utilities Coinmission; the Federal 

Energy Regulatory Coinmission (“FERC”); the Arkansas Public Service Commission; the 

Public Utility Commission of Texas; Maryland Public Service Commission; Washington 

I-Jtilities and Transportation Commission; The Tennessee Regulatory Cornmission; the 

Regulatory Commission of Alaska; and the North Carolina Utilities Commission. 

HAVE YOU HAD ANY ADDITIONAL EDUCATION RELATING TO UTILITY 

PLANT DEPRECIATION? 

Yes. I have completed the following courses conducted by Depreciation Program, Iiic.: 

“Techniques of Life Analysis,” “Techniques of Salvage and Depreciation Analysis,” 

“Forecasting Life arid Salvage,” “Modeling and Life Analysis 1Jsing Simulation” aiid 
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2 

3 Q. 

4 A. 

5 

6 Q. 

7 A. 

8 

9 

10 

11 

12 

13 Q. 

14 

15 A. 

16 

17 

18 

19 Q. 

20 

21 

22 A. 

23 Q. 

”Managing a Depreciation Study.” I have also completed the ”Introduction to Public 

IJtility Accounting” program conducted by the American Cas Association. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 

I sponsor the depreciation study performed for Duke Energy Kentucky. 

11. DEPRECIATION STUDY 

PL,EASE DEFINE THE CONCEPT OF DEPRECIATION. 

Depreciation refers to the loss in service value not restored by current maintenance, 

incurred in connection with the consumption or prospective retirement of utility plant i n  

the course of service from causes which can be reasonably anticipated or contemplated, 

against which the Company is not protected by insurance. Among the causes to be given 

consideration are wear and tear, decay, action of the elements, inadequacy, obsolescence, 

changes in the art, changes in denland and the requirements of public authorities. 

DID YOU PREPARE THE DEPRECIATION STUDY FILED BY DUKE ENERGY 

KENTUCKY IN THIS PROCEEDING? 

Yes. I prepared the depreciation study submitted by Duke Energy Kentucky with its filing 

in this proceeding. My report is entitled: “Depreciation Study - Calculated Annual 

Depreciation Accruals Related to Gas and Common Plant as of December 3 1,2008.” This 

report sets forth the results of my depreciation study for Duke Energy Kentucky. 

IN PREPARING THE DEPRECIATION STUDY, DID YOU FOLLOW 

GENERALLY ACCEPTED PRACTICES IN THE FIELD OF DEPRECIATION 

VALUATION? 

Yes. 

PLEASE DESCRIBE THE CONTENTS OF YOUR REPORT. 

JOHN J. SPANOS DIRECT 
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1 A. My report is presented in three parts. Part I, Introduction, presents the scope and basis for 

2 the depreciation study. Part 11, Methods Used in Study, includes descriptions of the basis 

3 of the study, the estimation of survivor curves and net salvage and the calculation of annual 

4 and accrued depreciation. Part 111, Results of Study, presents a description of the results, 

5 summaries of the depreciation calculations, graphs and tables that relate to the service life 

6 and net salvage analyses, and the detailed depreciation calculations. 

7 

8 

9 

10 

11 

12 

13 

14 Q. 

15 A. 

16 

17 

18 

19 

20 

21 

22 

The table on pages 111-4 and 111-5 presents the estimated survivor curve, the net 

salvage percent, the origiiial cost as of December 3 1, 2008, the book reserve and the 

calculated annual depreciation accrual and rate for each account or sirbaccount. The 

section beginning on page 111-6 presents the results of the retirement rate analyses prepared 

as the historical bases for the service life estimates. The section beginning on page 111- 13 1 

presents the results of the salvage analysis. The section beginning on page 111-160 presents 

the depreciation calculations related to surviving original cost as of December 3 1, 2008. 

PLEASE EXPLAIN HOW YOU PERFORMED YOUR DEPRECIATION STUDY. 

I used the straight line remaining life method of depreciation, with the equal life group 

procedure. The annual depreciation is based on a method of depreciation accounting that 

seeks to distribute the unrecovered cost of fixed capital assets over the estimated remaining 

useful life of each unit, or group of assets, in a systematic and reasonable manner. 

For General Plant Accounts 19 10, 1930, 1940, 1970, 1980 in common plant and 

2910, 2940 and 2980 in gas plant, I used the straight line remaining life method of 

amortization. The account numbers identified throughout my testimony represent those in 

effect as of December 31, 2008. The annual amortization is based on amortization 

JOHN J. SPANOS DIRECT 
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1 accounting that distributes the unrecovered cost of fixed capital assets over the remaining 

2 

3 Q. 

4 

5 A. 

6 

7 

8 

9 

10 Q. 

11 

12 

13 A. 

14 

15 

16 

17 

amortization period selected for each account and vintage. 

HOW DID YOU DETERMINE THE RECOMMENDED ANNUAL 

DEPRECIATION ACCRIJAL RATES? 

I did this in two phases. In the first phase, I estimated the service life and net salvage 

characteristics for each depreciable group, that is, each plant account or subaccount 

identified as having similar characteristics. In the second phase, I calculated the composite 

remaining lives and annual depreciation accrual rates based on the service life and net 

salvage estimates determined in the first phase. 

PLEASE DESCRIBE THE FIRST PHASE OF THE DEPRECIATION STUDY, IN 

WHICH YO17 ESTIMATED THE SERVICE LIFE ,4ND NET SALVAGE 

CHARACTERISTICS FOR EACH DEPRECIABL,E CROUP. 

The service life and net salvage study consisted of compiling historical data froin records 

related to Duke Energy Kentucky’s plant; analyzing these data to obtain historical trends of 

survivor characteristics; obtaining supplenientaiy information froin management and 

operating personnel concerning practices and plans as they relate to plant operations; and 

interpreting thc above data and the estimates used by other gas utilities to form judgments 

18 

19 Q. 

20 ESTIMATING SERVICE LIFE CHARACTERISTICS? 

21 A. 

22 

of average service life and net salvage characteristics. 

WHAT HISTORICAL DATA DID YOU ANALYZE FOR THE PURPOSE OF 

I analyzed the Company’s accounting entries that record plant transactions during the 

period 19.56 through 2008. The transactions included additions, retirements, transfers, 
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12 

13 

14 

15 

16 

17 

18 Q. 

19 

20 

21 A. 

22 

23 

sales and the related balances. The Company records included surviving dollar value by 

year installed for each plant account as of December 3 1. 2008. 

WHAT METHOD DID YOU USE TO ANALYZE THIS SERVICE LIFE DATA? 

I used the retirement rate method. This is the most appropriate method when retirement 

data covering a long period of time is available, because this method determines the 

average rates of retirement actually experienced by the Company during the period of time 

covered by the depreciation study. 

PLEASE DESCRIBE HOW YOIJ USED THE RETIREMENT RATE METHOD TO 

ANALYZE DUKE ENERGY KENTUCKY’S SERVICE LIFE DATA. 

I applied the retirement rate analysis to each different group of property in the study. For 

each property group, I used the retirement rate data to form a life table which, when 

plotted, shows an original survivor curve for that property group. Each original survivor 

curve represents the average survivor pattern experienced by the several vintage groups 

during the experience band studied. The survivor patterns do not necessarily describe the 

life characteristics of the property group; therefore, interpretation of the original survivor 

curves is required in order to use them as valid considerations in estimating service life. 

The Iowa type survivor curves were used to perform these interpretations. 

WHAT IS AN “IOWA-TYPE SURVIVOR CURVE” AND HOW DID YOU USE 

SUCH CURVES TO ESTIMATE THE SERVICE LIFE CHARACTERISTICS; FOR 

EACH PROPERTY GROUP? 

Iowa type curves are a widely-used group of survivor curves that contain the range of 

survivor characteristics usually experienced by utilities and other industrial companies. The 

Iowa curves were developed at the Iowa State College Engineering Experiment Station 
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10 

11 
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15 A. 

16 

17 

18 

19 

20 

21 

22 

23 

through an extensive process of observing and classifying the ages at which various types 

of property used by utilities and other industrial companies had been retired. 

Iowa type curves are used to smooth and extrapolate original survivor curves 

determined by the retirement rate method. The Iowa curves and truncated Iowa curves 

were used in this study to describe the forecasted rates of retirement based on the observed 

rates of retirement and the outlook for future retirements. 

The estimated survivor curve designations for each depreciable property group 

indicate the average service life, the family within the Iowa system to which the property 

group belongs, and the relative height of the mode. For example, the Iowa 5.5-R2.5 

indicates an average service life of fifty-five years; a right-moded, or R, type curve (the 

mode occurs after average life for right-moded curves); and a moderate height, 2 3 ,  for the 

mode (possible modes for R type curves range from 1 to 5). 

PLEASE DESCRIBE HOW THE ACCELERATED MAIN REPLACEMENT 

PROGRAM (AMRP) WAS UTILIZED IN THIS STUDY. 

The AMRP was utilized in Account 276 I ,  Main - Cast Iron, Copper and All Valves, and 

Account 2801, Services - Cast Iron, Copper and Valves. This program has been in place 

since 2000 and will continue through September 2010 when virtually all 12-inch and 

smaller diameter cast iron rnains and most cast iron services will be replaced. Therefore, 

the projected retirements for the years 2009 and 2010 were included in the life analysis for 

these accounts in order to properly incorporate historical statistics with future expectations 

of service life for these assets. The estimated survivor curves for the experience band 19.56 

through 2010 are plotted on page III-- of the depreciation study for Account 2761, and 

page III-- for Account 280 1. 
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6 

7 

8 Q- 

9 A. 

10 

11 Q. 

12 

13 

14 

15 A. 

16 

17 

18 

19 Q. 

20 

21 A. 

22 

23 

HAS THE IMPLEMENTATION OF AMRP DATA THROUGH 2010 AFFECTED 

THE PROPOSED DEPRECIATION RATES? 

Yes, the utilization of the 2009 and 2010 data has properly estimates the life characteristics 

of cast iron assets in the two accounts. Consequently, the proposed depreciation accrual 

rates of 5.25% for Account 276 1 and 2.86% for Account 2801 will match the appropriate 

recovery level to usefd life of cast iron investment in  these two accounts by the time most 

assets are retired in 2,010. 

PLEASE DESCRIBE HOW YOIJ ESTIMATED NET SALVAGE PERCENTAGES. 

I estimated the net salvage percentages by incorporating the historical data for the period 

1980 through 2008 and considered estimates for other gas companies 

PLEASE DESCRIBE THE SECOND PHASE OF THE PROCESS THAT YOU 

USED IN THE DEPRECIATION STUDY IN WHICH YOIJ CALCULATED 

COMPOSITE REMAINING LIVES AND ANNlJAL DEPRECIATION ACCRUAL 

RATES. 

After I estimated tlie service life and net salvage characteristics for each depreciable 

property group, I calculated the annual depreciation accrual rates for each group, using the 

straight line remaining life method, and using reinaining lives weighted consistent with the 

equal life group procedure. 

PLZASE DESCRIBE THE STRAIGHT LINE REMAINING LIFE METHOD OF 

DEPRECIATION. 

The straight line remaining life method of depreciation allocates the original cost of the 

property, less accumulated depreciation, less future net salvage, in equal aniounts to each 

year of remaining service life. 
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1 Q. 

2 A. 
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8 Q. 

9 A. 

10 

I 1  

12 

13 
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20 

21 

22 Q. 

23 

PLEASE DESCRIBE THE EQUAL LIFE GROUP PROCEDURE. 

The equal life group procedure is a method for determining the remaining life annual 

accrual for each vintage property group. IJnder this procedure, the future book accruals 

(original cost less book reserve) for each vintage are divided by the composite remaining 

life for the surviving original cost of that vintage. The vintage composite remaining life is 

derived by surnming the original cost less the calculated reserve for each equal life group 

and dividing by the sum of the whole life annual accruals. 

PLEASE DESCRIBE AMORTIZATION ACCOUNTING. 

