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STATE 3J NEW• F.AMPSIII.1
1nter-Dcpartinent Communication iiRc2

1)ATE: December 22, 2016
AT (OFFICE): NHPUC

FROM: Stephen Frink
Assistant Director — Gas & Water Division EXHIBiT
Alexander Speidel
Staff Attorney

SUBJECT: DG16-812
Liberty Utilities - Keene Division Cost of Gas
Keene Production Facility Costs

TO: Commissioners
Docket File
Service List

SUMMARY OF STAFF

Keene facility production costs should not be recovered through cost of gas (COG) rates.

Liberty Utilities (Energy?orth Natural Gas) Corp. d/b/a Liberty Utilities Keene

Division (Liberty or Company) should remove $124,190 ofprod.uction costs when

calculating its monthly projected over- or under-collection and a4just the Keene COG

rate effective January 1 , 201 7 and a hearing should be scheduled in January to address

what, if any, production costs should be allowed for recovery through the COG.

BACKGROUND

On October 28, 2016, the Commission issued Order 25,960 approving the Keene 2016-

2017 Winter COG rate and directed Staff to more fully review productions costs with the

Company. Commission Analysis (p. 5):

‘j’he Commission notes that the primary driver of the COG increase is the

asserted need to continually staff the Keenc production facility. We direct Staff

to more fully explore this need with the Company with an eye towards reducing

costs as well as ensuring reliable service.”

In the 2016-2017 Liberty - Keene COG filing the Company included production costs.

which had not been the practice under the predecessor utility, New Hampshire Gas

Company, or the prior COG seasons since Liberty acquired the Keenc operations on

January 2, 201 5 . The 201 6-2017 COG rate calculation includes 2015-20 1 6 winter
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 STATE OF NEW HAMPSHIRE 

Inter-Department Communication 
 

       DATE:   September 8, 2016  

                  AT (OFFICE): NHPUC 

 

 

FROM: Anthony Leone, Examiner 

 

SUBJECT: Liberty Utilities (EnergyNorth Natural Gas) Corp. d/b/a Liberty Utilities Keene 

Division 

  DG 15-391, 2015/2016 Winter Cost of Gas Adjustment Reconciliation 

  FINAL Audit Report  

 

TO:  Steve Frink, Assistant Director 

  Al-Azad Iqbal, Utility Analyst IV 

 

Introduction 

 

New Hampshire Gas Corporation (NHGC, Company), a public utility engaged in the 

business of propane distribution in the City of Keene, was a subsidiary of Iberdrola USA 

Enterprises, Inc.  Via Commission Order #25,736 issued on 11/21/2014 in docket DG14-155, 

Iberdrola sold NHGC to Liberty Utilities (EnergyNorth Natural Gas) Corp. d/b/a Liberty Utilities 

Keene Division.  The Order describes the sale as a stock purchase agreement of $3 million.  The 

utility is known as the Keene Division of EnergyNorth.   The effective date of the sale was 

January 2, 2015. 

 

The DG 15-391 Liberty Utilities (EnergyNorth Natural Gas) Corp. d/b/a Liberty Utilities 

Keene Division 2015 – 2016 Keene Division winter cost of gas reconciliation was filed with the 

Commission on June 28, 2016. 

 

Audit appreciates the assistance provided by Dave Simek of Liberty Utilities. 

 

Reported Summary 

  

The reported activity for the period 11/2015 – 4/2016 was summarized by Keene as 

follows:   

Beginning Under-collection (Current Period) $      48,567 

Revenue      $   (660,126) 

Interest Expense     $           976 

Propane Costs      $ 1,043,463 

Ending Under-collection    $    432,880 

 

 The beginning Under-collection of $48,567 does not agree with the prior period ending 

over collection of $92,082.  After accounting for gas supply collections, unbilled commodity 

costs and unbilled reversals of a net $143,451 for the months of May and June, and adjusting the 
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interest for the actual GL balances, the prior period ending balance agrees with the beginning 

balance. 

 

Propane Cost Adjustments to Reported Reconciliation 

 

 Included in the 2015/2016 reconciliation were two items marked as “Propane cost 

Adjustments”.  The first was noted in the December 2015 column, and was ($41,173) to adjust 

for double counting invoices which were to be reversed in December 2015.  The second 

adjustment of $89,185 was related to the inventory transfer between EnergyNorth Natural Gas 

(regulated utility) and Liberty Keene Division and was reviewed in the Summer 2015 Cost of 

Gas (COG) Reconciliation. 

