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Subject:   Review of Matinicus Plantation Electric Company and Monhegan Plantation 
Power District 
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MATINICUS PLANTATION ELECTRIC COMPANY 
 

OVERVIEW AND SYSTEM DESCRIPTION 

INTRODUCTION 

Matinicus Plantation Electric Company (“MPEC”) is a municipally-owned electric utility 
providing service to the businesses and residents of Matinicus Island, a small, 720-acre island 
approximately 20 miles south-southeast of Rockland, Maine.  Approximately 30 people live 
on Matinicus Island year round with the summer population increasing to approximately 100. 

Due to the small number of people living on the island, transportation is limited.  Access to the 
island is via the State ferry system (1 – 4 times per month depending on the season), twice-
daily air service (via the mail plane with approximately three seats per flight), or private boat.  
The island is electrically isolated from the mainland. 

MPEC CUSTOMERS AND ENERGY SALES 

Even though population on the island increases over threefold in the summer, the number of 
MPEC customers connected to the system remains stable throughout the year.  Figure 1 shows 
a summary of the number of customers by month for the past several years. Since 2011, the 
change in the number of monthly customers has been limited to one within a single year. 

 
Figure 1 

Number of Active Customers 
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Although MPEC’s tariffs have not been reviewed for this report, it is anticipated that the lack 
of disconnects at the end of the summer season is due to a re-connect policy similar to 
numerous other utilities that impose large fees if a meter is re-connected within a 12-month 
period.  Thus, minimal amounts of power are being delivered to many of these meters in the 
off-season – an important consideration when reviewing usage statistics and evaluating options 
for future actions. 

With the increase in population during the summer months, MPEC is a summer-peaking utility 
with approximately 50 percent of its sales occurring during the June – October time period.  
On an annual basis, annual sales have decreased by over 40,000 kilowatt-hours since 2009 
even with a slight increase in the number of customers.  Recent conservation programs such as 
exchanging lights for more efficient LED bulbs in late 2015 may lead to further decreases.    
Various metrics of MPEC’s sales and generation are summarized in the following table and 
figures. 
 

Figure 2 
MPEC Annual Sales 
(kilowatt-hours/year) 
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Figure 3 
Monthly Energy Sales 
2009 – 2014 Average 

(Percent of Annual Total) 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Figure 4 

Monthly Energy Sales 
(kilowatt-hours / meter) 
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The usage per customer shown in Figure 4 reaffirms the decreased usage summarized in 
Figure 2.  Usage has decreased by 30 – 50 kilowatt-hours/month/meter since 2009, thereby 
reducing the overall sales.  Another observation of note in Figure 3 is the usage per customer 
during the off-season.  Here in the figure, winter usage is shown to be less than that during the 
summer.  However as discussed earlier, many of the meters during the winter months are 
believed to use little or no power.  For full-time residents, usage per customer may well be 
higher during the winter months than the summer. 

MPEC GENERATION AND LOSSES 

As a utility that is electrically and physically isolated from the grid, MPEC must rely on 
alternate forms of generation.  To date, the sole source of power has been diesel-fired internal 
combustion generators (sometimes referred to as reciprocating engines, or “recips”).  This type 
of generation is relatively inexpensive to install but expensive to operate.  Historically, 
however, the combined fuel, operating, and maintenance costs have been less than alternative 
sources such as solar and wind. 

Table 1, below, provides a summary of various generating statistics.  Generating efficiency 
(kilowatt-hours generated / gallon of fuel) is quite low and losses (percent of generation) are 
high.  While some of this may be due to the small size of the system, especially during the 
winter, other factors may also be involved.  Both generating efficiency and losses are discussed 
later in this report. 

 
Table 1 

Annual Generating Statistics 

RATES AND COST STRUCTURE 

During the time period of the data in Table 1, MPEC’s rate structure was as follows: 

 A fixed customer charge of $15.00/meter/month 

 An energy charge of $0.26/kilowatt-hour 
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 A fuel surcharge charged on a per kilowatt-hour basis that reflects the cost of 
generating fuel above $1.00/gallon 

Since then, the fixed customer charge was increased to $25/meter/month and the energy charge 
to $0.3045/kilowatt-hour.  The fuel surcharge remains the same. 