In amortization accounting, units of property are capitalized in the same manner as they are 

in depreciation accounting. Amortization accounting is used for accounts with a large 

number of units, but small asset values, therefore, depreciation accounting is difficult for 

these assets because periodic inventories are required to properly reflect plant in service. 

Consequently, retirements are recorded when a vintage is fully amortized rather than as the 

units are removed from service. That is, there is no dispersion of retirement. All units are 

retired when the age of the vintage reaches the amortization period. Each plant account or 

group of assets is assigned a fixed period which represents an anticipated life which the 

asset will render full benefit. For example, in amortization accounting, assets that have a 

20-year amortization period will be fully recovered after 20 years of service and taken off 

the Company books, but not necessarily removed from service. In contrast, assets that are 

taken out of service before 20 years remain on the books until the amortization period for 

that vintage has expired. 

AMORTIZATION ACCOIJNTING IS BEING IMPLEMENTED TO WHICH 

PLANT ACCOUNTS? 

JOHN J. SPANOS DIRECT 
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Amortization accounting is only appropriate for certain Common and General Plant 

accounts. These accounts are 1910, 1930, 1940, 1970, 1980 for Common Plant; and 2910, 

2940 and 2980 for General Plant which represent approximately two percent of depreciable 

plant. 

PLEASE USE AN EXAMPLE TO ILLNSTRATE HOW THE ANNUAL 

DEPRECIATION ACCRUAL RATE FOR A PARTICTJLAR GROUP OF 

PROPERTY IS PRESENTED IN YOUR DEPRECIATION STUDY. 

I will use Account 2762, Mains - Steel, as an example because it is the largest depreciable 

group and represents 20% of depreciable plant. 

The retirement rate method was used to analyze the survivor characteristics of this 

property group. Aged plant accounting data was compiled from 1956 through 2008 and 

analyzed in periods that best represent the overall service life of this property. The life 

tables for the 19.56-2008 and 1979-2008 experience bands are presented on pages 111-39 

through 111-44 of the report. The life tables display the retirement and surviving ratios of 

the aged plant data exposed to retirement by age interval. For example, page 111-39 shows 

$16,845 retired at age 0.5 with $72,744,4 17 exposed to retirement. Consequently, the 

retirement ratio is .0002 and tlie surviving ratio is 0.9998. These life tables, or original 

survivor curves, are plotted along with the estimated smooth survivor curve, the 55-R2.5 

on page 111-38. 

My calculation of the annual depreciation related to the original cost at December 

3 1, 2008, of utility plant is presented on pages 111-1 79 through 111-1 81. The calculation is 

based on the 55-R2.5 survivor curve, 20% negative net salvage, the attained age, and the 

allocated book reserve. The tabulation sets forth the installation year, the original cost, 
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Page 45 of 37 f 
calculated accrued depreciation, allocated book reserve, future accnials, remaining life and 

annrial accrual. Thcse totals are brought forward to the table on page 111-4. 

111. CONCLUSION 

WAS THE DEPRECIATION STUDY FILED BY DTJI(E ENERGY KENTUCKY IN 

THIS PROCEEDING PREPARED BY YOU OR iJNDER YOUR DIRECTION AND 

CONTROL,? 

Yes. 

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

Yes. 
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VERIFICATION 

Commonwealth of Pennsylvania ) 

County of Cumberland 1 
1 ss: 

The undersigned, John J. Spanos, being duly sworn, deposes and says that he is a Vice 

President associated with the firm of Gannett Fleiiiing Valuation and Rate Consultants, Iuc., and 

that he has personal knowledge of the matters set forth in the foregoing testimony, and that the 

answers contained therein are true and correct to the best of his information, knowledge and belief. 

Fohn 1. Spanos, Affiant 

Subscribed and sworn to before me by on this ____ day 
of ,2009. 

NOTARY PUBLIC 

My Commission Expires: 
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Dean, James E 

From: 
Sent: 
To: 
cc: 
Subject: 

Spanos, John J [jspanos@GFNET.com] 
Thursday, June 04,2009 10 28 AM 
Dean, James E 
Council, Carl J Jr 
RE- DE Kentucky - Gas and Common Plant Depreciation Study 

Jim 

I do not feel as though the AMRP was the true reason for the life changes for Plastic mains or plastic services, thus, I did 
not include that in my testimony. Thus, if we all think it is better to say the AMRP did not affect the other pipe and service 
subaccounts, I can include that into my testimony 

John 

From : Dean , James E [mail to : James. Dea n @d u ke-energy .corn] 
Sent: Thursday, June 04, 2009 9:43 AM 
To: Spanos, John J. 
Cc: Council, Carl J Jr 
Subject: FW: DE Kentucky - Gas and Common Plant Depreciation Study 

I have read through and discussed with Gary Hehbeler your testimony. I have made a couple of suggested word changes 
to page 10 and 11 of your document. 

Open question .... Should these two sections (page 10 & 11 AMRP) point out the AMRP impact on bare steel and the 
plastic pipe replacement? From a previous email you sent there was not an impact to the 2762 Steel main account, 
2763 Plastic main had the life increased by 5 years, from 55 to 60, and 2803 Plastic services had a life increase of 2 years. 

I bring this up since the response only focused on the cast iron side of AMRP. I though you may want to consider 
adjusting the response to either point out changes or the lack of change AMRP has had on the other type of pipe and 
accounts the commission has been dealing with in the annual AMRP filings. 

Since I am definitely not the expert witness nor the person to testify to this, I leave any changes up to you. Please let me 
know if you think you will adjust your testimony. 

JIM 

- - I - - - - - __ - - - - - - - - -~. - _ _  - . -  

From: Spanos, John 1. [mailto:jspanos@GFNF.com] 
Sent: Wednesday, June 03, 2009 3:44 PM 
To: Dean, James E 
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Attached is the depreciation study report and my draft testimony. We will send the report down for printing tomorrow for 
the five hound copies Let me know if there are any changes to my testimony. 

John 

From: Dean, James E [mailto:Jarnes.Dean@duke-energy.com] 
Sent: Monday, June 01, 2009 1:16 PM 
To: Spanos, John 3. 
Cc: Council, Carl 3 Jr; Selm, Roger E 
Subject: DE Kentucky - Gas and Common Plant Depreciation Study 

1 
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Duke has approved the Kentucky Gas and Common Depreciation Study Please provide a final electronic copy and five 
bound copies o f  the study 

Separately please provide the breakout of  the net salvage percent by salvage and cost o f  removal. 

T h a n k s  
JIM 

2 



Dean, James E 

From: Spanos, John J [jspanos@GFNET.com] 
Sent: 
To: Dean, James E 
cc: Council, Carl J Jr 
Subject: 

Thursday, June 04,2009 lO"35 AM 

RE: DE Kentucky - Gas and Common Plant Depreciation Study 

\ItncIi. \C-I)IGO i -09 
h g e  49 0 1  37 

I made your recommended changes and I put in a sentence stating the AMRP program did not affect the plastic and steel 
su baccaun ts 

l__l____.._____-_ 1---" .̂ l..-.lll_l.l__-_ ~ .l____l__._i_.l__" __I__ ~ ^I__ X .̂....II___.I. 

From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Thursday, June 04, 2009 10:32 AM 
To: Spanos, John .I. 
Cc: Council, Carl 3 Jr 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Thanks John 
I am good with your clarification and agree no change i s  needed for steel and plastic. 

Do you plan to make any changes to your original testimony (pages 10 & II)? 

JIM 

_ -  

From: Spanos, Jahn J. [mailto:jspanos@GFNf.corn] 
Sent: Thursday, June 04, 2009 10:28 AM 
To: Dean, James E 
Cc: Council, Carl 3 Jr 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Jim: 

I do not feel as though the AMRP was the true reason for the life changes for Plastic mains or plastic services, thus, I did 
not include that in my testimony. Thus, if we all think it is better to say the AMRP did not affect the other pipe and service 
subaccounts, I can include that into my testimony. 

John 

._-_,--_" _-_I__..I,_.._ *..-_ .-..........-.----- ~ ,." _._-_-- ...--., I..--._." ._-------.-- ..._ _.I_. I_" .-_1c-_ 111_.--- "_111_..".1 -..--..I 

From: Dean, James E [mailto:James.Dean@duke-energy.cam] 
Sent: Thursday, June 04, 2009 9:43 AM 
To: Spanos, John 3. 
Cc: Council, Carl 3 Jr 
Subject: FW: DE Kentucky - Gas and Common Plant Depreciation Study 

I have read through and discussed with Gary Hebbeler your testimony. I have made a couple of suggested word changes 
to page 10 and 11 of your document. 

Open question .... Should these two sections (page 10 & 11 AMRP) point out the AMRP impact on bare steel and the 
plastic pipe replacement? From a previous email Y O ~ J  sent there was not an impact to the 2762 Steel main account, 
2763 Plastic main had the life increased by 5 years, from 55 to  60, and 2803 Plastic. services had a life increase of 2 years. 
I bring this up since the response only focused on the cast iron side of AMRP. I though you may want to consider 

1 
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adjusting the response to either point out changes or the lack of change AMRP has had on the otner type ot pipe and 
accounts the commission has been dealing with in the annual AMRP filings. 

Since I am definitely not the expert witness nor the person to testiQ to this, I leave any changes up to you. Please let me 
know i f  you think you will adjust your  testimony. 

JIM 

From: Spanos, John J. [mailto:jspanos@GFNET.com] 
Sent: Wednesday, June 03, 2009 3:44 PM 
To: Dean, James E 
Cc: Council, Carl J 3; Selm, Roger E 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Attached is the depreciation study report and my draft testimony We will send the report down for printing tomorrow for 
the five bound copies. Let me know if there are any changes to my testimony 

John 

~-~ _-_-_- ~ -,_- ""-_ ------ _--.-_.-.-I_ ~ .--. ll-_l."~_. -.---__-_ .̂.L_I__ ~ ,--- ~~ _-...-__ --- ..-.- -...------- I-.--" --__-_ __ ..--- 
From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Monday, June 01, 2009 1:16 PM 
To: Spanos, John 3. 
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: DE Kentucky - Gas and Common Plant Depreciation Study 

Duke has approved the Kentucky Gas and Common Depreciation Study. Please provide a final electronic copy and five 
bound copies of the study. 

Separately please provide the breakout of the net salvage percent by salvage and cost of removal 

Thanks 
JIM 

2 
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Attach.  \C-DR-01-09 Dean, James E 

From: 
Sent: 
To: Dean, James E 
Subject: 
Attachments: 

Spanos, John J. [jspanos@GFNET com] 
Thursday, June 04, 2009 12 20 PM 

RE DE Kentucky - Gas and Common Plant Depreciation Study 
Duke Energy Kentucky - Spanos Direct Testimony doc 

Here is the revised testimony 

~ ~ I___..-, ~. _̂ _.___̂ _I_.-. ~ ___.I..__._--__ ..-____-____I_,-....1_--_.._._.--._ ~-~ ...I__ I _._..II___.-. ” ~ - . -  

From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Thursday, June 04, 2009 11:41 AM 
To: Spanos, John J. 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Thanks 
Please forward your new testimony to me 

From: Spanos, John J. [mailto:jspanos@GFNl3.com] 
Sent: Thursday, June 04, 2009 1035 AM 
To: Dean, James E 
Cc: Council, Carl J Jr 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

I made your recommended changes and I put in a sentence stating the AMRP program did not affect the plastic and steel 
su baccounts 

...__... ~ --.-._ll.-l-.l.--_̂ .-l...._l I .-__-.-.__--I.^.- I .--. I -I-̂  .ll..l̂ ..-..._-l..--Y _._I_ 1 - - 1 .  ~ --.-...- l.,..l-..-ll^___^ ._..__-L....__ l__ll-- 

From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Thursday, June 04, 2009 10:32 AM 
To: Spanos, John 3. 
Cc: Council, Carl J Jr 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Thanks John 
I am good with your clarific,ation and agree no change i s  needed for steel and plastic 

Do you plan to make any changes to your original testimony (pages 10 & 11)? 