 

Revenue $660,126 

 

 Audit reviewed the revenue for the period and the reported cost of gas rates for the fixed 

price option (FPO) and the non-fixed price option (Non-FPO) for compliance with Order 

#25,834 in DG 15-391, issued on 10/30/2015.   

 

 Reported Revenue: 

 Fixed Price Option $  202,213 

 Non-Fixed Price $  457,913 

 Total Revenue  $  660,126 

 

The Company provided an updated tariff page (3
rd

 revised page 18) on 11/12/2015 in 

compliance with the Order.  Specifically, the Non-FPO was initially set at $.8788 and the Fixed 

FPO was set at $.8988 per therm and did not change during the winter cost of gas period.  Audit 

notes that Liberty did submit a COG reconciliation on 11/22/2015 detailing the calculation for a 

$.01 decrease in the Non-FPO rate, but that they did not elect to make the change to the rate for 

that period resulting in that change being incorporated into the next month’s COG calculation.  

The following tariff pages were submitted for rate changes: 

 

The following tariff pages were reviewed for the Non-fixed Price Option: 

4th Revised Page 18 The Non-fixed Price Option was set at $.8196 effective 1/1/2016. 

5th Revised Page 18 The Non-fixed Price Option was changed to $.6910 effective 2/1/2016. 

6th Revised Page 18 The Non-fixed Price Option was changed to $.3912 effective 3/1/2016. 

7th Revised Page 18 The Non-fixed Price Option was changed to $.5052 effective 4/1/2016. 

 

The following table displays the FPO and Non-FPO sales data as submitted by Keene.  

 

Nov-15 Dec-15 Jan-16 Feb-16 Mar-16 Apr-16 Total

FPO Therms 22,385 32,475 43,912 46,421 46,210 33,578 224,981

FPO Rate 0.8988$ 0.8988$    0.8988$    0.8988$    0.8990$    0.8988$ 

FPO Revenues 20,120$ 29,189$    39,468$    41,723$    41,542$    30,180$ 202,221$ 

FPO Sales Data
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Nov-15 Dec-15 Jan-16 Feb-16 Mar-16 Apr-16 Total

Non-FPO Therms 63,232 91,302 128,573 149,102 152,422 107,029 691,660

Non-FPO Rate 0.8788$ 0.8788$    0.8196$    0.6910$    0.3912$    0.5052$ 

Non-FPO Revenues 55,568$ 80,236$    105,378$ 103,029$ 59,627$    54,071$ 457,911$ 

Total Revenue 75,688$ 109,425$ 144,847$ 144,753$ 101,169$ 84,251$ 660,132$ 

Non-FPO Sales Data

 
 

 Audit verified each month’s submitted revenue to the Cost of Gas Reconciliation Filing 

without exception.  Audit requested supporting documentation of the FPO, Non-FPO and Total 

sales data and Keene provided a breakdown the sales data with no exceptions. 

 

Cost of Propane $1,043,463 

 

 As noted in the reconciliation of the DG15-391 filing, the following costs for therms sold 

were identified. 

 

Nov-15 Dec-15 Jan-16 Feb-16 Mar-16 Apr-16

Cost Per therm 0.7197$ 0.8080$    0.8862$    0.9383$    0.9737$    0.9616$    

Firm Sendout 120,961 149,302 232,345 209,470 147,856 112,543

87,056$ 120,636$ 205,904$ 196,546$ 143,967$ 108,221$ 

Company Use 3,453 4,934 6,434 5,845 4,302 3,780

$2,485 $3,987 $5,702 $5,484 $4,189 $3,635

Total Therms 124,414 154,236 238,779 215,315 152,158 116,323

Total costs 89,541$ 124,623$ 211,606$ 202,030$ 148,156$ 111,856$ 

887,812$  
 

 The difference in the reported cost of propane of $1,043,463 and the $887,812 listed in 

the table can be found in the “Cost of Produced Gas” section discussed later in this report.  Those 

differences, along with other variances due to the use of accrual accounting were verified by 

Audit to the monthly LUNH Accounting Department master file reconciliation for November 

2015 through April 2016. 

 

Gas Supply Invoices 

 

 For the 2015-2016 heating season, Keene indicated that Patriot Gas Supply, LLC won the 

bid.  Audit requested and Keene supplied a list of the invoices from Patriot for the heating 

season.  From that list of deliveries, Audit selected a sample of actual expenses for review.  

