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1 DIRECT TESTIMONY 

2 OF 

3 ALAN B. COHN
 

4 I. INTRODUCTION AND PURPOSE 

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

6 A. My name is Alan B. Cohn.  My business address is PECO Energy Company, 


7 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 

10 Manager of Regulatory Strategy. 

11 3. Q. Please describe your educational background. 

12 A. I received a Bachelor of Science Degree in Commerce and Engineering from 

13 Drexel University in 1980. In 1985, I received a Masters Degree in Business 

14 Administration from Drexel.  In addition, I have completed the American Gas 

15 Association (“AGA”) Gas Rate Fundamentals Course at the University of 

16 Wisconsin and the AGA Advanced Gas Rate Course at the University of 

17 Maryland. 

18 4. Q. Please describe your work experience with PECO. 

19 A. Upon graduation from college in 1980, I was hired by PECO as a Rate Analyst in 

20 the Cost and Load Analysis Section of the Rate Division.  In 1987, I was 

21 appointed Supervisor of the Economic Analysis Section in PECO’s Rates and 

22 Regulatory Affairs Division. Since that time, I have held various management 



 

 

 

 

 

 

 

 

 

 

1 positions in PECO’s Rates and Regulatory Affairs Department and Strategic 

2 Planning Department with responsibility for managing base rate case filings, cost 

3 of service studies and financial and economic analyses. 

4 5. Q. Have you previously testified before this Commission or other regulatory 

5 bodies? 

6 A. Yes. I have testified in regulatory proceedings before the Pennsylvania Public 

7 Utility Commission (“Commission”), the Federal Energy Regulatory Commission 

8 and the Maryland Public Service Commission.  A listing of the cases in which I 

9 have submitted testimony is attached hereto as Exhibit ABC-1. 

10 6. Q. Have you prepared any exhibits to accompany your testimony? 

11 A. Yes. PECO Exhibits ABC-1 to ABC- 7 were prepared at my direction and under 

12 my supervision and are described in detail in my testimony. 

13 7. Q. Please describe the purpose of your testimony. 

14 A. The purpose of my testimony is to describe three different tariff changes intended 

15 to increase PECO customers’ access to natural gas service.  The first proposed 

16 change will implement revisions to the Company’s existing natural gas main 

17 extension policy for firm natural gas customers.  The second proposed change 

18 will implement the Critical Public Facilities Pilot Program by exempting 

19 qualifying projects from the standard main extension policy.  The final proposed 

20 change will implement the Neighborhood Gas Pilot Program 

21 
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1 II. REVISIONS TO THE CURRENT MAIN EXTENSION POLICY 

2 8. Q. Please describe how the current tariff operates in regards to main extensions. 

3 A. Rules 7.1-7.5 in PECO’s Gas Service Tariff, PECO Tariff Gas-Pa. P.U.C. No. 2, 

4 discuss the Company’s current policy on main and service line extensions for 

5 customers.  Under the current policy, the Company will invest up to five times the 

6 requesting firm customer’s estimated base annual revenue (“EBAR”).  To the 

7 extent the cost of the extension and service line exceeds the EBAR calculation, 

8 the customer must pay that difference as a contribution in aid of construction 

9 (“CIAC”) before main extension work begins.   

10 9. Q. What was the basis for the current five times EBAR revenue credit for main 

11 extensions? 

12 A. The current 5 x EBAR test was developed about 20 years ago and was based upon 

13 a net present value (“NPV”) analysis.  A 15-year period was used to analyze cash 

14 flow and determine the appropriate EBAR multiple.  The discount rate used was 

15 the Company’s then-current after tax cost of capital. 

16 10. Q. How does the current tariff handle scenarios where only a portion of the 

17 customers in a development sign up for natural gas service? 

18 A. Under the current Gas Service Tariff, customers that sign up when the main is 

19 extended will pay the entire cost of the main extension to the extent it is in excess 

20 of any EBAR credit. If other customers sign up in the future, they will not have 

21 to pay for any of the main extension cost.  It is only those customers who signed 

3
 



 

 

 

 

 

 

 

 

1 up for service when the main was initially constructed that pay a CIAC for the 

2 main. 

3 11. Q. How is CIAC treated for ratemaking, accounting and tax purposes? 

