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DIRECT TESTIMONY 2 

OF 3 

ALAN B. COHN 4 

I. INTRODUCTION AND PURPOSE OF TESTIMONY 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, 2301 7 

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 Manager 10 

of Regulatory Strategy in the Regulatory Group.   11 

3.      Q. Please describe your educational background. 12 

A. I received a Bachelor of Science Degree in Commerce and Engineering from Drexel 13 

University in 1980.  I received a Masters Degree in Business Administration from 14 

Drexel in 1985.  In addition, I have completed the American Gas Association 15 

(“AGA”) Gas Rate Fundamentals Course at the University of Wisconsin and the 16 

AGA Advanced Gas Rate Course at the University of Maryland. 17 

4.      Q. Please describe your work experience in the energy industry. 18 

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

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

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

Affairs Division.  Since that time, I have held various management positions in 22 
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PECO’s Rates and Regulatory Affairs Department and Strategic Planning 1 

Department, where I have responsibility for managing base rate case filings, cost-of-2 

service studies and financial and economic analyses.   3 

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

legislative bodies? 5 

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

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

the Maryland Public Service Commission.  A list of the cases in which I have 8 

submitted testimony is attached as Exhibit ABC-1. 9 

6.      Q. What is the purpose of your direct testimony? 10 

A. The purpose of my testimony is to describe the impact on revenue requirement 11 

associated with depreciation and the Pennsylvania Corporate Net Income Tax (“state 12 

income tax”) that results from the Company’s decision to complete the universal 13 

deployment of smart meters by the end of 2014, instead of the end of 2019 as PECO 14 

had proposed in its initial Smart Meter Plan.  PECO’s decision to accelerate the 15 

universal deployment of smart meters is explained in the direct testimony of Mr. 16 

Innocenzo (PECO Statement No. 1) and Mr. Trzaska (PECO Statement No. 2).   17 

The Company’s initial Smart Meter Plan was adopted pursuant to the Commission’s 18 

final Order entered May 6, 2010 approving a Joint Petition for Partial Settlement 19 

(“Smart Meter Settlement”) in the proceeding at Docket No. M-2009-2123944 that 20 

was initiated to review the Company’s Plan.  As part of the Smart Meter Settlement, 21 
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the Commission approved the implementation of a Smart Meter Cost Recovery 1 

Surcharge (“SMCRS”) and also approved the manner in which PECO would recover 2 

its remaining investment in Automated Meter Reading (“AMR”) technology that is 3 

being replaced by smart meters. 4 

II. REVENUE REQUIREMENT IMPACT -- 5 

DEPRECIATION AND STATE INCOME TAX 6 

7.      Q. Why was the recovery of PECO’s remaining investment in AMR meters 7 

addressed in the Smart Meter Settlement? 8 

A. Pursuant to the requirements of Act 129 of 2008, PECO and other electric distribution 9 

companies (“EDCs”) are required to purchase and install smart meters and the 10 

associated infrastructure necessary to obtain the functionality required by the terms of 11 

Act 129 and the Commission’s Order entered on June 24, 2009 at Docket No. M-12 

2009-2092655 (“Implementation Order”).  The installation of smart meters 13 

necessarily requires that PECO’s existing AMR meters be retired before PECO’s 14 

investment in those meters has been fully recovered through the annual accruals for 15 

depreciation reflected in PECO’s existing base rates. 16 

8.      Q. How did the Smart Meter Settlement address the recovery of PECO’s 17 

investment in AMR meters? 18 

A. Paragraph 14.F. (1) of the Smart Meter Settlement provides as follows: 19 

 F. Recovery of PECO’s Automated Meter Reading  20 

  (“AMR”) Investment 21 

 (1) PECO’s recovery of its AMR investment existing as 22 

of January 1, 2011 and any subsequent necessary additional 23 
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investment shall be recovered in equal installments in the Smart 1 

Meter surcharge [SMCRS] over a period ending December 31, 2 

2020.  In addition, any increase in annual depreciation resulting 3 

from the Company’s Smart Meter Plan approved by the 4 

Commission that occurs prior to January 1, 2011 shall be deferred 5 

and recovered with the net AMR investment balance at January 1, 6 

2011.  The unamortized amount shall be included in the rate base 7 

component of the Smart Meter Surcharge. 8 

 9 

Thus, the Smart Meter Settlement established a ten-year period (January 1, 2011 10 

through December 31, 2020) for PECO to recover its AMR investment that remained 11 

unrecovered as of January 1, 2011.  It also provided that PECO would defer any 12 

incrementally higher depreciation incurred in 2010 related to Smart Meter Plan 13 

implementation and recover the incremental depreciation by adding it to PECO’s 14 