Below is a summary of that review: 
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November 2015 

 

 An invoice from Patriot Gas Supply LLC contains charges for two separate propane truck 

loads in November.  The loads were picked up at Enterprise Terminals & Storage, LLC, Selkirk, 

NY, and transported via Northern Gas Transport.  The supporting documentation included the 

Product Receipt/Terminal Delivery form from Enterprise, which identifies the location, date and 

time, product information, customer (Patriot Gas Supply, LLC), Consignee (Spicer Plus Inc.), 

and Carrier (Northern Gas Transport).  The summary from Northern Gas which indicated the 

date, loading vapor pressure, percentage, temperature, and pressure for both the start and end of 

the transportation, plant tank percentages and pressures, an indication that methanol was added, 

and the hazard class.  The propane cost on both loads was $.56506 plus a “Delivery expense 

including PERC Fee” of $.3365.  The “Delivery expense including PERC Fee” varied 

throughout the period. 

 

December 2015 

 

 An invoice from Patriot Gas Supply, LLC indicates 9,005 gallons of propane were 

shipped from Enterprise Terminals & Storage, LLC, Selkirk, NY, and transported via Northern 

Gas Transport, Inc. on 12/3/2015.  Supporting documentation similar to that as outlined above 

was included with the invoice.  The cost per gallon was $.57644 or $5,190.84.  The invoice also 

added a surcharge of “Delivery expense including PERC Fee” of $ .3525 per gallon. 

 

January 2016 

 

 An invoice from Patriot Gas Supply, LLC indicates 9,506 gallons of propane were 

shipped the terminal and transported via Northern Gas Transport, Inc. on 1/7/2016.  Supporting 

documentation similar to that as outlined above was included with the invoice.  The cost per 

gallon was $.59375 or $5,644.19.  The invoice also added a surcharge of “Delivery expense 

including PERC Fee” of $ .3525 per gallon. 

 

February 2016 

 

 An invoice from Patriot Gas Supply, LLC indicates 9,201 gallons of propane were 

shipped from Enterprise Terminals & Storage, LLC, Selkirk, NY, and transported via SP 

Transport, LLC on 2/10/2016.  Supporting documentation similar to that as outlined above was 

included with the invoice.  The cost per gallon was $.59038 or $5,432.09.  The invoice also 

added a surcharge of “Delivery expense including PERC Fee” of $ .3525 per gallon. 

 

March 2016 

 

An invoice from Patriot Gas Supply, LLC indicates 9,208 gallons of propane were 

shipped from Enterprise Terminals & Storage, LLC, Selkirk, NY, and transported via SP 

Transport, LLC on 3/15/2016.  Supporting documentation similar to that as outlined above was 

included with the invoice.  The cost per gallon was $.58456 or $5,382.63.  The invoice also 

added a surcharge of “Delivery expense including PERC Fee” of $.3265 per gallon. 
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April 2015 

 

An invoice from Patriot Gas Supply, LLC indicates 9,992 gallons of propane were 

shipped from CHS Propane Terminal, Biddeford, ME, and transported via CEI Transport, Inc. on 

4/25/2016.  Supporting documentation similar to that as outlined above was included with the 

invoice.  The cost per gallon was $.58519 or $5,847.22.  The invoice also added a surcharge of 

“Delivery expense including PERC Fee” of $.2565 per gallon. 

 

Produced Gas Costs 

 

 According to the Reconciliation filed in the instant docket, Keene has included a 

“Produced Gas Costs” line item totaling $162,308 inclusive of interest.  Audit requested and 

Keene indicated that the line item is allowed per the current tariff, page 11, #17-Cost of Gas, 

#17(a).  Liberty Keene also submitted a table and summary for the expenses.  The summary has 

been included below with the detailed table is included at the end of this report. 

 
Nov-15 Dec-15 Jan-16 Feb-16 Mar-16 Apr-16 Total

Customer Installation - Labor $2,603 $517 $1,677 $712 $1,572 $2,343 $9,424
Gas Mixing - Labor $1,900 $4,744 $19,473 $21,145 $19,924 $32,221 $99,406
Contracted Work $0 $1,175 $481 $0 $797 $294 $2,747
Misc. Production Expense $1,409 $10,589 -$4,730 $5,840 $3,651 $6,475 $23,235
Insurance $1,639 $1,639 $1,639 $1,639 $1,639 $1,639 $9,832
Property Taxes $2,686 $2,686 $2,686 $2,686 $2,686 $2,686 $16,116
Total $10,237 $21,349 $21,225 $32,022 $30,269 $45,658 $160,760

Interest $14 $58 $117 $178 $480 $702 $1,548
Total with Interest $10,251 $21,407 $21,342 $32,200 $30,749 $46,360 $162,308  
 

 While the inclusion of produced gas costs is in the tariff, not all of the reported costs are 

allowed. The Customer Installation Labor, Contracted Work, Insurance, Property Taxes and 

associated Interest costs are not allowed in the COG as they are already included in base rates as 

found in the last rate case proceeding for Liberty Keene, DG 09-038.  Audit Issue #1 

 

Interest $976 

 

 The originally reported interest expense of $976 was reviewed by Audit.  The monthly 

figures represent the calculation of the average monthly General Ledger balance * 3.25% divided 

by twelve.  The calculated monthly figure is then rolled into the beginning balance for the next 

month.  Keene provided supporting documentation for the interest without exception. 