As will be discussed later in this report, the inclusion of partial fuel costs on a dollars/gallon 
basis in the base rate can lead to under- or over-collections depending on the assumed and 
actual generating efficiency.  Furthermore, it does not allow full transparency in fuel costs, and 
users will underestimate the actual fuel cost. 

Financial operations since 2009 are summarized in the following table.  This information is 
taken from spreadsheets developed by Island Institute personnel that calculated certain 
revenues using base rates and energy sales provided by MPEC.  The calculated revenues are 
relatively close, but do not exactly match, revenue data provided in MPEC Annual Reports 
submitted to the Maine Public Utilities Commission. 

Several adjustments are made to the financial data. 

1. Revenues from base energy rates ($0.26/kilowatt-hour) are reduced by the amount 
collected for fuel in the base energy rates ($1.00/gallon x gallons of fuel used). 

2. Revenues collected from the fuel surcharge are excluded. 

3. Revenues collected for sales tax and PUC fees are excluded. 

4. Fuel expenses are excluded. 

5. Expenses representing sales tax and PUC fees are excluded. 
 

Since 2010, utility revenues have been in excess of expenses.  However, several important 
items should be noted. 

 Depreciation is not included as an expense.  Although depreciation is a non-cash 
expense and is not included in some methodologies of setting revenue requirements, 
some provision must be made for capital replenishment or future additions.  “Other 
Expenses” through June 2010 included $500/month for capital reserves, but nothing 
after. 

 Engine rebuilds appear to be expensed in a single year whereas they may better be 
amortized over the life of the rebuild. 

 Labor expenses appear to be relatively steady with the exception of the last two years. 

 Other expenses in 2009 and 2011 were significantly higher than other years, and no 
information was provided regarding the purpose of these large expenditures.  
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Table 2 
Financial Operations  
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OBSERVATIONS  

GENERATING LOSSES 

As noted earlier, generating losses are quite high and have averaged approximately 24 percent 
since 2009.  While higher losses are expected for smaller systems such as MPEC, historical 
losses are still relatively high.  When investigating losses on a monthly basis (Figure 5), losses 
are quite seasonal with higher losses during the off-peak months.  Furthermore, the higher 
generating requirements during the summer months skews the annual average toward those 
months, and losses during the winter months can be 30 percent or higher. 

Losses for small utilities in Alaska were investigated and are summarized in Figure 6.  For 
most of these small communities, population is not seasonal.  However due to the large 
difference in daylight hours and ambient temperatures, energy consumption is seasonal with 
the majority of the usage during the winter months.  Therefore, utilities with approximately 
130 meters (similar to MPEC) may be a valid comparison, and annual losses in the 10 – 15 
percent range could be expected.  It is noted, however, that loads of these utilities probably do 
not drop as low as MPEC loads during the winter. 

 
Figure 5 

Monthly Losses:  2009 - 2014 
(Percent of Total Generation) 
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Figure 6 
Annual Losses – Select Alaska Utilities 

(Percent of Total Generation) 

 

 

 

 

 

 

 

 

 

 
 
 
 
 

It is beyond the scope of this report to specifically identify the cause of MPEC’s high losses.  
Nonetheless, several potential causes are identified as follows. 

 Metering point of generation.  There are several uses of power inside the powerhouse 
including pumping loads, fans, lights, and others.  In many cases, generation is 
measured as it enters the distribution system, or net of these loads.  If MPEC measures 
generation prior to the loads, losses will be higher.  At the same time and as discussed 
in the next section, the place of measurement will affect fuel efficiency.  Generation 
measured net of loads will result in a lower fuel efficiency (gallons / kilowatt-hour) 
than generation measured prior to loads. 

If MPEC measures generation as gross generation prior to powerhouse loads, it should 
meter such loads so that losses can be better tracked.1 

 Metering all users.  It has been reported that MPEC does not meter the municipal 
meters, and this would certainly add to losses.  If this is the case, MPEC should meter 
and charge for those uses.  While charging for power might simply represent a transfer 
of funds from one “pot” to another, it would better reflect usage and the true cost of 
power to the consumers. 

