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STATE OF NEW HAMPSHIRE

Inter-Department Communication

DATE: December 1 1, 2017
AT (OFFICE): NHPUC

FROM Robert J Wyatt p” 2 ( (‘F
Assistant Director, Safety Division

SUBJECT: Unitil’s NH Gas Division, Northern Utilities, Inc.
DG 17-134 Motion for Waiver ofPuc 505.07(a)
Staff Recommendation

TO: Debra A. Howland, Executive Director, NHPUC

cc: Randall Knepper, Director, Safety Division
Stephen Frink, Assistant Director, Gas and Water Division
David Shulock, Director, Legal Division

On August 25, 201 7, Unitil (Unitil or the Company) filed a letter on behalf of its NH Gas
Division, Northern Utilities, Inc. (Unitil/Northem NH), seeking a waiver of Puc
505.07(a) for a period of four years. Puc 505.07(a) requires that the Company “maintain
the equipment and facilities necessary for accurately testing each type and size of meter
employed for the measurement of gas it its customers, unless arrangements approved by
the commission, pursuant to Puc 201 .05, have been made to have such testing done
elsewhere.” This request for waiver is similar to previous requests made by
Unitil/Northem NH in DG 10-245 and DG 14-222, which were conditionally approved
by the commission for three and four year terms1 respectively, in secretarial letters dated
October 18, 2010 and April 1, 2015.

The secretarial letter conditionally approving Unitil/Northem NH’s waiver request in DG
14-222, dated April 1 , 201 5, required the Company to file annual reports of its
reconciliation of the Unitil ME/NH/MA Gas Divisions’ outsourced meter testing program
costs. The annual reporting provides a cost-benefit analysis that compares Unitil’s
ME/NH/MA gas divisions outsourced annual meter testing program costs to updated cost
estimates for bringing the gas meter testing and servicing operation back in-house. Table
1 shows that Unitil was in compliance with its annual reporting filing requirements of DG
14-222.

Table 1.
Meter Testing PUC Report Filing Actual Report Filing Compliance with

Year Deadline Date PUC Secretarial
Letter

2014 Julyl,2015 June26,20l5 Yes
2015 March3l,2016 March3l,2016 Yes

I Commission approval ofNorthem’s waiver request in DG 14-222 was for three forward-looking years
plus one retroactive year, beginning on October 2 8 , 20 1 3 , extending for the four year period through
October 2017.
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2016 March 3I,2017 March 3,2017 Yes

Background

Unitil owns and operates three gas divisions in New England:Northern Utilities (Maine

Division); Northern Utilities (New Hampshire Division); and Fitchburg Gas and Electric
(Massachusetts). In its filing, Unitil provided cost analysis that compares the outsourcing

option to the in-house option. Unitil asserts the analysr^s demonstrates sufficient support

for outsourcing its meter testing and servicing function'. UnitilÂ.{orthem NH has

received three consecutive commission apprÑed waivers of Puc 505.07(a) since 20093.

The Company has contracted with out-of-state third party vendors for its entire meter

testing and servicing requirements since 2009. ln2016 the Company shipped 3,362 gas

meters from its combined gas divisions to its meter testing vendor, Utilities & Industries.

Utilities & Industries is based in Reynoldsville, PA and has contracted with Northem for
these services since 20II. The Unitil combined ME/NIH/MA Gas Divisions total2016
expenditure for the outsourced the meter testing and servicing function was $64,3714.

See Table 2 for a summary comparison of the 2014,2015 and 2016 results. Also see

Staff Attachment 1 for detailed 2014,2015 and 2016 cost per meter tested, by meter class

and by Unitil Division. Based on the results of its cost analysis, UnitilÀ{orthem NH
would like to continue participating in Unitil's outsourced meter testing and servicing
program. In order to continue with this outsourced meter testing program,

Unitil/lrlorthern NH needs commission approval of a waiver of Puc 505.07(a),

In the latest UnitilÀ{orthem NH Augustzs,2017 waiver request filing, Unitil estimates it
would cost $411,348 to renovate the old Fitchburg meter repair shop to be able to
perform all of its gas meter testing and repair services. If it were to expand its
UnitilA{orthern NH operations center in Portsmouth to meet its meter servicing
requirements, the Company estimates it would cost $1,003,669. The Company estimates

an additional capital expense for equipment requirements of $257,66I.