4 A. The CIAC payment reduces the investment to be included in rate base because it 

5 is a direct offset to capital investment.  While the CIAC is treated as an offset to 

6 capital for accounting purposes, it is assumed to be revenue for federal and state 

7 income tax purposes.  Because CIAC is revenue for tax purposes, the Company 

8 must pay income tax on the CIAC it receives.  As noted in Rule 7.4 of PECO’s 

9 Gas Service Tariff, the amount paid in income taxes is deferred and is included as 

10 an addition to rate base for ratemaking purposes.  Because the Company treats 

11 CIAC as revenue for tax purposes, the asset to be depreciated for tax purposes is 

12 greater than that used for accounting and ratemaking purposes.  The additional 

13 amount deductible for tax purposes will reduce the deferred tax asset over the tax 

14 life of the investment, which is generally 20 years. 

15 12. Q. Why is the Company proposing to make changes to PECO’s natural gas 

16 main extension policy? 

17 A. As discussed in the direct testimony of Phillip T. Eastman, the Company is 

18 proposing several tariff changes designed to make natural gas service more 

19 accessible to potential customers and also to more accurately reflect the 

20 economics of natural gas main extensions and natural gas service.  The current 

21 methodology is simply outdated.  As noted above, the 5 x EBAR test was based 

22 upon an NPV analysis that used a cost of capital from 20 years ago.  The change 

4
 



 

 

 

 

 

1 proposed by the Company will use the current after-tax cost of capital in the NPV 

2 analysis. In addition, the Company is proposing to use a 25-year evaluation 

3 period instead of the 15-year period used for the current test.  The 25-year period 

4 is more appropriate because, in light of the price differential between natural gas 

5 and traditional competing fuels, it is reasonable to assume that once a property has 

6 natural gas service it will remain on natural gas service.  

7 13. Q. Specifically, what changes are being made to the tariff? 

8 A. The Company proposes to modify existing Rules 7.3 A and B in order to change 

9 the current main extension test from 5 x EBAR to the proposed NPV test.  The 

10 revised Rule will provide that if the NPV of the proposed main extension and 

11 service line based on the customers’ EBAR is positive or zero, no contribution is 

12 required. If the NPV is less than zero, a CIAC would be required to make the 

13 NPV equal zero. In calculating the NPV, it is assumed that the deferred taxes 

14 associated with CIAC earn a current return.  By assuming a current return on the 

15 deferred taxes associated with CIAC, the model produces a CIAC that is not 

16 grossed up for taxes. 

17 Rules 7.3A and B apply only to firm service customers.  Rule 7.3C, which applies 

18 to interruptible customers, is not being changed.  Given the fact that interruptible 

19 revenue is uncertain, the Company decided not to change the revenue test for 

20 these customers and continue with the three times EBAR.  After gaining 

21 experience with the NPV test for firm customers, the Company will consider 

22 changing the interruptible load test.  
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1 Finally, Rule 7.3D will be added to the tariff to implement the Critical Public 

2 Facilities Pilot Program. Under this Pilot, the Company will work with county-

3 level officials within the counties of Bucks, Chester, Delaware and Montgomery 

4 to identify critical public facilities that would benefit from access to natural gas 

5 service, by enabling them to install natural gas-fired emergency generation.  The 

6 Company will invest up to $1 million each year (approximately $250,000 per 

7 county) for three (3) years to cover either all or part of the customer contribution 

8 associated with a project. 

9 14. Q. How will the Company determine the cost of capital used in the NPV 

10 analysis? 

11 A. As noted above, the Company intends to use its current cost of capital.  This will 

12 be based upon the cost of debt and the capital structure in the latest year-end 

13 quarterly earnings report along with the return on equity (“ROE”) determined or 

14 stipulated in the Company’s last base rate case or if no ROE was determined or 

15 stipulated then the Company shall use the ROE that the Commission has 

16 determined should apply to gas distribution system improvement charge (“DSIC”) 

17 investment. 

18 15. Q. Have you provided an example of how the NPV calculation will work? 

19 A. Yes. Exhibit ABC- 2 to my testimony provides the model along with an 

20 illustrative calculation of the CIAC for a specific residential customer project.  

21 The inputs assumed for the exhibit include:  (1) the investment; (2) the EBAR; (3) 

22 the cost of capital; (4) the income tax rate; and (5) the period of the evaluation.  
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1 For purposes of this example, I have assumed an investment of $3,700 for the 

2 project. The customer’s EBAR is assumed to be $407.  Note that this amount 

3 excludes the portion of the customer charge that pays for the meter, meter 

4 reading, and customer records and collection.  The cost of capital included is 

5 based on the capital structure from the December 2013 quarterly earnings report 

6 filed with the Commission of 56.48% equity and 43.52% debt, where the cost of 

7 equity is 10.00% and the cost of debt is 4.71%.  A composite tax rate of 41.494% 

8 is used, and the evaluation period is 25 years. 