 

 

SUMMARY 

 

 Based on a review of all supporting schedules, invoices, revenue details, and adjusting 

entries, Audit does not concur with the Company that the Winter period 2015 – 2016 COG 

ending balance represents an under-collection of $432,880, rather it should be reduced by the 

Produced Gas Cost adjustment of $38,119 to the new, under-collected balance of $394,761. 

Docket No. DG 16-812 
Attachment Staff 1-1 

Page 5 of 7

14



Audit Issue #1 

Cost of Gas Produced 

  

 

Background 

 

  The COG mechanism is designed to capture the cost of gas to the company and not any 

other additional expenses, including costs already included in a company’s base rates. 

 

 

Issue 

 

 As found in the current winter COG reconciliation, Keene has included $162,308 in the 

cost of gas as the cost of gas produced.  While Audit understands some of these costs can be 

included according to Keene’s current Tariff, page 11, section 17(a)-Cost of Gas, costs that are 

already included in a company’s base rates may not be recovered again by another mechanism.  

The following table lists the costs Liberty Keene must remove.  Installation Labor, Contracted 

Work, Insurance, and Property Taxes ($38,119) and the associated difference in the interest may 

not be included in the COG Reconciliation. 

 
Nov-15 Dec-15 Jan-16 Feb-16 Mar-16 Apr-16 Total

Customer Installation - Labor $2,603 $517 $1,677 $712 $1,572 $2,343 $9,424
Contracted Work $0 $1,175 $481 $0 $797 $294 $2,747
Insurance $1,639 $1,639 $1,639 $1,639 $1,639 $1,639 $9,832
Property Taxes $2,686 $2,686 $2,686 $2,686 $2,686 $2,686 $16,116
Total $10,237 $21,349 $21,225 $32,022 $30,269 $45,658 $38,119  
 

Recommendation 

 

Liberty Keene must remove $38,119 and the associated interest from the cost of produced 

gas from the current reconciliation. 

   

 

Company Comment 

 

 While the Company agrees that certain categories of costs may have been included in the 

determination of distribution rates in the Company’s last base rate case, it is difficult to state that 

those costs are already being recovered when the Company is operating at a loss.  The Company 

believes that all of the “Produced Gas Costs” it included in the reconciliation are consistent with 

Section 17(a) of its tariff and requests that the Audit Staff clarify that its recommendation that 

certain costs not be included in the reconciliation relates only to its view that certain of those 

costs may have been included in the prior determination of distribution costs and does not mean 

that those costs are not “Produced Gas Costs” consistent with the tariff provision.  The Company 

understands that the best time to get a full separation of “Produced Gas Costs” from distribution 

costs is in a distribution rate proceeding and, therefore, will adjust the COG reconciliation 

accordingly until such time as the Company’s next distribution rate case.  
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Audit Comment 
 

 Audit appreciates the Company’s response and decision to remove certain costs from this 

years’ COG Reconciliation and agrees that the best time to separate which costs are allowed 

under provision 17(a) of the current tariff is during the Company’s next distribution rate 

proceeding. 
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Liberty Utilities (EnergyNorth Natural Gas) Corp. d/b/a Liberty Utilities – Keene Division 
 

DG 16-812 
Winter 2016-2017 Cost of Gas 

 
Staff Data Requests - Set 2 

 
 

Date Request Received: 10/31/16  Date of Response: 11/15/16 
Request No. Staff 2-8  Respondent: Christian Brouillard 
     
 
REQUEST:    

 
Given the changes and enhancements to the control systems since the 2015 operational event, 
please explain why Liberty continues to man the plant 7/24.  
 