                                                   
1 MPEC may meter these loads.  However since the base energy rate applied to metered sales results in 

revenues approximately the same as revenues reported on the Annual Report, it is suspected the loads are 
not metered. 
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 Over-sized or idle transformers.  Transformers are an integral part of the generation 
and distribution system and reduce voltage to appropriate levels.  When energized, 
transformers use power, representing a loss on the system.  As power flow increases 
though a transformer, losses (as a percent of input power) decrease, and efficiency 
increases.  Efficiency may decrease at high amounts of energy input, but this 
degradation is limited.  Given the seasonality of the MPEC load, this could represent a 
considerable source of losses.  Harbors that provide power to vessels are also notorious 
for high losses since transformers can be idle for long periods of time. 

 Inaccurate meters.  Meters, especially the older, analog (electromechanical) type, can 
lose accuracy with age.  For the analog type, inaccuracy is most often characterized by 
meter readings being less than actually delivered. 

 Meter multipliers.  For larger customers, the meter reading is a fraction of that actually 
delivered, and a constant multiplier is applied.  It is not unheard of where the incorrect 
multiplier is applied to the meter reading. 

 Low power factor.  Without going into a detailed explanation, a power factor of unity 
(1.0) represents the ideal condition where a meter reading will represent the actual 
power delivered.  As the power factor decreases, the meter reading will be less than the 
actual power delivered.  Power factors less than 1.0 can be caused by a number of 
factors, the most common being inductive motors which are found on compressors and 
numerous tools, but low loads can also be a cause.  Typically, power factor is not of 
concern for small utilities except when there is a customer with large motors.  However 
due to the small loads during the off-peak season, power factor may be a problem if 
voltage must be increased. 

 Ground faults.  Faults in the system where voltage is leaking can also be a source of 
losses.  Older systems can be prone to such faults through shifts in the ground and 
structures. 

Other factors exist, and as noted, it is beyond the scope of this project to specifically identify 
the cause or causes.  Losses are, however, quite high, and MPEC should investigate the causes.  
Cost savings from lowering losses are summarized in Table 3 on page 14. 

GENERATING EFFICIENCY 

Generating efficiency, in kilowatt-hours/gallon, should also be improved.  At times, efficiency 
is measured using kilowatt-hours generated and other times using kilowatt-hours sold.  In order 
to better differentiate between potential loss improvements and efficiency improvements, 
efficiency is based on kilowatt-hours generated for the MPEC system.   

MPEC’s generating efficiency has averaged 8.9 kilowatt-hours/gallon during the 2009-2014 
period.  As seen in Figure 7 on the following page, efficiency does not vary with season. 

Figure 8 provides a summary of the generating efficiencies of the small Alaska utilities 
summarized earlier regarding losses.  For utilities with 40 or less meters (such as MPEC during 
the winter), MPEC’s generating efficiency is in the lower range of the sample.  However as 
just noted, MPEC’s efficiency does not vary by season, and a higher efficiency would be 
expected during the summer months. 
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Generating efficiency varies with the load placed on the generator, and efficiency decreases as 
the loading decreases.  Older units typically have relatively steep efficiency curves where 
changes in efficiency is quite pronounced with changes in unit loading.  New units have flatter 
curves and can operate at lower levels without the pronounced degradation in efficiency.  These 
newer units, however, have relatively high minimum loading levels, with some not being able 
to operate at less than 50 percent of the maximum load. 

MPEC’s low generating efficiency is undoubtedly caused, in part, by low loads.  However, it 
may also be a function of old, worn equipment where maintenance has not been performed per 
manufacture specifications. 

One of the problems that MPEC faces is the range of loads on its system.  During the winter 
months, loads can drop to as low as 30 kilowatts whereas the peak load during the summer is 
approximately 130 kilowatts.  Therefore, a new generator of 150 kilowatts in size could not be 
operated to meet loads during winter months.   

Another problem MPEC now faces is that new generating equipment must now meet Tier IV 
emission standards, and MPEC’s low loads and reliance on diesel limits the options.  At this 
time, MPEC is exploring solar generation coupled with a storage system.  The sizing of the 
solar generation and system storage is critical since it could cause the generating efficiency of 
the diesel generators to degrade even more during the daylight hours.  Furthermore, storage 
must be of sufficient size so that diesel generation can be shut off completely at night.     