JIM 

-~ _ _ _ _ _  _ _ _  - _ -  - - - ___ . - _- - - - - _I.-- - - - - 
From: Spanos, John J. [mailto:jspanos@GFNFT.com] 
Sent: Thursday, June 04, 2009 10:28 AM 
To: Dean, James E 
Cc: Council, Carl J Jr 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Jim 

I do not feel as though the AMRP was the true reason for the life changes for Plastic mains or plastic services, thus, I did 
not include that in my testimony. Thus, if we all think it is better to say the AMRP did not affect the other pipe and service 
subaccounts, I can include that into my testimony 
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I. INTRODUCTION AND PURPOSE 

2 A. 

3 

4 Q. 

5 A. 

6 

7 Q* 

8 

9 A. 

10 Q. 

11 A. 

12 Q. 

13 A. 

14 

15 Q. 

16 A. 

17 

18 Q. 

19 

20 A. 

21 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is John J. Spanos. My business address is 207 Senate Avenue, Camp I-MI, 

Pennsylvania. 

ARE YOU ASSOCIATED WITH ANY FIRM? 

Yes. I am associated with the firm of Gannett Fleming Valuation and Rate Consultants, 

Inc. 

HOW LONG HAVE YOU BEEN ASSOCIATED WITH GANNETT FLEMING 

VALIJATION AND RATE CONSULTANTS, INC.? 

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

WHAT IS YOUR POSITION WITH THE FIRM? 

I am a Vice President. 

WHAT IS YOUR EDUCATIONAL BACKGROUND? 

I have Bachelor of Science degrees in  Industrial Management and Mathematics from 

Carnegie-Mellon University and a Master of Business Administration from York College. 

DO YOIJ BELONG TO ANY PROFESSIONAL SOCIETIES? 

Yes. I am a triember of the Society of Depreciation Professionals and the American Gas 

AssociatiodEdison Electric Institute Industry Accounting Committee. 

DO YOU HOLD ANY SPECIAL CERTIFICATION AS A DEPEWCIATION 

EXPERT? 

Yes. The Society of Depreciation Professionals has established national standards for 

depreciation professionals. The Society administers an examination to become certified in 

JOHN J. SPANOS DIRECT 
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1 

2 

3 Q* 

4 A. 

5 

6 

7 

8 

9 

10 

11 

this field. I passed the certification exam in September 1997 and was recertified in August 

2003 and February 2008. 

PLEASE OIJTLINE YOUR EXPERIENCE IN THE FIELD OF DEPRECIATION. 

In June, 1986, I was employed by Gannett Fleming Valuation and Rate Consultants. Inc. as 

a Depreciation Analyst. During the period from June, 1986 through December, 1995, I 

helped prepare nunierous depreciation and original cost studies for utility companies in  

various industries. I helped perform depreciation studies for the following telephone 

companies: United Telephone of Pennsylvania, IJnited Telephone of New Jersey and 

Anchorage Telephone Utility. I helped perform depreciation studies for the following 

companies in the railroad industry: IJnion Pacific Railroad, Burlington Northcrn Railroad 

and Wisconsin Central Transportation Corporation. 

12 

13 

14 

15 

I helped perform depreciation studies for the following organizations in the electric 

industry: Chugach Electric Association, The Cincinnati Gas and Electric Company 

(CG&E), The [Jnion Light, Heat and Power Company (now Duke Energy Kentucky), 

Northwest Territories Power Corporation and the City of Calgaiy - Electric System. 

16 

17 

18 

I helped perform depreciation studies for the following pipeline companies: 

TransCanada Pipelines Limited, Trans Mountain Pipe Line Company Ltd., Interprovincial 

Pipe Line Inc., Nova Gas Transmission Limited and Lakehead Pipeline Conipany. 

19 

20 

21 

22 

I helped perform depreciation studies for the following gas companies: Columbia 

Gas of Pennsylvania, Columbia Gas of Maryland, The Peoples Natural Gas Company, T. 

W. Phillips Gas & Oil Company, CG&E, Duke Energy Kentucky, Lawrenceburg Gas 

Company and Peim Fuel Gas, Inc. 

JOHN J. SPANOS DIRECT 

- 2 -  



,A I t;ich. i G-011-0 1 -09 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

I helped perform depreciation studies for the following water companies: Indiana- 

American Water Company, Consumers Pennsylvania Water Company and The York Water 

Company; and depreciation and original cost studies for Philadelphia Suburban Water 

Company and Pennsylvania-American Water Company. 

In each of the above studies, I assembled and analyzed historical and simulated 

data, performed field reviews, developed preliminary estimates of service life and net 

salvage, calculated armual depreciation, and prepared reports for submission to state Public 

IJtility Commissions or federal regulatory agencies. I performed these studies under the 

general direction of William M. Stout, P.E. 

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

Studies. In July, 1999, 1 was promoted to the position of Manager, Depreciation and 

Valuation Studies. In December, 2000, I was promoted to my present position as Vice- 

President of Gamiett Fleming Valuation and Rate Consultants, Inc. and I became 

responsibie for conducting all depreciation, valuation arid original cost studies, including 

the preparation of final exhibits and responses to data requests for submission to the 

appropriate regulatory bodies. 

Since January 1996, I have conducted depreciation studies similar to those 

previously listed including assignments for Pennsylvania-American Water Company; Aqua 

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

Indiana-American Water Company; IHampton Water Works Company; Omaha Public 

Power District; Enbridge Pipe Line Company; Inc.; Columbia Gas of Virginia, Inc.; 

Virginia Natural Gas Company National Fuel Gas Distribution Corporation - New York 

JOHN J. SPANOS DIRECT 
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1 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

and Pennsylvania Divisions; The City of Bethlehem - Bureau of Water; The City of 

Coatesville Authority; The City of Lancaster ~ Bureau of Water; Peoples Energy 

Corporation; The York Water Company; Public Service Company of Colorado; Enbridge 

Pipelines; Enbridge Gas Distribution, Inc.; Reliant Energy-HLP; Massachusetts-American 

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

Chugach Electric Association; Alliant Energy; Oltlahoma Gas & Electric Company; 

Nevada Power Company; Dominion Virginia Power; NUI-Virginia Gas Companies; 

Pacific Gas & Electric Company; PSI Energy; NIJI - Elizabethtown Gas Company; 

Cinergy Corporation - CG&E; Cinergy Corporation - Duke Energy Kentucky; Columbia 

Gas of Kentucky; SCANA, Inc.; Idaho Power Company; El Paso Electric Company; 

Central Hudson Gas & Electric; Centennial Pipeline Company; CenterPoint Energy- 

Arkansas; CenterPoint Energy - Olclahoma; CenterPoiiit Energy - Entex; CenterPoiiit 

Energy - Louisiana; NSTAR - Boston Edison Company; Westar Energy, Inc.; PPL Electric 

Utilities; PPL Gas Utilities; Wisconsin Power & Light Company; TransAlaska Pipeline; 

Avista Corporation; Northwest Natural Gas; Allegheny Energy Supply, Inc.; Public Service 

Company of North Carolina; South Jersey Gas Company; Duquesne Light Company; 

MidAmerican Energy Company; L,aclede Gas; Duke Energy Company; E.ON U.S. 

Services Inc.; Elkton Gas Services; Anchorage Water and Wastewater Utility; Duke 

Energy Carolinas; Duke Energy Ohio Gas; Duke Energy Kentucky; Duke Energy Indiana; 

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

Coluinbia Gas of Maiyland; Bonneville Power Administration; NSTAR Electric and Gas 

Company; EPCOR Distribution, Inc. and B. C. Gas Utility, Ltd. My additional duties 

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

JOHN J. SPANOS DIRECT 
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3 Q. 

4 

5 A. 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 Q. 

20 

21 A. 

22 

23 

recommended depreciation rates to management for its consideration and supporting such 

rates before regulatoiy bodies. 

HAVE YOU SUBMITTED TESTIMONY TO ANY REGULATORY UTILITY 

COMMISSIONS ON THE SIJBJECT OF TJTILITY PL,ANT DEPRECIATION? 

Yes. I have submitted testimony to the Peiuisylvania Public Litility Commission; the 

Commonwealth of Kentucky Public Service Commission; the Public Utilities Commission 

of Ohio; the Nevada Public LJtility Commission; the Public IJtilities Board oCNew Jersey; 

the Missouri Public Service Commission; the Massachusetts Department of 

Telecommunications and Energy; the Alberta Energy & Utility Board; the Idaho Public 

IJtility Commission; the Louisiana Public Service Commission; the State Corporation 

Commission of Kansas; the Oklahoma Corporate Commission; the Public Service 

Commission of South Carolina; Railroad Commission of Texas - Gas Services Division; 

the New York Public Service Commission; Illinois Commerce Commission; the Indiana 

Utility Regulatory Commission; the California Public Utilities Commission; the Federal 

Energy Regulatory Commission (“FERC”); the Arkansas Public Service Commission; the 

Public Utility Commission of Texas; Maiyland Public Service Commission; Washington 

IJtilities and Transportation Commission; The Tennessee Regulatoiy Commission; the 

Regulatory Comnission of Alaska; arid the North Carolina Utilities Commission. 

HAVE YOU HAD ANY ADDITIONAL EDUCATION REL,ATING TO UTE[L,ITY 

PLANT DEPRECIATION? 

Yes. I have completed the following courses conducted by Depreciation Programs, Inc.: 

“Techniques of Life Analysis,” “Techniques of Salvage and Depreciation Analysis,” 

“Forecasting Life and Salvage,” ”Modeling arid Life Analysis IJsing Simulation” and 

JOHN J. SPANOS DIRECT 
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1 “Managing a Depreciation Study.” I have also completed the -‘Introduction to Public 

2 Utility Accounting” program conducted by the American Gas Association. 

3 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 

4 A. I sponsor the depreciation study performed for Duke Energy Kentucky. 

5 11. DEPRECIATION STUDY 

6 Q. PLEASE DEFINE THE CONCEPT OF DEPRECIATION. 

7 A. 

8 

Depreciation refers to the loss in service value not restored by current maintenance, 

incurred in connection with the coilsumption or prospective retirement of utility plant in 
_- __ --1=.GL-r- z-- T _ _  _.*--.----- 

9 the course of service from causes which can be reasonably anticipated or contemplated, 

1 0  against which the Company is not protected by insurance. Among the causes to be given 

1 1  consideration are wear and tear, decay, action of the elements, inadequacy, obsolescence, 

12 

1 3  Q. 

changes in the art, changes in demand and the requirements of public authorities. 

DID YOU PREPARE THE DEPRECIATION STIJDY FILED BY DUKE ENERGY 

14 KENTUCKY IN THIS PROCEEDING? 

15 A. Yes. I prepared the depreciation study submitted by Duke Energy Kentucky with its filing 

16 in this proceeding. My report is entitled: “Depreciation Study - Calculated Annual 

17 Depreciation Accruals Related to Gas and Common Plant as of December 3 1,2008.” This 

18 report sets forth the results of my depreciation study for Duke Energy Kentucky. 

19 Q. IN PREPARING THE DEPRECIATION STUDY, DID YOU FOLLOW 

20 GENERALLAY ACCEPTED PRACTICES IN THE FIELD OF DEPRECIATION 

21 VALUATION? 

22 A. Yes. 

23 Q. PLEASE DESCRIBE THE CONTENTS OF YOUR REPORT. 

JOHN J. SPANOS DIRECT 
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A. My report is presented in tlxee parts. Part I, Introduction, presents the scope and basis for 

the depreciation study. Part 11, Methods Used in Study, includes descriptions ofthe basis 

of the study, the estimation of survivor curves and net salvage and the calculation of annual 

and accrued depreciation. Part 111, Results of Study, presents a description of the results, 

sunimaries of the depreciation calculations, graphs arid tables that relate to the service life 

and net salvage analyses, and the detailed depreciation calculations. 