To facilitate an in-house meter testing and servicing capability, Unitil estimates annual

operating costs of $ 1 7 5,7 67 , which would include 2 FTEs with benefits, utility expenses

and tool replacement costs. Unitil's three gas divisions tested an average of
approximately 3,300 meters annually over the past three years. The Company's NH
Division tested approximately 1,350 meters annually over the same three year period.

Staff Review and Analysis

Staff has completed its review of Northern's Request for Waiver of Puc 505.07(a), filed
on August 25,2017 . Staff also reviewed other pertinent reports and documents filed by
Unitiljncluding: Annual Reports of Gas Metei Testing costs for 2014,2015 and20l6s;

'OG tl-t3+, August 25,2017, frling by Unitil, Cover Letter.

'Re. DG Oï-O73,DG lO-245 and DG 14-222.
o Re. DG 17-134, August 25,2017 filing by Northern, Unitil-Northern Gas meter Testing Cost Analysis

20 I 6 section, paragraph 2.
s Re. Condition #6 in Commission Secretarial Letter dated April l, 2015, approving the Northern Utilities
request for a waiver of Puc 505.07(a), in DG 74-222.
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E-7 Annual Reports of Gas Meter (Accuracy) Tests for 20 14,2015 and 20166; and prior
requests in related dockets for waiver of Puc 505.07(a)'.

Staff compared the most recent three years of actual outsourced costs from Annual
Reporting of Gas Meter Testing results as reported in Unitil's 2014,2015 and20t6
filings to the NH commission in DG 14-222. Staff reviewed and compared average "cost
per meter tested" values for both the Unitil/Northern NH meter testing and those of
Unitil's combined ME/Ì.{H/MA Gas Divisions. Table 2 provides a summary of the
UnitilAlorthem NH aggregate cost per meter test results provided in Table 2. The
aggregate cost per meter test results for the combined Unitil ME/|[H/MA Gas Divisions
is provided in Table 3.

Table 2.

The results in Table 2 show an upward trend in the UnitilAtrorthern NH aggregate average

cost per meter test. Staff notes that this upward cost trend appears to be primarily
influenced by increased testing of rotary meters in the NH division, triggered by a higher
percentage of accuracy issues tied to this type of meter. Rotary meters, used for large
volume commercial and industrial customers, are significantly more expensive meters to
test and service.

Table 3.

The results in Table 3 show that overall costs for the outsourced meter testing program

have remained stable.

Staff expects that the Company, along with its vendor, have been working to resolve the
current acc;rtracy issues related to rotary meters and will report back to the commission on
their findings. As reported in the 2016F-6 Annual Report of Gas Meter Tests, the
UnitilÀ{orthernNHhasatotal of I,023 rotarymetersinitsinventoryand 66lrotary
meters have been tested and serviced over the past three years. Staff recommends that
UnitilÀ{orthern be directed to file a detailed update on this rotary meter accuracy issue as

6 Re. Puc509 .09 E-7 Annual Report of Gas Meter Tests, reporting requirement related to meter accuracy

test results.
7 Re. Dc 10-245 and DG 14-222

J

Actual Outsourced Meter Testing Program Cost Analysis

Northern Utilities - NH Division

20L4 2015 2016 Average

Annual Outsourcing Costs - NH Div. s31,s98 s36,t29 532,521 533,416

Number of NH Div. Meters Tested L,492 L,460 L,ttg t,357

Averase Cost per MeterTest - NH Div S21. i.8 5z4.is s29.06 Sz+.os

Actual Outsourced MeterTesting Program Cost Analysis

Unitil - All Gas Divisions

20L4 20L5 20L6 Average

Annual Outsourcing Costs - All Div. s61,096 566,t+g $æ,++g s63,898

Number of NH Div. Meters Tested 3,3L4 3,450 3,362 3,375

Averase Cost per Meter Test - All Div S1s.44 irs,r7 Srg. rz Srs.gg



part of its Annual Report of Gas Meter Testing costs for 2017, which must be filed with
the commission on or before March 3I,20I8.