RESPONSE: 
 
Liberty weighed the operation risks to the reliable and safe operation of the Keene Propane Air 
Plant.  We focused our evaluation specifically on the blower and fuel control system that is 
necessary to supply an adequate air supply and fuel mixture to the high pressure (3.5 psig) 
system.  While the Company has implemented a broad range of safety and operational 
enhancements to the system, there remains a residual risk of another incident similar to the 
incident that occurred on December 19, 2015.  We believe this risk to be very small; nonetheless, 
the Company also believes that it must take whatever steps are reasonably justified to ensure the 
safety of our customers, employees, and the Keene community.  Therefore, the incremental cost 
to continue 24/7 staffing for the next two to three months is considered to be necessary and 
justified in order to mitigate the residual safety risks.  Further, as a temporary measure to 
improve safety and reliability, we plan to convert a portion of the high pressure system 
(Monadnock Marketplace) to CNG.  We expect to complete this limited conversion in 
December/early January at which time the blower system will be placed in cold standby and the 
plant run on atmospherically supplied air to supply only low pressure system and a small 
remaining portion of the high pressure system.  This is only a temporary measure, specific to the 
Monadnock Marketplace segment of the high pressure system.  The permanent CNG conversion 
of both the high pressure and low pressure systems is not expected to begin until later in 2017.   
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Liberty Utilities (EnergyNorth Natural Gas) Corp. d/b/a Liberty Utilities – Keene Division 
 

DG 16-812 
Winter 2016-2017 Cost of Gas 

 
Staff Data Requests - Set 3 

 
 

Date Request Received: 11/22/16  Date of Response: 12/8/16 
Request No. Staff 3-2  Respondent: Christian Brouillard 
     
 
REQUEST:    

 
Ref. Staff DR 2-7.  Liberty has implemented 12 enhancements to the production facility since 
implementing the new policy and is in the process of implementing additional enhancements.  
Please explain why these measures do not adequately address the risks identified in DR 3-1.  
With the new enhancements, please explain what the protocols would be for addressing the risks 
under both the old and new policy and what the difference in response time and cost exposure 
would be under the old and new policies. 
 
RESPONSE: 
 
Please refer to the Company’s response to Staff 3-1, detailing the risks, enhancements, residual 
risks, and continuing operating policy. 
 
The enhancements enacted by the Company since the December 19, 2015, incident have had a 
significant impact on the safe and reliable operation of the plant, addressing most of the 
contingency risks associated with supplying a fuel/air mixture to the high pressure (3.5 psi) 
system.  However, levels of residual risk remain associated with continued plant operation.  
Examples of residual risks include a failure of the backup generator to start following loss of 
utility power to the plant and a lock-up or a failure of the fuel stepping system to properly 
respond to propane/air fuel demand.  Further, the plant has a unique mix of vintage fuel delivery 
and control equipment.  Despite a very broad and deep research effort, including vendor 
involvement, the Company cannot be 100 percent certain that all possible failure modes have 
been identified and fully mitigated.   
 
Therefore, we believe it entirely prudent and necessary to continue the round-the-clock staffing 
coverage of the plant with regular Keene staff and augmented with EnergyNorth staff during off 
hours.  Doing so provides the layer of assurance necessary to expeditiously respond to any 
incident that may occur.  Having personnel readily available or on site virtually assures that 
consequences resulting from an incident similar to the one that occurred on December 19, 2015, 
will not happen again.   
 
The improvement in response time, beyond the enhancements enacted, would vary for each 
potential incident.  In general, the improvement would be the difference in time for on-call 
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Docket No. DG 16-812 Request No. Staff 3-2 

Page 2 of 2 

personnel to respond to the plant during off hours vs. personnel being present at the plant to 
immediately carry out response actions from gas control.  Considering the potential safety 
consequences of extended response times as well as the possibility of unforeseen equipment 
failure modes given the age and mix of the on-site equipment, the Company views the full-time 
staffing measures as prudent and necessary. 
 
The incremental costs of this staffing approach are detailed in the Company’s response to data 
requests Staff 2-1 and Staff 2-2. 
 
To expeditiously address the concerns with the blower system, the Company is proceeding with 
plans to install a temporary CNG feed into the HP (3.5 psi) system.  This will allow the existing 
propane/air blower system to be retired and the system fuel/air mixture to be supplied solely via 
atmospheric air.  The reasons and benefits for providing temporary CNG service in Monadnock 
Marketplace include: 
 

 Removing the Monadnock Marketplace gas load from the Keene manufactured gas 
system will allow the Emerald Street gas plant to operate in atmospheric mode year 
round.  The blower system can be permanently retired. 

 Converting customers within Monadnock Marketplace in 2016 will allow Liberty to 
convert Manadnock Marketplace customer appliances and the distribution system to 
natural gas, reducing the eventual scope of a wider, system wide conversion to CNG 
sourced, and eventually LNG sourced, natural gas system. 

 Having customers converted to natural gas via a temporary plant will facilitate 
commissioning and startup of a permanent CNG plant while providing for uninterrupted 
service. 
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