The table on pages 111-4 and 111-5 presents the estimated survivor curve, the net 

8 

9 

10 

11 

12 

13 

14 

15 

16 

1 7 

18 

19 

20 

21 

22 

salvage percent, the original cost as of December 3 1,  2008, the book reserve and the 

calculated annual depreciation accrual and rate for each account or subaccount Tlie 

section beginning on page 111-6 presents the results of the retirement rate analyses prepared 

as the historical bases for the service life estimates. The section beginning on page 111-1 3 1 

presents the results of the salvage analysis. The section beginning on page 111-160 presents 

the depreciation calculations related to surviving original cost as of December 3 1, 2008. 

PL,EASE EXPLAIN HOW YOU PERFORMED YOUR DEPRECIATION STUDY. 

I used the straight line remaining life method of depreciation, with the equal life group 

procedure. The annual depreciation is based on a method of depreciation accounting that 

seeks to distribute the unrecovered cost of fixed capital assets over the estimated remaining 

useful life of each unit, or group of assets, in a systematic and reasonable manner. 

Q. 

A. 

For General Plant Accounts 1910, 19.30, 1940, 1970, 1980 in common plant and 

2910, 2940 and 2980 in gas plant, I used the straight line remaining life method of 

amortization. The account numbers identified throughout my testimony represent those in 

effect as of December 31, 2008. The annual amortization is based on amortization 

JOHN J. SPANOS DIRECT 
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1 

4 

5 A. 

6 

7 

8 

9 

10 Q. 

11 

12 

13 A. 

14 

15 

16 

17 

18 

19 Q. 

20 

21 A. 

22 

accounting that distributes the unrecovered cost of fixed capital assets over the remaining 

amortization period selected for each account and vintage. 

HOW DID YOU DETERMINE THE RECOMMENDED ANNUAL 

DEPRECIATION ACCRUAL RATES? 

I did this in two phases. In the first phase, I estimated the service life and net salvage 

characteristics for each depreciable group, that is, each plant account or subaccount 

identified as having similar characteristics. In the second phase, I calculated the composite 

remaining lives and aimual depreciation accrual rates based on the service life and net 
. .  

salvage estimates determined in the first phase. 

PLEASE DESCRIBE THE FIRST PHASE OF THE DEPRECIATION STUDY, IN 

WHICH YOU ESTIMATED THE SERVICE LIFE AND NET SAL’VAGE 

CHARACTERISTICS FOR EACH DEPRECIABLE GROUP. 

The service life and net salvage study consisted of compiling historical data from records 

related to Duke Energy Kentucky’s plant; analyzing tliese data to obtain historical trends of 

survivor characteristics; obtaining supplementary information from manageinent and 

operating personnel concerning practices and plans as they relate to plant operations; and 

interpreting the above data and the estiniates used by other gas utilities to forinjudgments 

of average service life and net salvage characteristics. 

WHAT HISTORICAL DATA DID YOU ANALYZE FOR THE PURPOSE OF 

ESTIMATING SERVICE LJFE CHARACTERISTICS? 

I analyzed the Company’s accounting entries that record plant transactions during the 

period 1956 through 2008. The transactions included additions, retirements, transfers, 

JOHN J. SPANOS DIRECT 
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2 

3 Q. 

4 A. 

5 

6 

7 

8 Q. 

9 

10 A. 

11 

12 

13 

14 

15 

16 

17 

18 Q. 

19 

20 

21 A. 

22 

23 

sales and the related balances. The Company records included surviving dollar value by 

year installed for each plant account as of December 3 1, 2008. 

WHAT METHOD DID YOU USE TO ANALYZE THIS SERVICE LIFE DATA? 

I used the retirement rate method. This is the most appropriate method when retirement 

data covering a long period of time is available, because this method determines the 

average rates of retirement actually experienced by the Company during the period of time 

covered by the depreciation study. 

PLEASE DESCRIBE HOW YOU USED THE RETIREMENT RATE METHOD TO 

ANALYZE DUKE ENERGY KENTUCKY’S SERVICE LIFE DATA. 

I applied the retirement rate analysis to each different group of property in the study. For 

each property group, I used the retirement rate data to form a life table which, when 

plotted, shows an original survivor curve for that property group. Each original survivor 

curve represents the average survivor pattern experienced by the several vintage groups 

during the experience band studied. The survivor patterns do not necessarily describe the 

life characteristics of the property group; therefore, interpretation of the original survivor 

curves is required in order to use them as valid considerations in estimating service life. 

The Iowa type survivor curves were used to perform these interpretations. 

WHAT IS AN “IOWA-TYPE SURVIVOR CURVE” AND HOW DID YOU USE 

SUCH CURVES TO ESTIMATE THE SERVICE LIFE CHARACTERISTICS FOR 

EACH PROPERTY GROIJP? 

Iowa type curves are a widely-used group of survivor curves that contain the range of 

survivor characteristics usually experienced by utilities and other industrial companies. The 

Iowa curves were developed at the Iowa State College Engineering Experiment Station 
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1 through an extensive process of observing and classifying the ages at which various types 

2 of property used by utilities and other industrial companies had been retired. 

3 Iowa type curves are used to smooth and extrapolate original survivor curves 

4 determined by the retirement rate method. The Iowa curves and truncated Iowa curves 

5 were used in this study to describe the forecasted rates of retirement based on the observed 

6 rates of retirement and the outlook for future retirements. 

7 

8 

The estimated survivor curve designations for each depreciable property group 

indicate the average service life, the family within the Iowa system to which the property 

9 group belongs, and the relative height of the mode. For example, the Iowa 5.5-R2.S 

10 indicates an average service life of fifty-five years; a right-moded, or R, type curve (the 

11 mode occurs after average life for right-inoded curves); and a moderate height, 2.5, for the 

12 mode (possible modes for R type curves range from 1 to 5). 

13 Q. PLEASE DESCRIBE HOW THE ACCELERATED MAIN REPLACEMENT 

14 PROGRAM (AMRP) IMPACTED THIS STUDY. 

15 A. The AMRP was utilized in Account 2761, Main - Cast Iron, Copper and All Valves, and 

16 Account 2801, Services - Cast Iron, Copper and Valves. This program has been in place 

17 since 2000 and will continue through September 20 10 when virtually all 12-inch and 

18 smaller diameter cast iron mains and associated services will be replaced. Therefore, the 

19 prqjected retirements for the years 2009 and 2010 were included in the life analysis for 

20 these accounts in order to properly incorporate historical statistics with future expectations 

21 of service life for these assets. The estimated survivor curves for the experience band 19.56 

22 through 20 10 are plotted on page 111-3 1 of the depreciation study for Account 276 1, and 
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5 A. 
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10 Q. 

11 A. 
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13 Q. 

14 

15 

16 

17 A. 

18 

19 

20 

21 Q. 

22 

page 111-63 for Account 2801 There is no anticipated affect on the estimated plastic and 

steel mains or services due to AMRP. 

HAS THE IMPLEMENTATION OF AMRP DATA THROUGH 2010 AFFECTED 

THE PROPOSED DEPRECIATION RATES? 

Yes, the utilization of the 2009 and 2010 data has properly estimated the life characteristics 

of cast iron assets in the two accounts. Consequently, the proposed depreciation accrual 

rates of 5.25% for Account 2761 and 2.86% for Account 2801 will match the appropriate 

recovery level to usefd life of cast iron investment in these two accounts by the time most 

assets are retired in  20 10. 

PLEASE DESCRIBE HOW YOU ESTIMATED NET SALVAGE PERCENTAGES. 

I estimated the net salvage percentages by incorporating the historical data for the period 

1980 through 2008 and considered estimates for other gas companies. 

PLEASE DESCRIBE THE SECOND PHASE OF THE PROCESS THAT YOU 

USED IN THE DEPRECIATION STUDY IN WHICH YOU CALCULATED 

COMPOSITE REMAINING LIVES AND ANNUAL DEPRECIATION ACCRUAL 

RATES. 

After I estimated the service life and net salvage characteristics for each depreciable 

property group, I calculated the annual depreciation accrual rates for each group, using the 

straight line remaining life method, and using remaining lives weighted consistent with the 

equal life group procedure. 

PLEASE DESCRIBE THE STRAIGHT LINE REMAINING LIFE METHOD OF 

DEPRECIATION. 

JOHN J. SPANOS DIRECT 
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3 

4 Q. 

5 A. 

6 

7 

8 
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10 

11 Q. 

12 A. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

The straight line remaining life method of depreciation allocates the original cost of the 

property, less accumulated depreciation, less future net salvage, in  equal amounts to each 

year of remaining service life. 

PLEASE DESCRIBE THE EQUAL LIFE GROUP PROCEDURE. 

The equal life group procedure is a method for determining the remaining life annual 

accrual for each vintage property group, Under this procedure, the future book accruals 

(original cost less book reserve) for each vintage are divided by the composite remaining 

life for the surviving original cost of that vintage. The vintage composite remaining life is 

derived by summing the original cost less the calculated reserve for each equal life group 

and dividing by the sum of the whole life annual accruals. 

PLEASE DESCRIBE AMORTIZATION ACCOUNTING. 

In amortization accounting, units of property are capitalized in the same inanner as they are 

in depreciation accounting. Amortization accounting is used for accounts with a large 

number of units, but small asset values, therefore, depreciation accounting is difficult for 

these assets because periodic inventories are required to properly reflect plant in service. 

Consequently, retirements are recorded when a vintage is fully amortized rather than as the 

units are removed from service. That is, there is no dispersion of retirement. All units are 

retired when the age of the vintage reaches the amortization period. Each plant account or 

group of assets is assigned a fixed period which represents an anticipated life which the 

asset will render full benefit. For example, in amortization accounting, assets that have a 

20-year amortization period will be fully recovered after 20 years of service and taken off 

the Company books, but not necessarily removed from service. In contrast, assets that are 

JOHN J. SPANOS DIRECT 
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taken out of service before 20 years remain on the books until the amortization period for 

that vintage has expired. 

AMORTIZATION ACCOUNTING IS BEING IMPL,EMENTED TO WHICH 

PL,ANT ACCOUNTS? 

Amortization accounting is only appropriate for certain Common and General Plant 

accounts. These accounts are 19 10, 1930, 1940, 1970, 1980 for Common Plant; and 29 10, 

2940 and 2980 for General Plant which represent approximately two percent of depreciable 

plant . 

PLEASE USE AN EXAMPLE TO ILLUSTRATE HOW THE ANNUAL 

DEPRECIATION ACCRUAL RATE FOR A PARTICULAR GROUP OF 

PROPERTY IS PRESENTED IN YOUR DEPRECIATION STUDY. 

I will use Account 2762, Mains - Steel, as an example because it is the largest depreciable 

group and represents 20% of depreciable plant. 

The retirement rate method was used to analyze the survivor characteristics of this 

property group. Aged plant accounting data was compiled from 1956 through 2008 and 

analyzed in periods that best represent the overall service life of this property. The life 

tables for the 1956-2008 and 1979-2008 experience bands are presented on pages 111-39 

tluough 111-44 of the report. The life tables display the retirement and surviving ratios of 

the aged plant data exposed to retirement by age interval. For example, page 111-39 shows 

$16,845 retired at age 0.5 with $72,744,4 17 exposed to retirement. Consequently, the 

retirement ratio is .0002 and the surviving ratio is 0.9998. These life tables, or original 

survivor curves, are plotted along with the estimated smooth survivor curve, the 55-R2.5 

on page 111-38. 

JOHN J. SPANOS DIRECT 
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My calculation of the annual depreciation related to the original cost at December 

3 1,  2008, of utility plant is presented on pages 111- 179 through 111-1 8 1. The calculation is 

based on the 55-R2.5 survivor curve, 20% negative net salvage, the attained age, and the 

allocated book reserve. The tabulation sets forth the installation year, the original cost, 

calculated accrued depreciation, allocated book reserve, future accruals, remaining life and 

annual accrual. These totals are brought forward to the table on page 111-4. 

111. CONCLUSION 

WAS THE DEPRECIATION STUDY FILED BY DUKE ENERGY KENTUCKY IN 

THIS PROCEEDING PREPARED BY YOU OR UNDER YOUR DIRECTION AND 

CONTROL'? 

Yes. 

DOES THIS CONCLUDE YOUR PRE-FILED DIRECT TESTIMONY? 

Yes. 