Even though the NH Division cost per meter test has increased over the past three years,

actual aggregate average cost per meter test is significantly lower than Unitil's estimated
cost for bringing the meter testing program back in-house. See Staff s three meter test

scenarios of estimated2016 in-house operating cost per meter test provided in Table 3,

using the Company's 2016 estimated annual operating cost figure. Staff did not attempt
to verify and validate the Company's estimates of in- House Operating Costs because of
the significant difference with the outsourcing option.

Table 4.

1. This estimatewas provided in the UES/Norther 2016 Annual Reportfiled on March 2,20T7 ToDG!4-222

Theestimateincludes two FTEs w/benefits +utilityexpenses +tool replacementexpenses.

Unitil's latest in-house operating cost estimate includes the cost of two FTEs with
benefits plus other less significant miscellaneous expenses to perform the combined gas

divisions meter testing requirements. In Table 4 Staff uses Unitil's in-house operating
cost estimate to achieve a hypothetical average "cost per meter test" under three different
meters tested quantity scenarios. Excluding facility and equipment capital costs, these

hypothetical examples show that the approximate average cost per meter tested would be

$52.08 based on Unitil's current average annual volume of 3,315 meter tests, $29.29
based on a volume of 6,000 meters, and $19.53 based on a volume of 9,000 meters tested
per year. As reflected in Table 3 above, the three-year average cost per meter tested by
Unitil's third party vendor was approximately $19 per meter. Table 4 shows Unitil's
three gas divisions may only be able to achieve similar annual in-house costs if its annual

meter tests approach 9,000 meters per year.

Based on the current cost figures provided by Unitil, Staff concludes that the Company
will continue to save operating costs across its three gas operations divisions by
outsourcing its meter testing function. Again, Staff did not attempt to validate Unitil's
assertions for cost assumptions used in performing meter tests in-house. Staffls review of
the Company's meter testing program costs for 2014,2015 and 2016 suggest it may be

difficult for the Company to bring this operation back in-house until such time that 1.) the
operation could become more automated, and performed by one FTE, or 2.) the number
of meters tested and serviced on an annual basis increases to approximately 9,000.

In previous waiver request dockets, Unitil/ltlorthern NH provided assurance to Staff that
it does have a process in place to meet the requirements of Puc 505.05, customer-
witnessed meter tests. The Company's third party vendor would provide testing services

from a mobile van that is equipped with a prover that can be used for testing meters.

4

ln-House Cost Est¡mate for 2016 Gas Meter Testing

Using three estimated meter test volume scenarios for all Gas Divisions' Annual Testing

Average Cost per metertest - Scenarios 1, 2 and 3 t 2 3

Assumed Annual ln-House Operating Cost Estimate 7r Sns,tøt Sns,tot $tls,l6t
Annual "n" volume of meters tested in-house 3,375 6,000 9,000

Average cost per metertested in-house Ssz.os 52s.2s S19.s3



These tests were able to be arranged and scheduled so that customers can witness the
procedures at UnitilÀtrorthem NH's Portsmouth facility. Staff will recommend that

Unitil/1.{orthern NH address this issue by confirming its capability to meet the
requirements of Puc 505.05 as a condition of commission approval of the waiver request.