unrecovered AMR investment at January 1, 2011. 15 

9.      Q. Why was a ten-year recovery period selected? 16 

A. The ten-year recovery period corresponded generally to the period within which 17 

PECO had initially proposed to complete its deployment of smart meters throughout 18 

its service territory. 19 

10.      Q. In light of the Universal Deployment Plan PECO is proposing in this proceeding, 20 

which would substantially complete the deployment of smart meters throughout 21 

its service territory by the end of 2014, is PECO also proposing to accelerate the 22 

period over which it will recover its remaining unrecovered investment in AMR 23 

meters? 24 

A. No, it is not.  PECO will adhere to the recovery period that was approved as part of 25 

the Smart Meter Settlement.  As a consequence, PECO will replace virtually all of its 26 
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existing AMR meters with smart meters by the end of 2014, but will recover its 1 

investment in the retired AMR meters over a ten-year period ending December 31, 2 

2020. 3 

11.      Q. Have you prepared an exhibit showing the calculation of additional revenue 4 

requirement associated with accelerating the depreciation of PECO’s investment 5 

in AMR meters? 6 

A. Yes, I have prepared PECO Exhibit ABC-2.  This exhibit shows the development of 7 

two additional elements of revenue requirement associated with the retirement of 8 

PECO’s AMR meters.  First, it shows the calculation of additional depreciation 9 

PECO must include in its SMCRS in order to recover fully its investment in AMR 10 

meters that are being retired and replaced with smart meters.  This amount is $9.8 11 

million, as shown in column 3 on the top half of Exhibit ABC-2.  Second, it shows 12 

the development of the revenue requirement associated with the additional state 13 

income tax that must be included in the SMCRS to properly adjust for differences in 14 

book-tax timing caused by the early retirement of AMR meters.  The additional state 15 

income tax is approximately $900,000, which, when grossed-up for federal and state 16 

income tax effects and gross receipts tax, imposes approximately $1.7 million in 17 

additional revenue requirement, as shown in columns 6 and 7, respectively, on the top 18 

half of Exhibit ABC-2. 19 

 20 

 21 
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12.      Q. Please explain the derivation of the additional depreciation of $9.8 million that 1 

must be included in the SMCRS to recover PECO’s investment in AMR meters. 2 

A. All of my references in this answer are on the spreadsheet displayed on the top half of 3 

Exhibit ABC-2.
1
  Column 1 shows, for the year 2010, the increase in annual 4 

depreciation that the Company incurred prior to January 1, 2011 as a result of 5 

implementing its Smart Meter Plan.  As I previously explained, under the Smart 6 

Meter Settlement, PECO is entitled to recover this additional depreciation by adding 7 

it to its unrecovered investment in AMR meters as of January 1, 2011 and recovering 8 

the total over a ten-year period ending December 31, 2020.  The amounts in column 1 9 

for years 2011 through 2014 reflect the depreciation PECO will record on its books of 10 

account in each year to fully depreciate its remaining investment in AMR meters by 11 

the end of 2014.  The total for column 1 of $110.3 million is the amount PECO is 12 

entitled to recover.   13 

Column 2 shows the annual accruals for depreciation associated with PECO’s 14 

investment in AMR meters that PECO is recovering in its base rates.  The annual 15 

accrual is slightly more than $10.0 million, which is why column 2 sums to $100.5 16 

million. 17 

Column 3 is the difference between columns 1 and 2 and reflects the additional 18 

depreciation ($9.8 million) that PECO must include in its SMCRS in order to fully 19 

recover its investment in AMR meters during the ten-year recovery period approved 20 

in the Smart Meter Settlement. 21 

                                                 
1
 Exhibit ABC-2 is identical to Appendix E to the Company’s Smart Meter Universal Deployment Plan (PECO 

Exhibit 1). 
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13.      Q. Please explain the derivation of the additional $900,000 of state income tax 1 

expense that must be included in the SMCRS to reflect the retirement of AMR 2 

meters in conjunction with the accelerated universal deployment of smart 3 

meters. 4 

A. PECO is required to “flow-through” in its rates charged to customers the state tax 5 

effect of the difference between depreciation expense recorded per books and the 6 

depreciation it is permitted to deduct for income tax purposes.  The decision to 7 

accelerate the deployment of smart meters, which also drives the retirement of AMR 8 

meters, affects that book-tax difference and must be reflected in the SMCRS.  9 

Specifically, and as I will explain, based on the depreciation deductions underlying 10 

the state tax expense being recovered in PECO’s base rates, customers would pay in 11 

rates a level of state income tax expense that is understated because it is based on tax 12 

depreciation that exceeds the amount of depreciation PECO is actually permitted to 13 

deduct. 14 

Column 1 of the spreadsheet at the top of Exhibit ABC-2 shows the depreciation 15 

