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I DIRECT TESTIMONY 

2 OF 

3 PHILLIP T. EASTMAN, JR 


4 I. INTRODUCTION AND PURPOSE 

5 1. Q. Please state your full name and business address. 

6 A. My name is Phillip T. Eastman, Jr. My business address is PECO Energy 


7 Company, 2301 Market Street, Philadelphia, Pennsylvania, 19103. 


8 2. Q. By whom are you employed and in what capacity? 

9 A. I am employed by PECO Energy Company ("PECO" or the "Company") as its 

10 Manager of Economic Development. 

11 3. Q. What are your current duties and responsibilities as PECO's Manager of 

12 Economic Development? 

13 A. As Manager of Economic Development, I am responsible for PECO's efforts to 

14 help existing businesses and institutions expand in southeastern Pennsylvania. In 

15 that capacity, I develop and implement policies to encourage growth in PECO's 

16 service territory and work with local, regional and state partners to attract new 

17 businesses to our region. 

18 4. Q. Please summarize your professional experience in the energy industry. 

19 A. I joined PECO in June 1980 as an engineer in the Company's Energy 

20 Management & Applications group. Over the next 16 years, I was promoted 

21 through various positions of increasing responsibility in the Major Commercial & 

22 Industrial Accounts group, Corporate Planning group, and Development and 



1 Technology group, which led to overseeing key accounts in the Marketing and 

2 Sales group, including responsibility for overseeing the account management of 

3 the Company's top 100 electric and gas customers. 

4 I joined Exelon Enterprises in I 997 to lead PECO' s first venture in the retail 

5 energy market outside its service territory and to serve as Business Development 

6 Director in the New Business Development group. In 2001, I returned to PECO 

7 and was given responsibility to launch the Innovative Energy Solutions service 

8 offering. Thereafter, I had responsibility for a team of account managers 

9 managing the accounts of large commercial, industrial and institutional 

10 customers. Since 2006, I have been responsible for the economic development 

11 team at PECO. 

12 5. Q. What is your educational background? 

13 A. I earned my Bachelor of Science degree in Mechanical Engineering in 1980 from 

14 Cornell University and my Masters of Business Administration in 1986 from 

15 Villanova University. 

16 6. Q. What is the purpose of your testimony? 

17 A. Initially, I will describe PECO's current processes for handling main extension 

18 requests. Thereafter, I will introduce three proposals designed to increase PECO 

19 customers' access to natural gas service. The first proposal, which applies to all 

20 firm gas customers, would change the way customer contributions in aid of 

21 construction ("CIAC") are calculated for main extensions and service lines 

22 requested by applicants for new service. The second proposal would implement a 
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Neighborhood Gas Pilot Program, which is designed to study two coordinated 

2 strategies to increase access to gas service by: (I) allowing a customer to pay 

3 CIAC for a main extension and service line through a fixed monthly surcharge, 

4 instead of requiring an upfront, lump-sum payment; and (2) calculating CIAC by 

5 taking into account the revenue, including the fixed monthly CIAC payment, 

6 expected from the applicant or applicants requesting service and from prospective 

7 customers located along the proposed main extension that are expected to connect 

8 to the main in the future. The final proposal would institute a Critical Public 

9 Facilities Pilot Program that would dedicate an annual fixed amount of PECO

10 funded investment to construct main extensions in PECO's natural gas service 

11 territory in Bucks, Chester, Delaware and Montgomery Counties to allow owners 

12 of critical public facilities to install natural gas-fired emergency generation to 

13 ensure continued operation when electric service is disrupted. 

14 II. PECO'S CURRENT PROCESS FOR HANDLING MAIN EXTENSION 
15 REQUESTS FROM CUSTOMERS 

16 7. Q. Does PECO have any existing programs that facilitate access to natural gas 

17 service? 

18 A. Yes. PECO's "Gas Along the Main" program addresses primarily residential 

19 customers along existing natural gas mains and provides them information to help 

20 them make sound, well-informed decisions about converting to natural gas. The 

21 Company, however, does not have any existing programs specifically designed to 

22 facilitate prospective residential customers' obtaining access to natural gas service 

23 if they are not located adjacent to an existing natural gas main. 
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8. Q. What happens when a prospective customer whose premises is not located 

2 along an existing main contacts PECO to request natural gas service? 