9 16. Q. What are the results of the illustrative calculation? 

10 A. Based upon the assumptions provided, the customer would pay a CIAC of 

11 approximately $0.  Note that, in order to be consistent with the Company’s 

12 election on the treatment of the taxes on CIAC, an additional section was added to 

13 the cash flow model (Exhibit ABC-2, p. 5). This section adds to the total NPV 

14 the value of a return on the accumulated deferred taxes associated with the 

15 payment of CIAC.  The second line of the results section on page 1 of Exhibit 

16 ABC-2 shows the impact of this adjustment.  As the tariff notes, the deferred 

17 taxes associated with CIAC are to be added to rate base for ratemaking purposes.  

18 If this adjustment were not made, the resulting CIAC from the model would have 

19 to reflect a net present value gross-up for the taxes.  Such a gross-up would be 

20 inconsistent with how the Company has elected to treat those taxes for 

21 ratemaking. 
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1 17. Q. For this hypothetical project, how does the CIAC under the proposed NPV 

2 test compare to the CIAC under the current tariff rules?  

3 A. As I noted above, the CIAC under the new model is $0, whereas, under the 

4 existing 5 x EBAR test, the CIAC paid by the customer would have been $1,663 

5 ($3,700- (5x$407)). This is a difference of over $1,600. 

6 18. Q. Have you provided an example of how the change will impact commercial 

7 and industrial customers? 

8 A. Yes. Exhibit ABC-3 to my testimony provides an example for a commercial 

9 customer (Rate GC).  For purposes of this example, I have assumed an investment 

10 of $719,000 for the project. The customer’s EBAR is assumed to be $66,733.  

11 The cost of capital is the same as in the residential example. As shown on page 1 

12 of Exhibit ABC-3, the new policy results in a required CIAC of $77,433.  Under 

13 the current 5xEBAR policy, the CIAC would have been $385,000.  Just as with 

14 the residential project, there is a significant reduction in CIAC required under the 

15 new policy. 

16 III. NEIGHBORHOOD GAS PILOT 

17 19. Q. What is the Neighborhood Gas Pilot? 

18 A. As described in detail in the direct testimony of Mr. Eastman, the Neighborhood 

19 Gas Pilot is a three-year program that will enable PECO to study the efficacy and 

20 customer acceptance of strategies designed to reduce barriers presented by 

21 PECO’s current main extension policy to the construction of cost-justified main 
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1 extensions. In particular, for main extension projects eligible for the Pilot, the 

2 Company will: (1) allow on-bill payment of CIAC through a fixed monthly 

3 surcharge that is in effect for customers along the main for 20 years from the time 

4 the main construction was completed and the first customer took service; and (2) 

5 consider forecasted revenues, including the fixed monthly CIAC payment, from 

6 other prospective customers along the proposed main extension, not just the 

7 applicants requesting new service, when determining CIAC.   

8 20. Q. Please describe the proposed Tariff rider implementing the pilot.  

9 A. The rider will be available to existing residential properties and residential 

10 customers who will receive natural gas service under Rate GR (General Service – 

11 Residential) or the Customer Assistance Program (“CAP”) Rider.  In addition, to 

12 be eligible for the Pilot, the proposed main extension must cost at least $15,000 

13 and achieve certain levels of customer participation, which are explained by Mr. 

14 Eastman.   

15 Assuming a main extension project qualifies for the Pilot, the Rider provides for 

16 an NPV analysis that differs from the proposed Rules 7.3A and B in two key 

17 respects: (1) it takes into account revenues, including the fixed monthly CIAC 

18 payment, from future customers along the main extension route, instead of only 

19 considering the revenues from the initial customer requesting the main extension; 

20 and (2) it will determine a fixed monthly payment necessary to make the project 

21 have an NPV of zero (assuming the NPV is negative before the additional 

22 revenue), instead of a lump sum payment due upfront.  These modifications will 
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1 allow customers to pay a reduced overall CIAC (due to consideration of revenues 

2 from future customers) and make payments over a term of up to 20 years.  