The savings in increased generating efficiency are summarized in Table 3 on page 14. 
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Figure 7 
Monthly Generating Efficiency:  2009 - 2014 

(Kilowatt-hours Generated / Gallon) 
 
 

 

 

 

 

 

 

 

 

 
 

 
Figure 8 

Annual Generating Efficiency – Select Alaska Utilities 
(Kilowatt-hours Generated / Gallon) 
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RATE STRUCTURE 

MPEC’s rate structure has allowed for a positive cash flow since 2010.  However, there are 
several problems with the rates and expense reporting. 

Base Fuel Charge.  The present energy charge of $0.3045/kilowatt-hour is to pay for all non-
fuel costs plus the first $1.00/gallon of fuel.  Any fuel costs over $1.00/gallon are collected 
through the fuel cost adjustment.  If generating efficiency varies, the mixing of units ($/gallon 
and $/kilowatt-hour) in the base rates can lead to over- or under-collection of fuel expenses. 

Suppose for example a utility budgets and sets rates for $100,000 of non-fuel expenses and 
250,000 kilowatt-hours of sales.  In the example below, a base rate of $0.493/kilowatt-hour is 
derived using assumptions on losses and generating efficiency. 

 

 

 

 

 

 

 

 

Now assume that after the rate is set, losses are actually 12 percent, generating efficiency is 10 
kilowatt-hours/gallon, and all other assumptions regarding sales and non-fuel costs were 
relatively close. 

 

 

 

 

Here, the actual revenues that must be collected in base rates for fuel is $28,409, but the rates 
were designed to collect $23,148.  Thus, there would be a $5,261 shortfall in revenues. 

For this reason, inclusion of fuel costs in the base rates should be based on dollars/kilowatt-
hour and not dollars/gallon.  Better still, all fuel costs should be collected through the fuel cost 
adjustment.  This allows for full transparency, and a ratepayer can quickly see on a bill the 
amount going for fuel. 
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Amortization/Depreciation.  MPEC incurred a net operating loss in 2009 due in part to an 
engine overhaul being expensed.  Overhauls are typically performed on a multi-year schedule, 
and MPEC might consider amortizing these and other similar expenses over an appropriate 
period.  While the cash is required in the year performed, amortizing the expense leads to better 
rate stability if the adequacy of rates are investigated on a frequent basis. 

MPEC may also wish to consider including depreciation of existing assets in its expenses and 
revenue requirements when setting rates.  This will allow for providing the necessary capital 
when replacing or improving existing assets. 

If depreciation is not included, MPEC should include a provision for capital improvements in 
its revenue requirements that will fund repairs and replacements that are not debt funded.      
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POTENTIAL COST SAVINGS 

 

The potential improvements identified in this report will impact the amount of fuel consumed.  
Therefore, the financial feasibility will depend not only on the improvement achieved but the 
future cost of generating fuel and sales.  During the 2009 – 2014 period, MPEC’s fuel cost 
ranged from $1.92 - $4.05/gallon, and the cost at the end of 2014 was $3.22/gallon.  In the 
table below, savings are shown for a variety of improvement levels as well as fuel costs.  For 
this analysis, the sensitivity of savings to alternative sales levels has not been tested.  Obviously 
with less sales, the annual savings (in dollars) will decrease. However, the dollars/kilowatt-
hour savings will remain the same as that shown in the table. 

 
Table 3 

Potential Cost Savings 
 

Remedies for the high losses and low generating efficiency may be as simple as implementing 
administrative changes (i.e., metering all customers, etc.).  However, it is suspected that some 
remedies will require expenditures for technical inspections as well as capital improvements.  