3 A. Upon receiving such a request, PECO first estimates the cost of the natural gas 

4 main extension and the service line, from main to meter, that would be required to 

5 provide service to the prospective customer. The Company then calculates the 

6 Estimated Base Annual Revenue ("EBAR"), as defined in Rule 7.3 A. of PECO's 

7 Gas Service Tariff, it expects from the applicant(s). If the cost of the natural gas 

8 main extension and service line exceeds five times the expected EBAR, the 

9 Company requires the applicant to make a lump sum payment of that difference 

10 as a CIAC before it will extend the main. 

11 9. Q. If other customers take service from the natural gas main extension in the 

12 future, are they required to pay anything toward the initial cost of installing 

13 the natural gas main? 

14 A. No. Only the initial requesting customers are required to pay a CIAC for the 

15 natural gas main extension. 

16 10. Q. How often do prospective residential customers agree to pay the required 

17 CIAC for a requested natural gas main extension? 

18 A. Not often. Although other factors may affect each prospective customer's 

19 decision, the Company believes that two components of PECO's current main 

20 extension policy present the major challenges for most prospective customers, 

21 namely: (1) the required upfront, lump-sum payment of the entire CIAC amount; 

22 and (2) a CIAC calculation that does not account for revenue from natural gas 

4 




customers that will connect to the main extension in the future and, therefore, 

2 places the entire burden of paying for the main extension on the initial 

3 customer(s). These same two factors can make it difficult for interested 

4 customers to recruit neighbors to join in their request for natural gas service and 

5 share the cost burden of the main extension. 

6 III. PROPOSED CHANGE TO METHODOLOGY FOR CIAC 

7 11. Q. What changes is PECO proposing to its methodology for determining a 

8 CIAC? 

9 A. A detailed explanation of PECO's proposed change in its method of calculation is 

10 provided in the direct testimony of Alan B. Cohn. I will provide an overview of 

11 the proposed change. As previously explained, the Company currently calculates 

12 the expected revenue contribution as five times the EBAR attributed to a 

13 prospective customer. As Mr. Cohn explains, when it was developed, the five

14 times EBAR test approximated the net present value ("NPV") of a prospective 

15 customer's EBAR for a prospective 15-year evaluation period, with NPV 

16 calculated on the basis of a discount rate equal to the Company's after-tax cost of 

17 capital at the time the EBAR test originated, more than 20 years ago. The 

18 Company is proposing to change this calculation by employing an NPV test that 

19 discounts to present value the EBAR attributable to a prospective customer for a 

20 25- year prospective evaluation period at a discount rate that is more reflective of 

21 the Company's current after-tax cost of capital. If the calculated NPV is greater 

22 than or equal to the cost of the main extension and service line, no CIAC would 

23 be required. If the NPV is less than the cost of the project, the difference must be 
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paid by the prospective customer as CIAC. 

2 12. Q. Why is PECO proposing this change and how will it affect customers? 

3 A. The discovery of large reservoirs of commercially accessible natural gas in 

4 proximity to natural gas markets in the eastern United States has changed the 

5 market economics of natural gas service. The availability of new sources of 

6 natural gas has caused a significant divergence between the per-Btu prices of 

7 natural gas and fuel oil, which, in turn, has created opportunities for customers to 

8 save money by converting to natural gas service. This change in the economics of 

9 natural gas service has generated greater interest among prospective customers in 

IO obtaining natural gas service and makes it more likely that a customer will stay 

11 with natural gas service for the long term. In PECO's view, the revenue 

12 calculations underlying the determination of required CIAC for natural gas main 

13 extensions should reflect these changes, including using a longer evaluation 

14 period in calculating the NPV of estimated revenues from a prospective customer. 

15 In terms of customer impact, the proposed methodology will increase the revenue 

16 credit received by prospective customers requesting natural gas service as 

17 compared to the current methodology and, therefore, reduce the required CIAC. 

18 Mr. Cohn provides illustrative calculations of the CIAC that would be due for a 

19 residential customer project and a commercial customer project under the current 

20 tariff rules and under the proposed methodology. 

21 IV. NEIGHBORHOOD GAS PILOT PROGRAM 

22 13. Q. Please provide an overview of the Neighborhood Gas Pilot Program. 
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A. The Neighborhood Gas Pilot is a three-year program that will enable PECO to 

2 study the efficacy and customer acceptance of strategies designed to reduce 

3 barriers to the construction of cost-justified main extensions that are presented by 

4 PECO's current main extension policy and, in that way, make natural gas service 

5 more accessible to customers who can benefit from the cost savings achievable 

6 from converting to natural gas. Accordingly, for main extension projects eligible 

7 for the Pilot, the Company will: (1) consider forecasted revenues, including the 

8 fixed monthly CJAC payment, from other prospective customers along the 

9 proposed main extension, not just the applicants requesting new service, when 

10 determining the required CIAC; and (2) allow on-bill payment of CIAC through a 

I I fixed monthly surcharge over periods of up to 20 years. 