3 Customers starting service at the initial installation will pay the fixed surcharge 

4 for a 20 year term.  Customers starting service later will pay the fixed surcharge 

5 for the remainder of that 20-year term (e.g., a customer that begins service in year 

6 6 will pay the charge for 15 years).  

7 21. Q. Does the Company propose any “true-up” if more or less customers 

8 ultimately connect to the main than were assumed in the NPV model? 

9 A. No, the Company is not proposing any true-up.  It is reasonable to expect some 

10 extension projects may have fewer than expected customers connect and some 

11 will have more than expected.  Therefore, PECO is not proposing any true up. 

12 Moreover, there are many assumptions that go into the calculation of the CIAC, 

13 which make any such reconciliation impractical.  While it is possible that 

14 customers will connect in a different pattern than expected (e.g., the total number 

15 of customers may be more or less than projected and may start service sooner or 

16 later than expected), it is also possible that their usage may be more or less than 

17 used in the calculation over the evaluation period.  

18 22. Q. How will the monthly surcharge be treated for ratemaking purposes? 

19 A. The monthly payment will be split between CIAC (which will be a credit to plant 

20 in service) and other revenue. The other revenue is essentially a return on the 

21 uncollected CIAC and keeps other customers neutral by relieving them from 

22 paying a return on the CIAC while it is in rate base.  The CIAC that will be 
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1 recovered in the monthly surcharge is included in rate base until the customer 

2 pays the surcharge. The payment is assumed to occur when the revenue is billed.  

3 If a customer does not pay the surcharge, it will be considered an uncollectible 

4 account expense and be subject to the same collection procedures up to and 

5 including termination of service. 

6 23. Q. Why is the Company proposing to be permitted to terminate service for 

7 failure to pay the additional monthly charge? 

8 A. Service may be terminated for failure to pay the monthly charge because the cost 

9 associated with the Company’s investment is no different from any other cost of 

10 providing distribution service. Any other customer would have service 

11 terminated for not paying the portion of their bill that covers investments and 

12 costs essential for the provision of distribution service.  The charge imposed 

13 under the Pilot is no different.  The monthly charge does not include the cost of 

14 appliances or other non-utility property but, rather, recovers the costs of mains 

15 and services, which are utility distribution plant and key investments necessary to 

16 provide service. 

17 24. Q. Will customers be allowed to pay the CIAC upfront as opposed to paying the 

18 additional monthly charge? 

19 A. Yes. A customer will be allowed to pay off the balance owed at any time.  

20 Exhibit ABC-4 to my testimony shows how the payoff amount will be calculated.  

21 For example, for a customer with a monthly payment of $70 who wanted to buy 

22 out the monthly charge after five years, the amount due, $7,836, would be 
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1 determined using the monthly payment shown in the table in Exhibit ABC-4 at 

2 year 6, month 1 ($70), multiplied by the number in the column labeled Payoff 

3 Multiplier (111.94).  The payoff reflects the present value of the future monthly 

4 payments. 

5 25. Q. What information will be provided to the customer to help them make the 

6 decision whether to pay up front or through the monthly charge? 

7 A. The Company will provide the following information to the customer when 

8 communicating the monthly charge amount: (1) the monthly charge; (2) total 

9 nominal value of payments made over the life of the surcharge; (3) amount if paid 

10 up front; (4) the assumed interest rate; (5) the number of payments; and (6) notice 

11 that the balance may be paid off at any time without penalty.  This information 

12 will allow the customer to make an informed decision about whether to continue 

13 with the monthly charge or pay it up front and finance on their own.  I also note 

14 that this information is consistent with several of the customer notice 

15 requirements established in the recent Columbia Gas Pilot Order at Docket No. R-

16 2014-2407345. 

17 26. Q. What interest rate was used to develop Exhibit ABC-4? 

18 A. I used the Company’s after-tax cost of capital because, as explained above, it 

19 operates as a return on uncollected CIAC and relieves other customers from 

20 paying a return on the uncollected CIAC while it is in rate base.  The after-tax 

21 cost of capital is the discount rate used in the NPV analysis.  In the examples 

22 provided in my testimony, the rate is 6.85%. 
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1 27. Q. What happens if a customer moves and sells its house? 

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

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

4 28. Q. Please provide an example of how the new pilot rider will work. 