JOHN J. SPANOS DIRECT 
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VERIFICATION 

Commonwealth of Pennsylvania ) 

County of Cumberland ) 
) ss: 

The undersigned, John J. Spanos, being duly sworn, deposes and says that he is a Vice 

President associated with the firm of Gannett Fleming Valuation and Rate Consultants, Iiic., and 

that he has personal knowledge of the matters set forth in the foregoing testimony, and that the 

answers contained therein are true and correct to the best of his information, knowledge and belief. 

John J. Spanos, Affiant 

Subscribed and sworn to before me by on this ___ day 
of ,2009. 

NOTARY PURLJC 

My Commission Expires: 

JOHN J. SPANOS DIRECT 
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i>agc 6') or 170 
Dean, James E 

From: 
Sent: 
To: Dean, James E 
cc: 
Subject: 
Attachments: 

Spanos, John J bspanos@GFNET com] 
Thursday, June 04,2009 2 34 PM 

Council, Carl J Jr, Selm, Roger E 
RE DE Kentucky - Gas and Common Plant Depreciation Study 
DEK20OBGAS - ELG V2 - ratebrkdwn XIS 

Here is the rate breakdown schedule 

From: Dean, lames E [mailto:James.Dean@duke-energy.com] 
Sent: Monday, June 01, 2009 1:16 PM 
To: Spanos, John 3. 
Cc: Council, Carl 3 3r; Selm, Roger E 
Subject: DE Kentucky - Gas and Common Plant Depreciation Study 

Duke has approved the Kentucky Gas and Common Depreciation Study. Please provide a final electronic copy and five 
bound copies O f  the study. 

Separately please provide the breakout of the net salvage percent by salvage and cost of removal 

Thanks 
JIM 

1 
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From: 
Sent: 
To: 
Subject: 

Spanos, John .J [jspanos@GFNET cam] 
Friday, June 12, 2009 9 03 AM 
Dean, James E, C0unC.t Carl J Jr 
Duke kentucky 

Jim & Carl 

Do we have sign off on the Duke Energy Kentucky report? We are holding the copies until we confirmation from you that 
the studies are okay to send 

John 

J 

1 



Dean. James E 

From: Dean, James E 
Sent: 
To: 'Spanos, John J ' 
cc: Council, Carl J Jr 
Subject: RE DEK Rate Case 
Attachments: 

Monday, February 23, 2009 4 1 1  PM 

DEK Gas Transfers 10-1 -05 thru 12-3 1-08 XIS, DEK Gas Additions 10-1 -05 thru 12-3 1-08 XIS; 
DEK Gas Depreciation Reserve Activity 10-1-05 thru 12-31-08 XIS, DEK Gas Retirements 
10-1-05 thru 12-31-08 xis; DEK Gas Surving Age Distribution as of 12-31-08 xis 

Gas files 

" .-..I .l..l.__.__ .__. _ _  I- .- _. _- .- -__....._-.II_ ~ I._.I_. 

From: Dean, James E 
Sent: Monday, February 23, 2009 4:10 PM 
To: 'Spanos, John 1.' 
Cc: Council, Carl J Jr 
Subject: RE: DEK Rate Case 

Attached are the data files that you requested I will be mailing the hard copy of the files also 

I have not included one item that you have requested as part of the electric data request 
A list of probable retirements dates in  effect from the operations/eiigiiieeriiig departments. 

Carl, what process have we used to obtain these dates? Is this an email to Barry Pulskamp? Also John did not ask for a 
demolition study for the Kentucky plants, is one required or needed? 

Gas will be sent separately 

JIM 

"_..-I.- - _ _ I _ ~ - _ . . "  "-1 .l.l-lll.-.- I---- ^--"- -..- I... .I--. --._I --.x_---._-" . ."--I." 
From: Spanos, John J. [mailto:jspanos@GFNE.com] 
Sent: Wednesday, January 21, 2009 10:22 AM 
To: Council, Carl 3 Jr; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: RE: DEK Rate Case 

Carl 

Attached are the engagement letter and data requirements lists for electric, gas and common plant for Duke Energy 
Kentucky 

John 

From: Council, Carl J Jr [mailto:cjcouncil@duke-energy.com] 
Sent: Monday, January 19, 2009 12:15 PM 
To: Spanos, John -1.; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: FW: DEK Rate Case 

John, looks like Regulatory is now planning for a full case in Kentucky as opposed to just gas Please let me know if you 
have any concerns with meeting this timeline given the Carolinas case timeline crunch 

1 
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Jim is going to get the data pulled -would be helpful if yoti could send us the data requirements (like with the Carolinas 
work), particularly noting how much info you currently have in your database and how far back we need to go Also, 
please go ahead and prepare an engagement letter based on the information below 

accelerated rate for the existing installed base of meters to get them fully depreciated over a shorter remaining life 

'i 
sc! - x . %  Mark, what are the plans with respect to Smartgrid deployment in Kentucky? If plans exist we will need to prepare an g $? z 

0 - 5  

Sent: Monday, January 19, 2009 11:07 AM 
To: Council, Carl J Jr; Dean, James E 
Cc: Smith, Paul G (Rates); Wathen, Don - Rates; Czupik, Ted Jr 
Subject: DEK Rate Case 

Back in November, Lisa Carver let John Spanos know we were planning to file a DEK gas rate case about June 1 of this 
year Recently, we started discussing a combined gas and electric filing in Kentucky The Order and Stipulation in our 
last DEK electric rate case (Case No 2006-00172) requires the Company to conduct a new depreciation study for its 
electric plant to be filed by the earlier of the filing of an application to increase retail electric base rates or January 1, 
2014 Considering the possibility of a DEK electric case this siimmer, you should let John know we will need depreciation 
studies for gas, electric and common in Kentucky We will need the revised depreciation accrual rate schedules (Part Ill, 
pages 4 thru 6) by April 24'h and the final Depreciation Study and John's testimony by May 8Ih When a final decision is 
made on the electric case, 1'11 let you know Thank you! 

Rob Pnrsoiis 
Duke Energy 
ernail: rparsons@cinerqv corn 
phone: (513) 419-5704 
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Dean, James E 

From: Dean, James E 
Sent: 
To: 'Spanos, John J ' 
Cc: Council, Carl J Jr 
Subject: RE DEK Rate Case 
Attachments: 

Monday, February 23,2009 4 10 PM 

DEK Electric & Common Depr Reserve Activity 1-1-06 thru 12-31-08 XIS, DEK Elec & 
Common Additions 1-1-06 thru 12-31-08 XIS; DEK Elec & Common Retirements 1-1-06 thru 
12-31-08 XIS, DEK Elec & Common Surviving Age Distribution as of 12-31 -08 XIS, DEK Elec & 
Common Transfers 1-1-06 thru 12-31-08 XIS 

Attached are the data files that you requested I will be mailing the hard copy of the files also 

I have not included one item that you have requested as part of the electric data request 
A list o f  probable retirements dates in effect from the operations/engirieeriiig departments. 

Carl, what process have we used to obtain these dates? Is this an email to Barry Pulskamp? Also John did not ask for a 
demolition study for the Kentucky plants, is one required or needed? 

Gas will be sent separately 

JIM 

.- ._....--._-..-I. .- .-_....--_-I_-.--.-._ ".l _.^l.l---_l------l_^..----. I-....---..^----_ _-._.-_. -_-.__.__-." ~, 

From: Spanos, John 1. [mailto:jspanos@GFNt.com] 
Sent: Wednesday, January 21, 2009 10:22 AM 
To: Council, Carl J Jr; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: RE: DEK Rate Case 

Carl: 

Attached are the engagement letter and data requirements lists for electric, gas and common plant for Duke Energy 
Kentucky 

John 

From: Council, Carl J .Ir [mailto:Cjcouncil@duke-energy.com] 
Sent: Monday, January 19, 2009 12:15 PM 
To: Spanos, John 1.; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: Fw: DEK Rate Case 

John, looks like Regulatory is now planning for a full case in Kentucky as opposed to just gas. Please let me know if you 
have any concerns with meeting this timeline given the Carolinas case timeline crunch 

Jim is going to get the data pulled -would be helpful if you could send us the data requirements (like with the Carolinas 
work), particularly noting how much info you currently have in your database and how far back we need to go Also, 
please go ahead and prepare an engagement letter based on the information below. 

Mark, what are the plans with respect to Smartgrid deployment in Kentucky? If plans exist we will need to prepare an 
accelerated rate for the existing installed base of meters to get them fully depreciated over a shorter remaining life. 

1 
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From: Parsons, Bob 
Sent: Monday, January 19, 2009 11:07 AM 
To: Council, Carl 3 Jr; Dean, James E 
Cc: Smith, Paul G (Rates); Wathen, Don - Rates; Czupik, Ted Jr 
Subject: DEK Rate Case 

Back in November, Lisa Carver let John Spanos know we were planning to file a DEK gas rate case about June 1 of this 
year Recently, we started discussing a combined gas and electric filing in Kentucky The Order and Stipulation in our 
last DEK electric rate case (Case No. 2006-00172) requires the Company to conduct a new depreciation study for its 
electric plant to be filed by the earlier of the filing of an application to increase retail electric base rates or January 1, 
2014. Considering the possibility of a DEK electric case this summer, you should let John know we will need depreciation 
studies for gas, electric and common in Kentucky. We will need the revised depreciation accrual rate schedules (Part 1 1 1 ,  
pages 4 thru 6) by April 24Ih and the final Depreciation Study and John's testimony by May 8Ih When a final decision is 
made on the electric case, 1'11 let you know. Thank you! 

Bob Parsons 
Duke Energy 
email: rparsons4cinerqv.com 
phone (513) 419-5704 
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Dean James E 

From: Dean, James E 
Sent: 
To: 'Spanos, John J ' 
cc: Council, Carl J Jr 
Subject: FW DEK Rate Case 

Monday, March 02,2009 8:03 AM 

See below retirement date information. 

From: Sandfoss, Steve 
Sent: Monday, March 02, 2009 7:28 AM 
To: Dean, James E 
Subject: RE: DEK Rate Case 

Retirement Dates: Miami Fort lJnit 6 - 2030, East  Bend Unit 2 - 2050, and Woodsdale CT's - 2030 

Steve Sandfass 
Performance & Measures 
Regulated Generation Fleet Operations 
Office -51 3-287-21 57 
Cell - 51 3-543-8345 

From: Sandfoss, Steve 
Sent: Sunday, March 01, 2009 10:22 AM 
To: Dean, James E 
Subject: RE: DEK Rate Case 

FAX - 51 3-287-2032 - - - - - - - 

It will not prevent but i t  does gives some level of knowledge and consistency 

Steve Sandfoss 
Performance & Measures 
Regulated Generation Fleet Operations 
Office -51 3-287-21 57 
Cell - 513-543-8345 

From: Dean, James E 
Sent: Saturday, February 28, 2009 11:47 AM 
To: Sandfoss, Steve 
Subject: RE: DEK Rate Case 

. _ -  -_ FAX - 51 3-287-2032 _ .  - - .. 

I have not found the old retirement dates. Is this something that will prevent you from supplying the new dates? If I will 
contact the depreciation consultant to see what they have. 

JIM 
- - - -  _ _  - - - - __ - - _ _  - - - . - - - 

From: Dean, James E 
Sent: Wednesday, February 25, 2009 8:17 AM 
To: Sandfoss, Steve 
Cc: Council, Carl J Jr 
Subject: RE: DEK Rate Case 

1 



I have found out that no demolition study has been included in the past and that Carl has not reqliested one to be made 
Our depreciation consultant asks if one were available to obtain a copy of it but did not require one to be made 

I will need to look for prior study information relative to retirements of the plants 

JIM 

From: Sandfoss, Steve 
Sent: Tuesday, February 24, 2009 8 5 8  PM 
To: Dean, James E 
Subject: RE: DEK Rate Case 

Do you have any information from prior studies? I am not aware of any demolition studies on these plants but we can 
check with Investment Engineering as they have been involved with Indiana Studies. 