Conclusion and Staff Recommendation

UnitilÆ.{orthern NH's current waiver period expiration date was on October 27,2017
Staff suggests the new waiver period be effective with a start date to begin on the first
day of November 2017 and an end date on the last day of the month of October 2020,

resulting in a three-year waiver period. Any meter testing account activity that may have

occurred during the final four days of October 2017 should be included in the October
2017 final accounting reconciliation.

UnitilÀtrorthem NH did not address the requirements of Puc 505.05, related to how it
would meet customer requested tests, which may be witnessed locally by the customer,

the customer's agent, or by commission Staff.

Additionally, based on its review of the Unitil/lttrorthern waiver request of Puc 505.07(a)
and Unitil/lr{orthern's Annual Reporting of Gas Meter Testing costs for 2014,2015 and

2016, Staff recommends the Commission approve the request for a waiver of Puc

505.07(a) with the following conditions:

1. UnitilÀ{orthern NH be directed by the commission to confirm its capability to
meet the requirements of Puc 505.05 as a condition of commission approval of the
waiver request.

2. The new waiver of Puc 505.07(a), be for a period of three years, commencing
retroactively on November 1, 2017 withan expiration date of October 3I,2020.

3. Subsequent waiver requests of Puc 505.07(a), if necessary, should be filed by the

Company at least 60 days prior to the expiration date of an effective waiver.

4. This waiver should not be assignable or otherwise transferrable to another entity
as a result of a change of control, or ownership of Northern Utilities.

5. In the event Northern anticipates or experiences any significant change in its third
party vendor's testing capabilities or practices, including costs, it should
immediately notify the commission by letter, with reference to this docket
number.

6. The commission should reserve the right to reassess, revise, or otherwise revisit
the waiver in the event of changes in statute or regulatory requirement, or other
relevant developments related to meters and meter testing.

7. Throughout the term of this waiver, the Unitil shall file Annual Reports of Gas

Meter Testing Costs, with sufficient detail to allow commission Staff to evaluate
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the effectiveness of the outsourcing option over altemative in-house options. The
annual reporting shall include:

a. A written narrative summarizing overall meter testing program results
with observations related to year over year average cost per meter test

variances by class;
b. a reconciliation of actual outsourced gas meter testing program costs to

identified costs in its third party vendor's purchase order agreement(s);
c. a cost benefit analysis that compares sufficiently detailed actual costs of

outsourcing its meter testing program for each of Unitil's three gas

divisions' to updated cost estimates to bring the meter testing and

servicing operation back in-house;
d. for any group of meters that have been flagged with accuracy rates of 87o/o

or less, an updated status of what steps have been taken by the Company,
or its meter testing program vendor, to determine the defect responsible
for failure.

All Annual Reports of Gas Meter Testing Costs should be due on March 31 of
each year throughout the term of the waiver.

8. The2017 Annual Report of Gas Meter Testing Costs shall include:
a. a detailed analysis and explanation of what is causing the higher

occuffence of accuracy issues of rotary meters being used in the
UnitilÀ{orthern NH Divisions

b. an explanation of how Unitil's other gas divisions seem to be insulated
from this issue

c. when this first became an issue with rotary meters
d. what steps the Company and its vendor have taken to address this issue.

Attachment

8 WttpUC Annual Reports of Gas Meter Tests indicate rotary meter accuracy rates of 87o/o in20l4, and
88% in 2015 and20l6.
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Staff Attachment 1

ofall UnÌtil Gas Divisìons'MeterTesting Program results for 2014,2015ând 2016.