12 The Pilot will be available to residential customers who will receive natural gas 

13 service under Rate GR (General Service - Residential) or the Customer 

14 Assistance Program ("CAP") Rider. In addition, to be eligible for the Pilot, the 

15 proposed main extension must cost at least $15,000 and achieve certain levels of 

16 customer participation, which I will explain later in my testimony. 

17 PECO's budget for the Pilot is $10 million total over the life of the program, with 

18 an annual cap of $4 million. If less than $4 million is spent in a particular year of 

19 the Pilot, the excess funding will be carried over to the remaining Pilot year(s), 

20 subject to the annual cap. Over the past several years, PECO has invested 

21 approximately $2.1 million annually towards natural gas main extensions serving 

22 existing residential communities. With this Pilot, the Company is looking to 

23 significantly increase that investment. 
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14. Q. Why is the Pilot limited to residential customers who will receive service 

2 under Rate GR or the CAP Rider? 

3 A. The Company wishes to keep the Neighborhood Gas Pilot focused on 

4 implementing and assessing the two strategies I identified above. By limiting the 

5 Pilot to the Rate GR or CAP customers, the Company believes it can reduce 

6 administrative complexity and cost and also generate meaningful lessons learned, 

7 which can be applied more broadly. PECO understands that concerns about 

8 access to natural gas service extend beyond prospective residential customers, 

9 and, as I discuss later in my testimony, is proposing a separate pilot to assist 

10 owners of critical public facilities obtain natural gas service. In addition, the 

11 Company notes that new commercial and industrial customers will benefit 

12 significantly from the proposed methodology for determining CIAC. 

13 15. Q. Please describe in detail how the Neighborhood Gas Pilot will work. 

14 A. First, the Company must determine whether a prospective residential customer is 

15 eligible for the pilot. As a threshold matter, the prospective customer may not 

16 reside along an existing main and must be able to receive service under Rate GR 

17 or the CAP Rider. If those criteria are met, the Company will develop a proposed 

18 main extension route to serve the applicant. If the main extension along that route 

19 will cost at least $15,000, PECO will run a financial analysis using a high-level 

20 cost estimate and two customer-interest scenarios. One scenario will assume that 

21 20% of the potential customers along the proposed main will commit to convert to 

22 natural gas service within twelve months of the main's installation. The second 
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l scenario will assume that 40% of the potential customers will convert within the 

2 same twelve month period. For each scenario, the Company will determine an 

3 estimated monthly surcharge that, over a 20-year term, would recover the 

4 necessary CIAC from the customers it assumed will commit to receive natural gas 

5 service. 

6 

7 The Company will next send a letter to residences along the proposed route 

8 explaining the cost savings that may be expected from converting to natural gas; 

9 indicating that a neighbor has expressed interest in having PECO extend a natural 

10 gas main in the street their property abuts; and providing the likely range for a 

11 monthly surcharge related to the project bounded by the results of the 20% and 

12 40% customer-commitment scenarios described above. The letters will request a 

13 response telling PECO whether the residents are interested in converting to 

14 natural gas in the next 12 months. The mailing will also include an application 

15 for new natural gas service to obtain information from prospective customers 

16 about the equipment and appliances that would be converted to natural gas. 

17 

18 Thirty days after the letter is sent, PECO will compile the responses. If less than 

19 20% of eligible prospective customers surveyed indicate they are likely to convert 

20 within 12 months, the main extension project will not be eligible for the Pilot and 

21 all residences along the proposed route will be notified. If at least 20% of 

22 eligible prospective customers surveyed indicate they are likely to convert within 

23 12 months, PECO will develop a more detailed cost estimate and rerun the 
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financial analysis using assumptions based upon the feedback from the letter. The 

2 Company will develop the final surcharge based on the assumption that either 

3 20% of all eligible prospective customers will convert within 12 months or 75% 

4 of the customers who indicated on the survey that they will convert within 12 

5 months will indeed make the conversion, whichever is higher. The Company will 

6 also assume that over a 20-year term, 75% of all eligible customers along the 

7 proposed route will convert to natural gas service. The Company will then make 

8 another mailing to all residences along the proposed main with a contract that sets 

9 forth the fixed monthly surcharge each of the premises served would be required 

10 to pay over the next 20 years. Mr. Cohn describes the development and 

11 composition of the final surcharge in more detail in his direct testimony. 