The question then becomes what level of expenditure can be supported?  In the preceding table, 
increasing generating efficiency from 8.75 to 10.75 kilowatt-hours/gallon at an average fuel 
cost of $3.50/gallon will result in annual savings of approximately $21,192/year.  At an interest 
rate of 5.5 percent, this would support a 20-year loan of $253,000. 
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Once specific improvements are defined with costs and targeted improvements, the financial 
feasibility can then be assessed to show the impact on ratepayers. 
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GOING FORWARD – RECOMMENDATIONS 

This report has been based on a review of certain documents and spreadsheets provided by the 
Island Institute regarding MPEC operations.  Personal discussions with MPEC personnel or a 
site visit have not been conducted.  Consequently, the observations made and discussed in this 
report may be easily explained by some unknown factor.  Furthermore, the following 
recommendations are made at a relatively high level and can be refined as investigations 
continue. 

1. Investigate the cause of losses.  This review may be best started by MPEC 
personnel simply reviewing the possible causes listed in this report and identifying 
those that can be remedied administratively.  If these do not reduce losses to an 
acceptable level, then an on-site inspection by technical consultants should be 
conducted. 

2. Continue with its investigations of PV and storage.  However, the MPEC system 
should be modeled with hourly loads to better assess expected overall generating 
efficiency.  With this and capital and operating cost estimates, the impact on rates 
can be assessed. 

3. Rates should be modified to have all fuel costs collected in the fuel cost adjustment 
instead of part being collected in the base energy charge. 

4. Set rates to collect amounts for on-going capital improvements not funded with 
debt.  This may require MPEC personnel to develop a five-year capital 
improvement plan which identifies improvements that must be accomplished and 
their respective costs.  A rates program is now being established to assist MPEC 
with this recommendation. 

5. Ensure that its tariffs include adequate penalties to discourage seasonal customers 
from disconnecting in the winter and re-connecting in the summer.  Simply 
enacting a tariff that imposes the avoided monthly customer charges if re-
connected within 12 months from the disconnection works well with other utilities 
with significant seasonal customers. 

With the reduction in prices of solar and other types of alternative generation, “roof-top” 
generation installed by customers has increased dramatically over the past several years.  In 
many places, net metering has been imposed by regulatory commissions where the customer 
“banks” excess generation with the utility and uses it later.  While this is not an issue for large 
utilities, it can have significant impacts on rates for small utilities such as MPEC. 

Take, for example, an extreme case where a customer installs a PV system that generates 750 
kilowatt-hours during the month.  Further assume that the customer uses 750 kilowatt-hours 
per month, but much of that is during the evening hours when the PV system is not generating.  
With net metering, the customer would pay only the monthly customer charge and nothing 
else, even though the utility must provide energy to the meter during certain hours. 

To most ratepayers not familiar with utility cost structures, this does not appear to be all that 
bad.  But utility costs, including MPEC, are for the most part fixed in nature.  The only truly 
variable costs are fuel and perhaps some lube oil and maintenance costs if generators can 
actually be shut down due to the alternative generation.  These fixed costs must now be spread 
over fewer sales, and the remaining customers end up “picking up the bill.”  Just the loss of 
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four customers could add approximately $0.01/kilowatt-hour to the bills of the remaining 
customers. 

Again, the increase to other ratepayers if negligible on large systems, but it can quickly have 
an impact on small systems such as MPEC.  Therefore, it is recommended that MPEC enact 
tariff provisions (if it has not already done so) to protect all ratepayers.  Net metering should 
not be implemented, and excess generation should be sold to the utility at the utility’s avoided 
fuel cost. 
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MONHEGAN PLANTATION POWER DISTRICT 
 

OVERVIEW AND SYSTEM DESCRIPTION 

INTRODUCTION 

Monhegan Plantation Power District (“MPPD”) is a municipal electric utility providing service 
to the businesses and residents of Monhegan Island, a small, 500+-acre island approximately 
ten miles from Port Clyde, Maine.  Approximately 65 - 70 people live on Monhegan Island 
year round with the summer population increasing to approximately 250. 

Transportation to Monhegan Island is limited.  Access to the island is via scheduled boat 
services that run several times a day during the summer but very limited during the winter.  
The island is electrically isolated from the mainland. 

MPPD CUSTOMERS AND ENERGY SALES 

Data regarding the number of MPPD customers is not available.  Energy sales for 2010 – 2014 
are summarized in Figures 9 and 10. 