Steve Sandfoss 
Performance & Measures 
Regulated Generation Fleet Operations 
Office -513-287-2157 
Cell - 513-543-8345 

From: Dean, James E 
Sent: Tuesday, February 24, 2009 8:12 AM 
To: Sandfoss, Steve 
Cc: Council, Carl J Jr 
Subject: FW: DEI< Rate Case 

FAX - 513-287-2032 

Can you provide the retirement dates for the Kentucky plants? This will be used by our depreciation consultant in 
developing new depreciation rates 

Also are you aware of any demolition study that has been performed for these stations, if so can you provide it to me? 

I would like to have this information by the end of week if possible 

Thanks 
JIM 

-.---X Î_I-.-.- .---I-.I -,-_ I._ .I-- ~ .-_-. " - X . - l - . l l l l  -.-.̂ -I l-_..-.̂ l̂ ..llll-.llII I__" -.--.....-.I. .̂.-._..---" -1-._1~.-, 

From: Spanos, John 3. [maiito:jspanos@GFNET.com] 
Sent: Tuesday, February 24, 2009 7:59 AM 
To: Dean, James E 
Cc: Council, Carl J Jr 
Subject: RE: DEK Rate Case 

Jim 

Normally, we get the retirement dates from Barry Pulskamp I did not request a demolition study for the Kentucky plants 
because in the past the decision was not to include but I think if one has been completed it would be wise to include in the 
study 

John 

From: Dean, lames E [mailto:jarnes.dean@duke-energy.corn] 
Sent: Monday, February 23,2009 4:10 PM 
To: Spanos, John 1. 
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Cc: Council, Carl J Jr 
Subject: RE: DEK Rate Case 

Attached are the data files that you requested I will be mailing the hard copy of the files also 

I have not included one item that you have requested as part of the electric data request 
A list of probable retirements dates in effect from the operations/engineering departments. 

Carl, what process have we used to obtain these dates? Is this an email to Barry Pulskamp? Also John did not ask for a 
demolition study for the Kentucky plants, is one required or needed? 

Gas will be sent separately 

JIM 

l__._ll__..̂ __-._____.I .._- .. -,, .--_ __..”___ _-_----._--.-. “--_. __._..--. -.-l--l---.X.._-ll.._I.tl-.----.-l-_.-- -._I. -...l.__”_-l._-__.”-.. .- . 
From: Spanos, John 3. [maiIto:jspanos@GFN~.com] 
Sent: Wednesday, January 21, 2009 10:22 AM 
To: Council, Carl J lr; Claeys, Mark 3 
Cc: Dean, James E; Wiles, Danny 
Subject: RE: DEK Rate Case 

Carl: 

Attached are the engagement letter and data requirements lists for electric, gas and common plant for Duke Energy 
Kentucky 

John 

From: Council, Carl J Jr [mailto:cjcouncil@duke-energy.com] 
Sent: Monday, January 19, 2009 12:15 PM 
To: Spanos, John J.; Claeys, Mark 3 
Cc: Dean, lames E; Wiles, Danny 
Subject: FW: DEK Rate Case 

John, looks like Regulatory is now planning for a full case in Kentucky as opposed to just gas. Please let me know if you 
have any concerns with meeting this timeline given the Carolinas case timeline crunch 

Jim is going to get the data pulled -would be helpful if you could send us the data requirements (like with the Carolinas 
work), particularly noting how much info you currently have in your database and how far back we need to go. Also, 
please go ahead and prepare an engagement letter based on the information below 

Mark, what are the plans with respect to Smartgrid deployment in Kentucky? If plans exist we will need to prepare an 
accelerated rate for the existing installed base of meters to get them fully depreciated over a shorter remaining life 

From: Parsons, Bob 
Sent: Monday, January 19, 2009 11:07 AM 
To: Council, Carl J Jr; Dean, James E 
Cc: Smith, Paul G (Rates); Wathen, Don - Rates; Czupik, Ted Jr 
Subject: DEK Rate Case 

Back in November, Lisa Carver let John Spanos know we were planning to file a DEK gas rate case about June 1 of this 
year Recently, we started discussing a combined gas and electric filing in Kentucky. The Order and Stipulation in our 
last DEK electric rate case (Case No 2006-001‘72) requires the Company to conduct a new depreciation study for its 
electric plant to be filed by the earlier of the filing of an application to increase retail electric base rates or January 1, 
2014 Considering the possibility of a DEK electric case this summer, you should let John know we will need depreciation 
studies far gas, electric and common in Kentucky. We will need the revised depreciation accrual rate schedules (Part Ill, 

3 
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pages 4 thru 6) by April 24'h and the final Depreciation Study and John's testimony by May 8'h When a final decision is 
made on the electric case, 1'11 let you know Thank you! 

Rob Pnrsons 
Duke Energy 
ernail: rparsons@cinergy corn 
phone. (5 13) 41 9-5704 
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Case No. 2009-202 
;ittacB. .4G-D11-01-09 

From: 
Sent: 
To: 
cc: 
Subject: 

Dean, James E 
Wednesday, March 11, 2009 5 00 PM 
'Spanos, John J ' 
Knue, Mark A 
RE DEK Rate Case 

John, Mark Knue will be your contact over the next couple of weeks while I am out of  the office. Mark has 
downloaded the information per your request below. Mark will be sending you the data files and will be 
mailing hard copies of  the reports to your office (PO Box 67100). Mark will send this information lhursday 

Mark thanks for finishing this up for me 

JIM 

From: Spanos, John J. [mailto:jspanos@GFN€T.com] 
Sent: Monday, March 09, 2009 9:29 AM 
To: Dean, James E 
Cc: Council, Carl J Jr 
Subject: RE: DEK Rate Case 

Jim 

We need some help on the data you sent us for Duke Energy Kentucky 

1) We never received any hard copies of the files 
2) Can you send plant statements similar to the reserve statements, except I need each plant and reserve statement 

by year not the entire three year period in one file 
3) The addition, retirement and transfer files need to be in separate files by year or I need a column that identifies 

the year each transaction was actually booked The engineering-in-service works for the vintage 

Thanks 

John 

__ -...-,-.."I-_--." _._  ̂ _..._̂_I I__ .-_- ~ _" __." -._l-l-r ~ - " ~ "  --.I '".l - .---.-L.-... ...- --I._ ~ . . ~  ~ I.._.._ ~ -...-. I-. 
From: Dean, .lames E [mailto:james.dean@duke-energy.com] 
Sent: Monday, February 23, 2009 4:lO PM 
To: Spanos, John 1. 
Cc: Council, Carl J Jr 
Subject: RE: DEK Rate Case 

Attached are the data files that you requested I will be mailing the hard copy of the files also 

I have not included one item that you have requested as part of the electric data request I . 
A list of probable retirements dates in  effect froin the operationdengineering departments. 

Carl, what process have we used to obtain these dates? Is this an email to Barry Pulskamp? Also John did not ask for a 
demolition study for the Kentucky plants, is one required or needed? 

Gas will be sent separately 

JIM 
1 
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From: Spanos, John 3. [maiIto:jspanos@GFNET.com] 
Sent: Wednesday, January 21, 2009 10:22 AM 
To: Council, Carl J Jr; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: RE: DEK Rate Case 

Carl 

Attached are the engagement letter and data requirements lists for electric, gas and common plant for Duke Energy 
Kentucky 

John 

l.ll._-_._.,"I--.-. -.._ _I.._--. l_,l"..._ ..II" I_-" _.__I.I -.--.^__.^.I_.-. LIIIII""-.-l-.-^....I_-l.- ..-.- - "--._.--"---.~-._.̂ _-.--~..."~_.,1"..1.(_r_-I-__---.-1. 

From: Council, Carl J Jr [mailto:cjcouncil@duke-energy.com] 
Sent: Monday, January 19, 2009 12:15 PM 
To: Spanos, John 1.; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: FW: DEK Rate Case 

John, looks like Regulatory is now planning for a full case in Kentucky as opposed to just gas Please let me know if you 
have any concerns with meeting this timeline given the Carolinas case timeline crunch 

Jim is going to get the data pulled - would be helpful if you could send us the data requirements (like with the Carolinas 
work), particularly noting how much info you currently have in your database and how far back we need to go Also, 
please go ahead and prepare an engagement letter based on the information below 

Mark, what are the plans with respect to Smartgrid deployment in Kentucky? If plans exist we will need to prepare an 
accelerated rate for the existing installed base of meters to get them fully depreciated over a shorter remaining life 

1___-____1__._._--~-----~~-1-1-~-------.-~II-_--.I_-..-1--.- - . " ~ - .  

From: Parsons, Bob 
Sent: Monday, January 19, 2009 11:07 AM 
To: Council, Carl J .Ir; Dean, James E 
Cc: Smith, Paul G (Rates); Wathen, Don - Rates; Czupik, Ted Jr 
Subject: DEK Rate Case 

Back in November, Lisa Carver let John Spanos know we were planning to file a DEK gas rate case about June 1 of this 
year. Recently, we started discussing a combined gas and electric filing in Kentucky. The Order and Stipulation in our 
last DEK electric rate case (Case No 2006-00172) requires the Company to conduct a new depreciation study for its 
electric plant to be filed by the earlier of the filing of an application to increase retail electric base rates or January 1, 
2014. Considering the possibility of a DEK electric case this summer, you should let John know we will need depreciation 
studies for gas, electric and common in Kentucky We will need the revised depreciation accrual rate schedules (Part 111, 
pages 4 thru 6) by April 24'h and the final Depreciation Study and John's testimony by May 8th When a final decision is 
made on the electric case, 1'11 let you know. Thank you! 

Bob Parsons 
Duke Energy 
email: yparsonsAcinerqv.com 
phone: (51 3) 41 9-5704 
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Dean, James E 

From: 
Sent: 
To: 
cc: 
Subject: 

Dean, James E 
Tuesday, March 3 1, 2009 5 02 PM 
‘Spanos, John J ’ 
Council, Carl J Jr 
RE KY Rate Case 

Per the immediate email below, please prepare only a gas and common depreciation study The electric case does not 
look to be filed in the immediate future. 

JIM 

From: Council, Carl J J r  
Sent: Tuesday, March 31, 2009 3:25 PM 
To: Dean, James E 
Subject: FW: KY Rate Case 

Spoke with Don - the chance electric will be pulled into the case i s  slim ...... 10%. I suggest we tell Spanos to  focus on gas 
and wait on electric for now. 

1 



From: 
Sent: 
To : 
Subject: 

Dean, James E 
Thursday, April 02, 2009 1 30 PM 
'Spanos, John J ' 
RE KY Rate Case 

Acct 2940 should be classified under the gas BU of 75086. This will transferred in April 2009. 
AMI common meters are AMI electric meters with the ability to read the gas meter and forward both gas and electric 
read information to corporate. This intern saves some cost on the gas AMI  device. 

JIM 

From: Spanos, John 3. [mailto:jspanos@GFNET.com] 
Sent: Thursday, April 02, 2009 9:31 AM 
To: Dean, James E 
Subject: RE: KY Rate Case 

Jim 

I need some assistance on one of the files sent to me. In the 1047 electric and common file for 2008 there are some 
additions assigned to acct 294 Gas We are not sure if these are gas assets, electric, assets or common assets Since 
we are no longer dealing with electric, it will matter how these entries are dealt with. I have attached the 1047 file you 
sent to help you see the issue 

Also, I need to know if the leased AMI meters in account 17001 are the same as those in 37001 and 28101 

Thanks 

John 

From: Dean, James E [mailto:james.dean@duke-energy.com] 
Sent: Tuesday, March 31, 2009 5:02 PM 
To: Spanos, John 3. 
Cc: Council, Carl J I r  
Subject: RE: KY Rate Case 

Per the immediate email below, please prepare only a gas and common depreciation study. The electric case does not 
look to be filed in the immediate future. 

JIM 

From: Council, Carl I Jr 
Sent: Tuesday, March 31, 2009 3:25 PM 
To: Dean, James E 
Subject: FW: KY Rate Case 

Spoke with Don -the chance electric; will be pulled into the case is  slim ...... 10%. I suggest we te l l  Spanos to focus on gas 
and wait on elec.tric for now. 