5 A. Certainly. Exhibit ABC-5 to my testimony provides an example that assumes a 

6 group of residents in an existing development requests a natural gas main 

7 extension so that they and others in the development can convert to natural gas 

8 service. As shown in the exhibit, the critical inputs are the EBAR, the cost of the 

9 mains and service lines, the cost of capital, the number of homes expected to 

10 convert to natural gas in the first year and how many additional homes are 

11 expected to convert to natural gas heat over the next 20 years.  The example 

12 provided in Exhibit ABC-5 assumes an EBAR of $407; 121 total eligible 

13 customers on the main extension; 24 customers signing contracts for service in 

14 year 1; an initial investment of $261,000 for the main extension and $2,070 per 

15 service line in year 1; and an investment of $3,700 for each service line in years 2 

16 through 20, adjusted for inflation. The cost of capital used in the analysis is also 

17 on page 1 of Exhibit ABC-5 and is the same as in the example in Exhibit ABC-2.  

18 The period of the analysis is 44 years for reasons discussed below.  Once the key 

19 assumptions are entered, the result is a significantly negative NPV of $(176,854) 

20 as shown on page 1 of Exhibit ABC-5. The second step is to determine the 

21 monthly surcharge that results in an NPV of $0 as provided in the tariff Rider for 

22 the pilot. All customers taking natural gas service from that main over a period of 
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1 20 years from date of installation will have to pay that monthly charge.  Page 2 of 

2 Exhibit ABC-5 recasts the first spreadsheet to illustrate how the new monthly 

3 payment results in an NPV of $0 assuming a monthly surcharge payment of 

4 $45.46. As noted above, a customer may opt to pay the CIAC up front or may 

5 pay the unrecovered amount at any time in the future. 

6 29. Q. Does the pilot rider evaluation use the same 25 year period as the revenue 

7 test for the main extension policy? 

8 A. No. Since costs are being added in for the service line investment for additional 

9 customers during the first 20 years, the evaluation period will be 44 years.  This 

10 will allow revenue from the future customers to offset the service line cost. For 

11 example, a customer signing up for natural gas service in year 20 would need the 

12 study to extend out to 44 years to get the full 25 years of revenue counted toward 

13 their service line investment.  No customer will receive credit for more than 25 

14 years. The primary goal of extending the analysis to 44 years is to allow all 

15 connecting customers to count the NPV of 25 years of revenue in the analysis.  

16 IV. SUMMARY OF PROPOSED TARIFF CHANGES 

17 30. Q. Has the Company provided its proposed tariff changes? 

18 A. Yes. Exhibit ABC-6 to my testimony provides the proposed form of the tariff for: 

19 (1) the main extension policy change in Rule 7.3 of the Gas Service Tariff; (2) the 

20 Gas Main Extension Pilot Rider which implements the Neighborhood Gas Pilot 

21 Program; and (3) a new Rule 7.3D, which implements the Critical Public 

22 Facilities Pilot Program.  
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1 31. Q. Please summarize the specific changes in the tariff. 

2 A. There are three primary changes to the tariff.  First, as noted earlier in my 

3 testimony, Rule 7.3A of the Tariff Service Pipe and Main Extension Policy is 

4 being changed to reflect an NPV greater than or equal to zero test for determining 

5 CIAC. Additionally, Rule 7.3B is being modified to note that any required 

6 payment or deposits from developers will be based on the NPV test.  The second 

7 change is to add the Gas Main Extension Pilot Rider.  The Rider will implement 

8 the Neighborhood Gas Pilot Program which is discussed earlier in my testimony. 

9 The third change, the new Rule 7.3D, implements the Critical Public Facilities 

10 Pilot Program. The specifics of the program are discussed in the direct testimony 

11 of Phillip Eastman. 

12 32. Q. What effective date is the Company proposing for the tariff changes? 

13 A. Upon the issuance of a final order approving the tariff, the Company will file a 

14 compliance tariff on one day’s notice to be effective within six months of the final 

15 order. However, the Company expects to begin implementation of the 

16 Neighborhood Gas Pilot no later than the first quarter of 2016 because PECO 

17 requires sufficient time to finalize the information technology changes necessary 

18 to allow for monthly surcharges and to communicate with prospective customers.   

19 33. Q. Have you prepared responses to the filing requirements set forth at 52 Pa. 

20 Code Section 53.52 which specify the standard information to be submitted 

21 with a proposed tariff? 
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1 A. Yes. The responses are provided in Exhibit ABC-7. 

2 34. Q. Does this conclude your direct testimony? 

3 A. Yes. 
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