 
Figure 9 

Annual Energy Sales 
(kilowatt-hours) 
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Figure 10 
Monthly Energy Sales 

(kilowatt-hours) 
 

 

MPPD’s sales decreased between 2010 and 2011 but have remained relatively constant since 
then.  On a monthly basis, sales are very seasonal with nearly 70 percent consumed during the 
June – October period. 

 

MPPD GENERATING EFFICIENCY 

Since MPPD is electrically isolated from the mainland grid, it must rely exclusively on its own 
generation to meet power requirements.  Currently, diesel generation is the sole source of 
power. 

Generating fuel is not reported on an “as-used” basis but rather the quantity purchased.  Thus, 
monthly and annual fuel efficiencies can only be estimated, although annual efficiency should 
be relatively close to actual, especially if multi-year periods are used.  Gross generation is not 
reported, and therefore generating efficiency must be investigated on a kilowatt-hours 
(sold)/gallon basis.  

Since gross generation is not available, system losses cannot be calculated. 
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MPPD’s generating efficiency appears to be in the 9.5 – 11 kilowatt-hours (sold)/gallon range, 
and it is suspected that the summer efficiency is higher. 

 
Table 4 

Annual Generating Efficiency 
(Kilowatt-hours (sold) / Gallon) 

 

 
 

RATES AND COST STRUCTURE 

Based on the information provided, it appears MPPD charges a flat $0.70/kilowatt-hour 
without a fixed monthly customer charge.  Further, the rate does not appear to fluctuate with 
the price of fuel. 

Net income and net cash flows were provided by MPPD, and from this, expenses can be 
estimated.  In the following table, Revenues from Sales is equal to the reported annual energy 
sales (in kilowatt-hours) multiplied by the energy rate of $0.70/kilowatt-hour.  Net Income is 
that provided by MPPD.  Fuel expenses represent the estimated cost of the fuel purchases and 
not the amount that would be expenses on an accrual basis.  Nevertheless, it should be relatively 
close on an annual basis.  For 2010 – 2012, net cash flow includes the effect of depreciation 
expenses but not for the later years.  It is also noted that net Cash Flow includes transfers to 
and from a line of credit.  

 
Table 5 

Financial Operations  
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OBSERVATIONS 

GENERATING EFFICIENCY 

Generating efficiency was estimated to be in the 9.5 – 11 kilowatt-hours (sold)/gallon range 
and is thought to be somewhat seasonal with a higher efficiency in the summer and lower in 
the winter.  Since efficiency is measured using energy sales, levels will be less than that if 
measured using gross generation (prior to losses). 

A sampling of generating efficiency achieved by small Alaska utilities that rely exclusively on 
diesel generation is shown in the following figure.  MPPD’s level is well within the range to 
be expected.  Because of this, it is suspected that MPPD’s losses are also within the range to 
be expected. 

 
Figure 11 

Annual Generating Efficiency – Select Alaska Utilities 
(Kilowatt-hours Sold / Gallon) 

 
 
 
 

  



 
 - 22 - 

RATE STRUCTURE 

Simply put, a utility’s rates must provide for adequate net cash flow over a multi-year period.  
The term “adequate” is somewhat relative, but in general adequacy should be measured by: 

1. Provide for operating and non-operating expenses that are cash in nature on an on-
going basis. 

2. Provide for principal payments on long-term and short-term debt. 

3. Provide for a capital replacement program to pay for on-going capital expenditures 
that are not debt funded. 

There is always an inherent inaccuracy in projections of budgets and sales, and cash surpluses 
on hand should be adequate to provide for the above-mentioned items if expenses are higher 
or sales are lower than expected.  This, in turn, will provide for better access to debt. 

MPPD’s current rate structure of $0.70/kilowatt-hour for all costs does not do this.  Net cash 
flow during 2010 – 2014 was negative in three of those five years.  Several changes to rates 
are recommended. 

Base Fuel Charge.  Fuel costs have and will vary on a monthly basis.  Consequently, utilities 
typically recover all or part of their fuel and purchased power costs via a separate fuel cost 
adjustment (“FCA”) charge that is separate from the base energy charge.  In recent years, the 
utilities have transitioned toward including all the fuel costs in the FCA to allow the ratepayer 
to better understand the nature of the costs.   