1 
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Dean, James E 

From: 
Sent: 
TO: 
cc: 
Subject: 

Dean, James E 
Wednesday, April 29, 2009 8 25 AM 
'Spanos, John J ' 
Council, Carl J Jr, Parsons, Bob 
Update on KY Gas & Common Study 

John, I wanted to follow up with YOU on the KY Study you are performing. We would like to have new rates to review by 
April 27th. The original work plan called for a final report and testimony by May 8'h I Testimony does not need to be 
finalized until Mav 18'h. 

Please let me know if the April 27'h date can be met. 

Thanks 
JIM 

1 



Dean. James E 

From: Dean, James E 
Sent: 
To: 'Spanos, John J ' 
Subject: 
Attachments: 

Friday, May 01, 2009 1 51 PM 

RE Update on KY Gas & Common Study 
KY common Strcuture 1 9000 XIS 

The file attached is  for the ICY common structures surviving a t  12/31/2008 from the PP CPR. I have inserted a column on 
the worksheet to identify the depreciation grotip associated to the survivors in this account (column Q). I think this will 
provide you a better identification of the Erlanger facility from all other facilities. 

JIM 

From: Spanos, Jahn 1. [mailto:jspanos@GFNFT.com] 
Sent: Friday, May 01, 2009 1257 PM 
To: Dean, James E 
Cc: Council, Carl J Jr; Parsons, Bob 
Subject: RE: Update on KY Gas & Common Study 

Jim 

We found one area that we do not have enough detailed information to complete the study Can you supply us with the 
surviving plant balances as of 12/31/08 for Account 1900 by location? We only need the major locations identified as the 
others will be placed in the minor structures area 

Thanks 

John 

From: Dean, lames E [mailto:James.Dean@duke-energy.cam] 
Sent: Wednesday, April 29, 2009 8:25 AM 
To: Spanos, John 3. 
Cc: Council, Carl 3 Jr; Parsons, Bob 
Subject: Update on KY Gas & Common Study 

John, I wanted to follow up with you on the KY Study you are performing. We would like to have new rates to review by 
April 27'h. The original work plan called for a final report and testimony by May 
finalized until May lgth. 

. Testimony does not need to be 

Please let me know if the April 27'h date can be met. 

Thanks 
JIM 

1 
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Page 87 of 370 

From: 
Sent: 
To: 
cc: 
Subject: 

Dean, James E 
Wednesday, May 06, 2009 3"40 PM 
'Spanos, John J ' 
Council, Carl J Jr 
KY Testimony update 

The insert below was clipped from a meeting agenda updating the schedule for the KY gas / common rate case. If you 
have any questions please contact me. 

Ill_ Tentative schedule for Testimony: 
0 Draft testimony made available to witnesses via Sharepoint April 24, 2009. 

First draft of testimony back from witnesses by May 15, 2009. 

Comments inserted by June 5 2009 
Final Drafts completed by June 12, 2009. 
Sign-off and signed affidavits by June 19th. 

Should have background info completed and anything that does not have financial specific information. 
0 

0 

0 

1 



C:tse No. 2009-202 

Page 88 0137 f AtI:lCh. .AG-DR-01-09 Dean, James E: 

From: 
Sent: 
To: 
cc: 
Subject: 

Dean, James E 
Thursday, May 07,2009 11 59 AM 
'Spanos, John .I 
Council, Carl .I Jr, Selm, Roger E 
KY Study Review Comments 

We have reviewed the depreciation study you provided and have the following comments: 

1) We will be using the ELG study. In Kentucky we have been filing ELG and not ASL. 
2 )  Gas Mains - Plastic ..." Acct 2763 Plastic and Acct 2768 Plastic - Capex should be considered as one account and 

have one depreciation rate. The breakout of Acct 2768 is only meant to track our AMRP program cost for a 
short term regulatory need. As the AMRP project moves forward al l  cost in Acct 2768 will be closed out t o  Acct 
2763. 

3) Gas Mains -Steel... Acct 2762 and Acct 2767 should be handled the same as (2 )  above. 
4) Gas Services - Acct 2803 and Acct 2805 should be handled the same as ( 2 )  above. 
5 )  Gas Services - Acct 2806 and Acct 2807 should be handled the same as ( 2 )  above. 

I will be discussing one other potential issue with Gary Hebheler asap. I may send an addition email concerning this. I 
wanted to get you these comments for you to consider. If you have any questions please contact me. 

JIM 



Dean. James E 
Case No. 2009-202 

1':ige 89 01 ,370 
1 ttncll. ;\G-I)K-O LO(# 

From: 
Sent: 
To: 
Subject: 

Dean, James E 
Thursday, May 07, 2009 12 23 PM 
'Spanos, John ,I.' 
RE KY Study Review Comments 

OK 
Tha nlts 

From: Spanos, John 3. [maiIto:jspanos@GFNf3'.com] 
Sent: Thursday, May 07, 2009 12:13 PM 
To: Dean, James E 
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: RE: KY Study Review Comments 

I will combine the assets as you have described below and come up with one rate for the combined assets Therefore, in 
my study we will nat see account 2768 listed, etc 

________l________ll_____II_____..__ - c I.------- - 
From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Thursday, May 07, 2009 11:59 AM 
To: Spanos, John J. 
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: KY Study Review Comments 

We have reviewed the depreciation study you provided and have the following comments: 

1) We will be using the ELG study. In Kentucky we have been filing ELG and not ASL. 
2) Gas Mains - Plastic ..". Acct 2763 Plastic and Acct 2768 Plastic - Capex should be considered as one account and 

have one depreciation rate. The breakout of Acct 2768 is only meant to track our AMRP program cost for a 
short term regulatory need. As the AMRP project moves forward all cost in Acct 2768 will be closed out to Acct 
2763. 

3) Gas Mains -Steel.... Acct 2762 and Acct 2767 should be handled the same as (2) above. 
4) Gas Services -Acct 2803 and Acct 2805 should be handled the same as (2) above. 
5) Gas Services - Acct 2806 and Acct 2807 should be handled the same as (2) above. 

I will be discussing one other potential issue with Gary Hebbeler asap. I may send an addition email concerning this. I 
wanted to get you these comments for you to consider. If you have any questions please contact me. 

JIM 

1 
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Dean, James E 

From: 
Sent: 
To: 
cc: 
Subject: 

Dean, James E 
Thursday, May 14,2009 10 48 AM 
'Spanos, John J 
Council, Carl J Jr; Hebbeler, Gary J 
KY Gas Depr Rates 

I met with Gary Hebbeler on the new KY Gas Depr rates to get his opinion of the rates to be used specific to Mains and 
Services. I wanted to  make Y O ~ J  aware of Gary's thoughts and comments relative to these rates and in light of this 
information the potential rate impact. 

1) Mains 2761 - The current AMRP schedule calls for the replacement of the pipe held in this account by Sept 
2010. There will be a very small residual amount of OC $84,308 and AD $72,883 (as of April books) after AMRP 
is complete. There is no immediate plan to replace this residual in the near future. This additional information 
may require a significant increase in the depr rate for this account. 

2) Mains 2762 -The current AMRP schedule calls for the replacement of the bare steel (1948 and prior) to be fully 
replaced by Sept 2010. All steel pipe will then be cathodically protected and have minimal replacement activity. 
Gary expects a life of  at least 70 - 75 years from the cathodically protected steel pipe This additional 
information may require a decrease in the depr rate for this account. 

3) Mains 2763 - The current AMRP process is replacing plastic pipe earlier than one would have expected. The 
AMRP process will replace segments of old main and intermittent plastic replacement main to obtain one solid 
plastics pipe run and provide service continuation. The process has inflated the retirements over the past 10 
years of AMRP. Gary expects a life of at least 70 - 100 years from plastic pipe and would suggest that the past 
10 years of  retirements are inflated as a result of the AMRP process bay 2 / 3rd. This additional information may 
require a decrease in the depr rate for this account. 

4) Services 2803 -The same points as stated in (3) above apply to this account with the exc.eption of  an expected 
life being provided. 

5) Service 2806 and 2807 -Gary has suggested that depreciation rates for the Curb to Meter service should be the 
same as those supplied for the Main to Curb services accounts 2803 and 2805. The new assets, Curb to Meter, 
should have similar performance characteristic as the traditional service section Main to Curb. 

This was the follow up that I pointed out in my first email. If you would like to have meeting to discuss these points with 
Gary and accounting, please let me know and I will establish one. 

Thanks 
JIM 

1 



Dean, James E 
C;ise No. 2009-202 
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From: 
Sent: 
To: 
cc: 
Subject: 

Dean, James E 
Monday, June 01, 2009 1 16 PM 
'Spanos, John J 
Council, Carl J Jr, Selm, Roger E 
DE Kentucky - Gas and Common Plant Depreciation Study 

Duke has approved the I<entuc.ky Gas and Common Depreciation Study. Please provide a final electronic copy and five 
bound copies of the study. 

Separately please provide the breakout of the net salvage percent by salvage and cost of removal. 

Thanks 
JIM 

1 



Dean, James E 

From: Dean, James E 
Sent: 
To: 'Spanos, John J ' 
cc: Council, Carl ,I Jr 
Subject: 
Attachments: 

Thursday, June 04, 2009 9 43 AM 

FW DE Kentucky - Gas and Common Plant Depreciation Study 
Duke Energy Kentucky - Spanos Direct Testimony doc 

I have read through and discussed with Gary Hehbeler your testimony. I have made a couple of suggested word changes 
to page 10 and 11 of your document. 

Open question .... Should these two sections (page 10 & 11 AMRP) point out the AMRP impact on bare steel and the 
plastic pipe replacement? From a previous email you sent there was not an impact to the 2762 Steel main account, 
2763 Plastic main had the life increased by 5 years, from 55 to 60, and 2803 Plastic services had a life increase of  2 years. 
I bring this up since the response only focused on the cast iron side of  AMRP. I though you may want to consider 

adjusting the response to either point out changes or the lack of change AMRP has had on the other type of pipe and 
accounts the commission has been dealing with in the annual AMRP filings. 

Since I am definitely not the expert witness nor the person to testify to this, I leave any changes up to you. Please let me 
know if you think you will adjust your testimony. 

JIM 

From: Spanos, John 3. [mailto:jspanos@GFNET.com] 
Sent: Wednesday, June 03, 2009 3:44 PM 
To: Dean, James E 
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Attached is the depreciation study report and my draft testimony. We will send the report down for printing tomorrow for 
the five bound copies. Let me know if there are any changes to my testirnony 

John 

".--l_--.-l .̂-------"-------.------.---.-.------.--~--.-- ^._.,.l_._________. 

From: Dean, James E [mailto:James.Dean@duke-energy.com] 
Sent: Monday, June 01, 2009 1:16 PM 
To: Spanos, John J. 
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: DE Kentucky - Gas and Common Plant Depreciation Study 

Duke has approved the Kentucky Gas and Common Depreciation Study. Please provide a final electronic copy and five 
bound copies of  the study. 

Separately please provide the breakout of  the net salvage percent by salvage and cost of removal 

Thanks 
JIM 

1 
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From: 
Sent: 
To: 
cc: 
Subject: 

Dean, James E 
Thursday, June 04, 2009 10 32 AM 
'Spanos, John ,I ' 
Council, Carl J Jr 
RE. DE Kentucky - Gas and Common Plant Depreciation Study 

Thanks John 
I arn good with your clarification and agree no change i s  needed for steel and plastic 

Do you plan to make any changes to your original testimony (pages 10 & Ll)? 

JIM 

From: Spanos, John 1. [mailto:jspanos@GFNET.com] 
Sent: Thursday, June 04, 2009 10:28 AM 
To: Dean, James E 
Cc: Council, Carl J I r  
Subject: RE: DE Kentucky - G a s  and Common Plant Depreciation Study 

Jim. 