12 

13 Sixty days after the contract mailing is sent, PECO will compile the responses. 

14 The project will move forward under the Pilot if the Company receives executed 

15 contracts for natural gas service from at least 20% of all eligible prospective 

16 customers along the proposed route. Final confirmation of project eligibility will 

17 be sent to all residences along the proposed route by letter. 

18 16. Q. Will customers be able to adjust the amount or term of the surcharge 

19 payment? 

20 A. No. Once the surcharge amount and term are established for a customer, they will 

21 not change. The only exception is that a customer may pay off his or her entire 

22 outstanding balance at any time and thereby cease paying any surcharge for the 

23 remainder of the term. Exhibit ABC-4 to the direct testimony of Mr. Cohn shows 
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how the payoff amount will be calculated. 

2 17. Q. Is there a maximum monthly surcharge or maximum project cost under the 

3 Neighborhood Gas Pilot? 

4 A. No. The Pilot is designed to let customer-interest levels, among other factors, 

5 determine which projects will move forward, subject to the Company's $10 

6 million budget and annual cap of $4 million under the Pilot. 

7 18. Q. How will the surcharge be displayed on a customer's bill? 

8 A. The surcharge will be shown as a separate line item on PECO's bill. 

9 19. Q. If a CAP customer participates in the Pilot, will their CAP discount apply to 

IO the monthly surcharge? 

l l A. No. PECO does not currently apply the CAP discount to upfront ClAC payments 

12 and is not proposing to change that policy for monthly CIAC payments permitted 

13 under the Pilot. 

14 20. Q. What will be the order of payment when a customer only makes a partial 

15 payment of a monthly bill? 

16 A. The payment will be applied first to distribution charges, including the monthly 

17 surcharge associated with the Pilot. 

18 21. Q. What happens if a customer does not pay the monthly surcharge? 

19 A. The customer would be subject to standard collection processes and possibly 
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service termination if arrearages are not paid. 

2 22. Q. What happens if a customer moves? 

3 A. The obligation to pay the established surcharge amount for the remainder of the 

4 term will stay with the property participating in the Pilot. 

5 23. Q. What happens if a customer that moves into a house does not want to pay the 

6 surcharge that the prior owner contracted to pay to obtain a main extension? 

7 A. Payment of the surcharge will be a condition of providing natural gas service to 

8 the property. Therefore, if a new owner does not want to pay the surcharge, 

9 PECO will not provide natural gas to that property. 

10 24. Q. What happens if a new customer would like to be added to a natural gas 

11 main extension that is covered by the Pilot? 

12 A. That customer will be required to pay the same fixed monthly surcharge that was 

13 established for the initial customers on that particular natural gas main extension 

14 project. However, the term of that surcharge will be something less than 20 years, 

15 depending upon when the new customer begins receiving natural gas service. 

16 For example, if the new customer starts to receive service five years after the 

17 initial connections, then the customer will be responsible for 15 years of 

18 surcharge payments. 

19 25. Q. When does the Company expect to implement the Neighborhood Gas Pilot? 

20 A. The Company expects to begin implementation no later than the first quarter of 
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1 2016. This time is needed to finalize the information technology changes 

2 necessary to allow for monthly surcharges and to communicate with prospective 

3 customers. 

4 26. Q. Is PECO retaining the authority and discretion to suspend the Neighborhood 

5 Gas Pilot before the end of its maximum three-year life? 

6 A. Yes, it is. It is important to first note that the Company has proposed a budget for 

7 the Neighborhood Gas Pilot designed to ensure that existing natural gas main 

8 repair, replacement, and extension projects are not negatively affected. However, 

9 administering and implementing the Pilot may require the same internal and 

IO external resources necessary to maintain and support PECO's existing natural gas 

11 distribution system. Consistent with its obligation to provide safe and reliable 

12 service, PECO cannot make an open-ended commitment to dedicate resources to 

13 the Pilot program if doing so could conceivably diminish its ability to furnish 

14 adequate service to existing customers and to maintain the safety and integrity of 

15 its existing distribution system. Consequently, the terms of the Neighborhood 

16 Gas Pilot expressly provide that PECO may suspend the Pilot if work under the 

17 Pilot would, in the Company's judgment, interfere with its ability to maintain safe 

18 and reliable service to existing customers. 

19 27. Q. What are the expected outcomes from the Neighborhood Gas Pilot? 