PECO will book to fully depreciate its remaining investment in AMR meters, which 16 

totals $110.3 million.  The first column in the lower half of the exhibit, which is titled 17 

“Tax Depreciation Under Accelerated Depreciation,” shows the depreciation 18 

deductions PECO will be permitted to take to fully depreciate its tax “basis” in the 19 

AMR meters, which total $47.3 million.  The difference between the two ($63.0 20 

million) is the amount by which PECO’s book depreciation exceeds its tax 21 

depreciation and represents an addition to taxable income.  Stated another way, PECO 22 
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will pay state income tax on $63.0 million that represents the excess of book 1 

depreciation over tax depreciation related to its investment in AMR meters. 2 

Column 2 of the spreadsheet at the top of the exhibit shows the annual depreciation 3 

expense PECO is recovering in base rates, which, through December 31, 2020, will 4 

total $100.5 million.  At the same time, PECO’s base rates include income tax 5 

expense that was calculated on the basis of tax deductible depreciation related to 6 

AMR meters of $4.7 million per year, which, through December 31, 2020, totals 7 

$51.8 million, as shown in the second column of the table in the lower half of Exhibit 8 

ABC-2.  The difference between $100.5 million and $51.8 million ($48.7 million) is 9 

the amount by which PECO’s depreciation expense being recovered in rates exceeds 10 

the tax depreciation deductions used to calculate the income tax expense being 11 

recovered in rates.  Thus, $48.7 million is the tax expense that PECO will recover 12 

under its existing rates because of the timing difference between depreciation expense 13 

and depreciation deductions embedded in its existing rates.  Thus, the sum of $51.8 14 

million represents the tax depreciation deductions customers will have received 15 

because of the faster depreciation permitted for tax purposes which, under flow-16 

through accounting, have been passed-through to them in the ratemaking process as 17 

lower state income tax expense.  However, because total tax deductions cannot 18 

exceed the basis (investment) in the property being depreciated, the difference 19 

between book and tax depreciation “turns around,” and that timing difference results 20 

in higher tax expense in the later years of the service life of depreciable property 21 

which, as I previously explained, is $48.7 million. 22 
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Based on PECO’s actual remaining investment in AMR meters and the amount of 1 

remaining tax depreciation it may deduct for income tax purposes, it will pay income 2 

tax on $63.0 million of additional taxable income generated by book-tax timing 3 

differences.  At the same time, the timing difference embedded in PECO’s base rates 4 

will provide for the recovery of income tax on only $48.7 million of additional 5 

taxable income.  The difference between these two figures ($14.3 million) is the 6 

additional taxable income that must be reflected in calculating PECO’s SMCRS.  7 

Based on the state income tax rate of 6.5%, the additional state income tax that must 8 

be included in the SMCRS is approximately $0.9 million, as shown in column 6 of 9 

the spreadsheet on the top half of the exhibit.  This amount must be grossed-up for 10 

federal and state income taxes and gross receipts tax, as shown in column 7, which 11 

results in a total addition to the SMCRS of $1.7 million. 12 

14.      Q. Mr. Cohn, you have calculated the state income tax effects resulting from timing 13 

differences that must be included in the SMCRS.  Do the same tax timing 14 

differences affect the Company’s federal income tax expense and, if so, why is no 15 

adjustment to the SMCRS being proposed for federal taxes? 16 

A. The tax timing differences I explained above do not have a comparable impact on 17 

federal income tax expense embedded in PECO’s base rates because, for federal 18 

taxes, PECO is required to “normalize” tax-book timing differences.  Under the 19 

“normalization” method, PECO’s annual federal tax expense recovered in rates is not 20 

affected by such tax timing differences.  The acceleration of universal smart meter 21 

deployment – and associated accelerated depreciation of PECO’s AMR investment – 22 

will affect the amount of deferred taxes PECO records each year during the recovery 23 
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period.  However, by the end of the recovery period, the net total accumulated 1 

deferred taxes PECO will have recorded on its books will be the same regardless of 2 

the depreciable lives used to depreciate PECO’s AMR investment. 3 

15.      Q. What is the total revenue requirement associated with the depreciation of 4 

PECO’s remaining investment in AMR meters? 5 

A. The annual revenue requirement impact is the total increase above the amount being 6 

recovered in PECO’s base rates, which is the sum of column 3 ($9.8 million) and 7 

column 7 ($1.7 million) on the top half of Exhibit ABC-2, or a total of approximately 8 

$11.5 million over the ten-year recovery period.  This amounts to an annual increase 9 

of approximately $1.1 million in the SMCRS. 10 

III. CONCLUSION 11 

16.      Q. Does that conclude your direct testimony? 12 

A. Yes. 13 