I do not feel as though the AMRP was the true reason for the life changes for Plastic mains or plastic services, thus, I did 
not include that in my testimony Thus, if we all think it is better to say the AMRP did not affect the other pipe and service 
subaccounts, I can include that into my testimony 

John 

From: Dean, James E [mailto:3ames.Dean@duke-energy.com] 
Sent: Thursday, June 04, 2009 9:43 AM 
To: Spanos, John J. 
Cc: Council, Carl J3r 
Subject: FW: DE Kentucky - G a s  and Common Plant Depreciation Study 

I have read through and discussed with Gary Hebbeleryour testimony. I have made a couple of suggested word changes 
to page 10 and 11 of your document. 

Open question.. Should these two sections (page 10 & 11 AMRP) point out the AMRP impact on bare steel and the 
plastic pipe replacement? From a previous email you sent there was not an impact to the 2762 Steel main account, 
2763 Plastic main had the life increased by 5 years, from 55 to 60, and 2803 Plastic services had a life increase of 2 years. 

I bring this t i p  since the response only focused on the cast iron side of AMRP. I though you may want to consider 
adjusting the response to either point out changes or the lack of change AMRP has had on the other type of pipe and 
accounts the commission has been dealing with in the annual AMRP filings 

Since I am definitely not the expert witness nor the person to testify to this, I leave any changes up to you. Please let me 
know if you think you will adjust your testimony. 

JIM 

_ _  - -- ._ -- - -_ - . __ .  _ _  _ -  I ~ 

From: Spanos, John J. [mailto:jspanos@GFNET.com] 
Sent: Wednesday, June 03, 2009 3:44 PM 
To: Dean, James E 
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Cc: Council, Carl J Ir; Selm, Roger E 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

i t  I i l  c 11. A C -  1) R-O I -0') 
Page 94 of 37 

Attached is the depreciation study report and my draft testimony We will send the report down for printing tomorrow for 
the five bound copies Let me know if there are any changes to my testimony 

John 

..-I__._--."^_...-I L ---, ~ .-.-._..___I-- _._~..__ ... _-_"---_ _,_.-.I-.-.-_. ~ _-. -_._I.._-.._-I" _-.___..-.I_.-.- .-.-- _- 
From: Dean, lames E [mailto:James.Dean@duke-energy.corn] 
Sent: Monday, June 01, 2009 1:16 PM 
To: Spanos, John 3 .  
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: DE Kentucky - Gas and Common Plant Depreciation Study 

Duke has approved the Kentucky Gas and Common Depreciation Study. Please provide a final electronic copy and five 
bound copies o f  the study. 

Separately please provide the breakout of the net salvage percent by salvage and cost of removal. 

Thanks 
JIM 

2 
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Dean, James E 

From: 
Sent: 
To: 
Subject: 

Dean, James E 
Thursday, June 04,2009 11 41 AM 
'Spanos, John J.' 
RE. DE Kentucky - Gas and Common Plant Depreciation Study 

Thanks 
Please forward your new testimony to me 

From: Spanos, John 1. [mailto:jspanos@GFNE.com] 
Sent: Thursday, June 04, 2009 10:35 AM 
To: Dean, James E 
Cc: Council, Carl 3 Jr 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

I made your recommended changes and I put in a sentence stating the AMRP program did not affect the plastic and steel 
su baccounts 

From: Dean, James E [mailto:3ames.Dean@duke-energy.com] 
Sent: Thursday, June 04, 2009 10:32 AM 
To: Spanos, John 3 .  
Cc: Council, Carl J Jr 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Thanks John 
I am good with your clarification and agree no change is needed for steel and plastic. 

Do you plan to make any changes to  your original testimony (pages 10 & ll)? 

JIM 

. -  - 

From: Spanos, John 1. [mailto:jspanos@GFNE.co~] 
Sent: Thursday, June 04, 2009 10:28 AM 
To: Dean, James E 
Cc: Council, Carl 3 Jr 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Jim 

I do not feel as though the AMRP was the true reason for the life changes for Plastic mains or plastic services, thus, I did 
not include that in my testimony. Thus, if we all think it is better to say the AMRP did not affect the other pipe and service 
subaccounts, I can include that into my testimony 

John 

From: Dean, James E [mailto:Jarnes.Dean@duke-energy.com] 
Sent: Thursday, June 04, 2009 9:43 AM 
To: Spanos, .John J. 
Cc: Council, Carl J Jr 
Subject: FW: DE Kentucky - Gas and Common Plant Depreciation Study 
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C:tw No. 2009-202 
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Page 96 of 37 

I have read through and discussed with Gary Hebbeler your testimony. I have made a couple of suggested word changes 
to page 10 and 11 of your document. 

Open question .... Should these two sections (page 10 & 11 AMRP) point out the AMRP impact on bare steel and the 
plastic pipe replacement? From a previous email you sent there was not an impact to the 2762 Steel main account, 
2763 Plastic main had the life increased by 5 years, from 55 to 60, and 2803 Plastic. services had a rife increase of  2 years. 

I bring this up since the response only focused on the cast iron side of AMRP. I though you may want to consider 
adjusting the response to either point out changes or the lack of change AMRP has had on the other type of  pipe and 
acc,ounts the commission has been dealing with in the annual AMRP filings. 

Since I am definitely not the expert witness nor the person to testify to this, I leave any changes up to you. Please let me 
know if you think you will adjust your testimony. 

JIM 

. .. 

From: Spanos, John 3. [mailto:jspanos@GFNET.com] 
Sent: Wednesday, June 03, 2009 3:44 PM 
To: Dean, James E 
Cc: Council, Carl J 3r; Selm, Roger E 
Subject: RE: DE Kentucky - Gas and Common Plant Depreciation Study 

Attached is the depreciation study report and my draft testimony We will send the report down for printing tomorrow for 
the five bound copies Let me know if there are any changes to my testimony 

John 

From: Dean, lames E [mailto:James.Dean@duke-energy.com] 
Sent: Monday, June 01, 2009 1:16 PM 
To: Spanos, John J. 
Cc: Council, Carl J Jr; Selm, Roger E 
Subject: DE Kentucky - Gas and Common Plant Depreciation Study 

Duke has approved the Kentucky Gas and Common Depreciation Study. Please provide a final elec.tronic copy and five 
bound copies of the study. 

Separately please provide the breakout of  the net salvage percent by salvage and cost O F  removal. 

Thanks 
JIM 
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From: Knue, Mark A 
Sent: 
-To: 'Spanos, John J ' 
Subject: RE: DEK Rate Case 
Attachments: 

Wednesday, March 1 1,2009 5.09 PM 

DEK Gas Additions 10-05 thru 12-05.~1~; DEK Gas Additions 2006 .~1~ ;  DEI< Gas Additions 
2007.xIs, DEK Gas Additions 2008.xls; DEK Gas Retirements 10-05 thru 12-05 XIS; DEK Gas 
Retirements 2006 XIS; DEK Gas Retirements 2007,xls; DEK Gas Retirements 2008 .~1~ ;  DEK 
Gas Transfers 10-05 thru 12-05.~1~; DEK Gas Transfers 2006,xls, DEK Gas Transfers 
2007.xls; DEK Gas Transfers 2008.~1~;  DEK Report 1033 Gas 10-05 thru 12-05.~1~; DEK 
Report 1033 Gas 2006.xls; DEK Report 1033 Gas 2007.~1~; DEK Report 1033 Gas 2008.xls; 
DEK Report 1047 Gas 10-05 thru 12-05.~1~; DEK Report 1047 Gas 2006.~1~;  DEK Report 
1047 Gas 2007.xls; DEK Report 1047 Gas 2008 XIS 

John, 

Attached are the excel sheets you requested for DEK Gas 

Mark 

From: Dean, James E 
Sent: Wednesday, March 11, 2009 5:OO PM 
To: 'Spanos, John 3.' 
Cc: Knue, Mark A 
Subject: RE: DEK Rate Case 

John, Mark Knue will be your contact over the next couple of weeks while I am out of the office. Mark has 
downloaded the information per your request below. Mark will be sending you the data files and will be 
mailing hard copies of the reports to your office (PO Box 67100). Mark will send this information Thursday. 

Mark thanks for finishing this up for me 

JIM 

From: Spanos, John 1. [mailto:jspanos@GFNE.com] 
Sent: Monday, March 09, 2009 9:29 AM 
To: Dean, James E 
Cc: Council, Carl J J r  
Subject: RE: DEK Rate Case 

Jim: 

We need some help on the data you sent us for Duke Energy Kentucky 

1 )  We never received any hard copies of the files 
2) Can you send plant statements similar to the reserve statements, except I need each plant and reserve statement 

by year not the entire three year period in one file 
3) The addition, retirement and transfer files need to be in separate files by year or I need a column that identifies 

the year each transaction was actually booked. The engineering-in-service works for the vintage 

Thanks 

John 

mailto:jspanos@GFNE.com


,.. ..__ _______ ~ _-___. . " __l,-__l_.l_ "_."__ ~ ~ -. .. .. . .... . -.._... ~ 

From: Dean, James E [mailto:janies.dean@duke-energy.com] 
Sent: Monday, February 23, 2009 4:10 PM 
To: Spanos, John J. 
Cc: Council, Carl J Jr 
Subject: RE: DEK Rate Case 

Attached are the data files that you requested I will be mailing the hard copy of the files also 

I have not included one item that you have requested as part of the electric data request 
A list o f  probable retireinelits dates in effect from the oPerations/engineeriiig departments. 

Carl, what process have we used to obtain these dates? Is this an email to Barry Pulskamp? Also John did not ask for a 
demolition study for the Kentucky plants, is one required or needed? 

Gas will be sent separately 

JIM 

From: Spanos, John 1. [mailto:jspanos@GFNE.com] 
Sent: Wednesday, January 21, 2009 10:22 AM 
To: Council, Carl 1 Jr; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: RE: DEK Rate Case 

Carl- 

Attached are the engagement letter and data requirements lists for electric, gas and common plant for Duke Energy 
Kentucky. 

John 

"" ~ __..____ll._. ~ I.___"._ ..-.,-.--.--- .. .~ .. ~ -_--. ~ 

From: Council, Carl J Jr [mailto:cjcounciI@duke-energy.com] 
Sent: Monday, January 19, 2009 12:15 PM 
To: Spanos, John 1.; Claeys, Mark J 
Cc: Dean, James E; Wiles, Danny 
Subject: FW: DEK Rate Case 

John, looks like Regulatory is now planning for a full case in Kentucky as opposed to just gas Please let me know if you 
have any concerns with meeting this timeline given the Carolinas case timeline crunch 

Jim is going to get the data pulled -would be helpful if you could send us the data requirements (like with the Carolinas 
work), particularly noting how much info you currently have in your database and how far back we need to go Also, 
please go ahead and prepare an engagement letter based on the information below 

Mark, what are the plans with respect to Smartgrid deployment in Kentucky? If plans exist we will need to prepare an 
accelerated rate for the existing installed base of meters to get them fully depreciated over a shorter remaining life 

From: Parsons, Bob 
Sent: Monday, January 19, 2009 11:07 AM 
To: Council, Carl J Jr; Dean, James E 
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Cc: Smith, Paul G (Rates); Wathen, Don - Rates; Czupik, Ted J r  
Subject: DEK Rate Case 

Back in November, Lisa Carver let John Spanos know we were planning to file a DEK gas rate case about June 1 of this 
year. Recently, we started discussing a combined gas and electric filing in Kentucky. The Order and Stipulation in our 
last DEK electric rate case (Case No 2006-00172) requires the Company to conduct a new depreciation study for its 
electric plant to be filed by the earlier of the filing of an application to increase retail electric base rates or January 1, 
2014. Considering the possibility of a DEK electric case this summer, you should let John know we will need depreciation 
studies for gas, electric and common in Kentucky. We will need the revised depreciation accrual rate schedules (Part Ill, 
pages 4 thru 6) by April 24“’ and the final Depreciation Study and John‘s testimony by May GIh. When a final decision is 
made on the electric case, I‘ll let you know. Thank you! 

Bob Pnrsons 
Duke Energy 
ernail: rparsons@cinerqv.cOm 
phone: (513) 419-5704 

3 
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