20 A. The Company will gather valuable data about both the administration of the Pilot 

21 (e.g. , the logistics of assessing customer interest and using that interest to forecast 

22 future revenues) and effectiveness of the Pilot in providing access to natural gas 
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1 service (e.g., the total number of customers converting to natural gas service 

2 under the pilot and percentage of customers converting for each individual 

3 project). This information will be used by the Company to determine whether 

4 the strategies employed in the Pilot are appropriate to be employed more broadly 

5 or if they should be modified in some fashion. 

6 28. Q. Is the Company proposing to provide the Commission with information 

7 about the implementation of the Pilot? 

8 A. Yes. The Company is proposing to make an annual report that to the 

9 Commission, Office of Consumer Advocate and Bureau of Investigation and 

10 Enforcement containing the applicable items required in the recent Columbia Gas 

11 Pilot Order at Docket No. R-2014-2407345. In particular, PECO will submit a 

12 report containing the following information: 

13 (l) Investment per project including the economic model results and surcharge 

14 calculation details; 

15 (2) Total distance of main installed; 

16 (3) Number of customers connected by project and number of subsequent 

17 connections to pilot main extensions; 

18 (4) Pilot revenues by principal and interest; 

19 (5) Annual pilot participant average use per customer; 

20 (6) Average pilot participant investment cost per customer; 

21 (7) Direct program expenses; 
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(8) Data on collections, including number of accounts in the collection process 

2 and number of terminations; 

3 (9) Number of applicants turned down for insufficient credit; 

4 (10) Total distance and cost of pilot mains and service lines installed, by pipe 

5 diameter; and 

6 ( 11) Number of projects evaluated for the pilot that did not elect to go forward. 

7 

8 V. CRITICAL PUBLIC FACILITIES PILOT PROGRAM 

9 29. Q. Please describe the Critical Public Facilities Pilot Program. 

10 A. The Critical Public Facilities Pilot is a three-year program that is intended to 

1 I improve the access of critical public facilities to natural gas service. The overall 

12 budget for the Pilot is $1 million per year, or $3 million in total over the life of the 

13 program. PECO will administer the Pilot in partnership with the Counties of 

14 Bucks, Chester, Delaware and Montgomery, with respect to the portions of those 

15 counties in which the Company provides natural gas service. PECO does not 

16 provide natural gas service in the City and County of Philadelphia, which is 

17 supplied by the Philadelphia Gas Works. Specifically, PECO will work with the 

18 counties to identify critical public facilities, such as 911 centers and wastewater 

19 treatment facilities, that would benefit from access to natural gas service by 

20 enabling their owners to install natural gas-fired emergency generation. 

21 PECO will invest approximately $250,000 per year in each county for the three

22 year pilot to either cover all or part of the CIAC associated with selected projects. 
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If a project proposed by a county does not require the total amount available to 

2 that county, the excess will be divided among the other counties at PECO's 

3 discretion. 

4 30. Q. Why is the Company proposing this Pilot? 

5 A. PECO's service territory has experienced several severe weather events over the 

6 past few years and the Company understands that some critical public facilities 

7 were adversely affected because they lack reliable back-up electric generation. 

8 This Pilot is intended to allow these critical public facilities to continue to operate 

9 during times of severe weather events by providing access to natural gas service 

IO and, in that way, to enable their owners to install natural gas-fired emergency 

11 generation. 

12 31. Q. What are the expected outcomes from the Critical Public Facilities Pilot 

13 Program? 

14 A. The key outcomes expected from this Pilot are: (1) the identification of critical 

15 public facilities that would benefit from access to natural gas service; (2) the 

16 provision of natural gas service to selected facilities to improve their reliability; 

17 and (3) information regarding the impact of the Pilot's $3 million budget on 

18 providing access to natural gas service to the selected facilities. 

19 32. Q. When does the Company expect to implement the Critical Public Facilities 

20 Pilot? 

21 A. The Company expects to begin implementation within six months of a 
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2 

Commission Order approving the Pilot. The Company will begin to work with 

the counties on identifying critical facilities as soon as the Pilot is approved. 

3 

4 

33. Q. Is the Company reserving authority and discretion to suspend this Pilot prior 

to the end of its maximum three-year life? 

5 

6 

A. Yes, it is, for the same reasons this authority and discretion was reserved with 

regard to the Neighborhood Gas Pilot Program. 

7 

8 34. Q. 

VI. CONCLUSION 

Does this conclude your direct testimony? 

9 A. Yes. 
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