Un¡tll ME/Ntl/MA Gâs D¡v¡slons - Meters Tested ln 2014

NH Costl ME + MA Costl Total CostDescript¡on of Test/Repa¡r Meter Size NH ME+MA Tota I Un¡t Cost

C¡ãss A ReDãir Domest¡c 67 254 315 s22.25 s1.3s7.2s1 ss-6s1.sol s7.008.75

Clâ3s A Reneir 400 5 72 71 s22.t2 s110.601 s26s.Ml s376.04

so.ml so.ool s0.0cClassA Repa¡r 700 0 0 0 ss8.79

Class A ReDaìr 800/1000 0 0 0 s75.61 s0.001 s0.001 s0.0c

Class A Reoa¡r Rotaru lAlll 0 0 0 s72.æ

lnlêqt/côndêmn: ôr Clâsç B & c Têcf Onlv Dômeçfi. ).41? 39.81 s10.378.981 s13.292.ss1 s23.671.s31,058 1,35s

lntest/Condemn; or Class B & C Test Onlv 400 qa 86 778 59.81 s902.521 s843.661 s7.746.78

lntest/condemn:orClass B&CTestOnlv 70G.1000 10¿ 43 747 ss7.46 s5.97s.841 s2.470.781 s8.446.62

lntest/côndemn: ôrclâss B& cTêstonlv 1400 0 0 s64.99 so.ml so.ool s0.0c

so.ml so.ml So.oclntest/Condemn; or Class B & C Test Onlv 2300 0 0 s7O.32

ntest/Condemn; or Class B & C Test Onlv 5000 ( 0 s76.99 So.ml so.ool so.oc

ntest/Condemn: or Class B & C Test Onlv 1.5M-7M Rotar! 762 6! 231 s69.86 s11.317.321 s4.820.341 s16.137.6É

ntest/Côndemn: or Clâss B & C Tesf Onlv 1 1M Rotâru 11 s72.53 ss8o.24l s217.591 s797.83

s1so.3sl so.ml s1s0.3rntest/Condemn; or Class B & C Test Onlv 16M Rotarv ( 2 s7s.19

lntest/Condemn; or CIass B & C Test Onlv 23M Rotarv ( 0 s80.s3 s0.001 So.ool So.oc

s30,773.131 s2¿s61.861 ss8,334.9sSub Totals for MeterTest¡ns 7,492 7,822 3,314

Sh¡oDinETotal Costs s825.231 s1.936.181 s2.767.41

ShiDDins tJnit Costs So.ssl 51.06l So.8r

Total Costs 7,492 7,42i 3,314 s31.ss8.361 s29.498.041 s61.0s6.4c

AveraEe unit costs s21.181 s16.191 s18.4r

20L5

20L6

Un¡t¡l ME/NH/MA Gas D¡vis¡ons - Meters Tested ln 2015

Descr¡otion of Test/Reoair Meter S¡ze NHI ME+MÁ Total Unlt Cost NH Cosi ME + MA Cost Totâl Cosl

Class A ReÞair Domest¡c 8sl 26Í 353 s22.5( s1.912.s( S6.o3o.rn 57.9a).s(

class A Reoair 400 6l 71 t7 s22.72 5L32.72 s243.32 s376.0¡

Cless A Reoâ¡r 700 ol ( 0 ss8-79 s0.0c So.oo s0.0c

alâç( A Rênâir 8(w1oÍn ol ( 0 s7s.67 s0.0( s0.00 s0.0(

Class A Reoa¡r Rotaru (All) ol 0 S72.m So.m qo Ín qo oÍ

lntest/condemn: or Clâss B & C Test Onlv Domestic ssgl 7.47i 2.425 s9.81 s9.348.9: s14.MO.32 s23.789.2:

lntest/Condemn: or Clâss B & C Têst Onlv 4rx) 6sl 13! 198 s9_81 s637.6: s1.304.73 s7.942.32

lntest/Condemn; or Class B & C Test Onlv 70G1000 g¡l 6: 158 s57.46 gs 343.7r S3.734.90 S9.078.6¡

lntest/Condemn: or Class I & C Test Onlv 1400 ol ( 0 s64.99 So.oc 50.oo So.o(

lntest/Condemn: orClass B& CTestOnlv 2300 ol ( 0 s70.32 s0.0( So.oo So.o(

lntesl/CÕndemn: or Cless B & C Test Oñlv 5ûX) ol r 0 s76_99 s0.0( so.m s0.0(

lntest/Condemn; or Class B & C Test Onlv 1.5M-7M Rotar\ z47l 3i 2U s69.86 \1i ?ss.L) S2.sa4.a2 S19.840.24

ntest/Condemn; or Class B & C Test Onlv 11M Rotarv tl 4 11 s72.s3 5507.71 5290.72 s797.8:

ntest/Condemn: or Class B & C Test Onlv 16M Rotarv tl ( 4 s7s.19 s300.7f s0.00 s300.7(

ñtest/aondemn: or Cless ß & CTest Oñlv 23M Rôtaru ol r ( s80.s3 s0.0( so.m so.0(

Sub Totãls for MeterTestinE r.aeol 1.99( 3.450 s35.439.4t s28.628.27 s64,067.6r

Shibninp Tôtâl aôsts S690.o1 S1.391-49 S2.081.5(

ShioDins Unit Costs qo 4; qo.70 So.6r

ïotâl Costs r.asol 1.99( 3.450 s36.129.4¡ s30.019.70 s66.149.1t

Averese ùn¡t côsts s24.7! s1s.09 s19.1;

un¡t¡l ME/NH/MA Gas D¡vis¡ons - Meters Tested ln 2016

DescrìDtion ôf Test/Rebâ¡r Metêr Si2e rugl MF+MA Tota Un¡t Cost NH Cosl ME + MA Cost Total Cost

Class A ReDair Domest¡c ¿sl t62 205 s22.5( s967.s( s3.64s.m s4,612.5(

Clâss A RêDâir 400 sl ( s22.72 s66.3( s66.36 s732.72

Cless A Rêbãir 7(n ol c ( S58.79 s0.0( s0.m s0.00

Class A ReÞa¡r 800/1000 2l c S7s.6 S1s1.3! So.oc 31s1.v

Class A Reoa¡r Rotarv {All) ( s72.00 So.o( So.m So.oo

lnfêsì/aôndêmnr ôrCless 8& CTestOnlv Domest¡c 6s4l 1 471 ).s21 39.81 56.47s.74 S18.3s4.s1 524.7io.2s

lntest/Condemn; or Class B & C Test OnlV 400 s6l a t4( s9.81 Ss49.3f Sg24.04 S1.373.40

lntest/Condemn: or Class I & C Test Onlv 70G1000 stl 4t ss7.46 ss,s73.6t s2.298.4C s7,872.02

lntest/condemn: or Clãss B & C Test Onlv 1400 ol c ( s64.99 s0.0( s0.0c s0.00

lntest/Condêmñ: or Clâss B & C Test Ohlv 2300 rl c 1 s70.32 s70.31 s0.0c S70.32

lntest/Condemn; or Class B & C Test Onlv 5000 ol c ( s76.99 So.o( so.0c So.oo

lntest/Condemn: or Class B & C Test Onlv 1.5M-7M Rotar\ zszl 81 33: s69.86 s77,6M.72 qs 6ss 66 q?? ?6q ?ß

lntest/Condemn: or Class B & C Test Onlv 11M Rotarv el 1 s72.s3 s435.1r 572.s3 ss07.71

lntest/Condemñ: orClãss B& CTestOnlv 16M Rôtâru sl 1 ( s7s.19 s375.9: s75.19 s451.14

lntest/Condemn; or Class B & C Test Onlv 23M Rotarv 0l c ( s8o.s3 So.o( so_0c So.m

çub Tôtâls fôr MeterTest¡nE r.rrsl 2.243 3.362 s32.210.09 s30.994.69 s63.204.78

ShiDD¡ns Total Costs s310.s1 s934.1i s1,244.68

çhioninø tin¡t Costs s0.28 S0.42 S0.37

fotal Costs 3,362 S32.s20.60 S31.928.8€ 564.M9.46

AveraEe unit costs s29.06 s14.23 s19.17
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