In order to provide some rate stability, FCA’s are set using projections of costs and efficiencies 
over a multi-month period (quarterly or semi-annual).  During the period, a balancing account 
is set up to track actual expenditures versus projected, and the over (under) collection is 
subtracted from (added to) the rate established the next period. 

It is therefore recommended that MPPD modify its rates to recover all fuel costs via an FCA. 

Rate Structure.  With the exception of fuel, most costs of a utility generating its own power are 
fixed and do not depend on sales.  Certain generating expenses, such as lube oil and overhaul 
costs, depend to some extent on sales; but these, too, may have a portion that are fixed in nature.  
Utilities, therefore, establish rate structures that include a fixed charge per month regardless of 
the energy usage (the customer charge) with the remaining costs recovered through a base 
energy charge and the FCA.  (Large customers are sometimes assessed a demand charge based 
on their peak usage during a month, but this is ignored for MPPD.) 

It is beyond the scope of this project to provide a complete overview of rate making and the 
classification of costs; but of these fixed costs, some can be considered customer-related with 
others being demand-related (those attributable to the monthly or annual peak demand).  
Regulatory commissions generally do not allow costs other than that classified as customer-
related to be recovered through the customer charge. 

It is strongly recommended that MPPD modify its rate structure to include both a fixed 
customer charge (in dollars/month), a base energy charge (in dollars/kilowatt-hour), and an 
FCA as previously described.  The fixed customer charge will help cash flows during the winter 
months as well as provide revenue stability for MPPD and rate stability for its ratepayers.  The 
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calculation of MPPD’s customer-related costs is well beyond the scope of this analysis, and it 
is recommended that its customer charge be set commensurate with that of Matinicus or other 
nearby small utilities.  Once the customer charge is established, the base energy charge can 
then be set commensurate with expected customer charge revenues, non-fuel expenses, and 
other cash requirements. 

Since sales are very seasonal, MPPD may have a number of accounts that use very minimal 
amounts of power during the winter months.  Inclusion of a fixed customer charge may cause 
these customers to disconnect from the system during the winter and re-connect during the 
summer.  This defeats the purpose of the fixed customer charge, and utilities generally set 
tariffs so that any customer re-connecting within a 12-month period must pay the customer 
charge avoided during the time of disconnect. 

Although rates are generally set for the entire year (with the exception of the FCA), MPPD 
may wish to investigate the implementation of a seasonal rate where rates are lower during the 
winter and higher during the summer.  Monthly cash flows must be considered, but a seasonal 
rate such as this can help residents that live the entire year on the island (although to the 
detriment of summer residents). 

Revenue Requirements.  As discussed previously, revenue requirements used in setting rates 
should include expenses as well as provisions for on-going capital expenditures and a margin 
to build up cash reserves in the event expenses are greater than expected or sales less than 
expected.  In order to better access lending markets for system improvements, MPPD must set 
its rates accordingly.  It is recommended that an annual or a two-year budget be established 
with rates set around the budget.  
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GOING FORWARD – RECOMMENDATIONS 

This report has been based on a review of limited data and spreadsheets provided by the Island 
Institute regarding MPPD operations.  Personal discussions with MPPD personnel or a site 
visit have not been conducted.   

1. Set rates to include a Fuel Cost Adjustment.  Simply including fuel costs in a base 
energy charge poses too much risk for a small utility such as MPPD.  The FCA can 
be forward looking but should include a Balancing Account to allow for over- and 
under-collections. 

2. Set rates to include a fixed monthly customer charge.  The rate might be, but does 
not have to, close to the Matinicus customer charge or that of nearby small utilities.  
The inclusion of a fixed monthly charge will help with cash flow during the winter 
months.  (See Attachment 1 for a sampling of small utility rates in Maine.) 

3. Ensure that the tariff includes provisions for re-connect fees are adequate to keep 
summer customers from disconnecting during the winter. 

4. Set rates to collect amounts for on-going operations as well as capital 
improvements not funded with debt.  This may require MPPD personnel to develop 
a five-year capital improvement plan which identifies improvements that must be 
accomplished and their respective costs. 

5. Ensure that its tariffs include adequate penalties to discourage seasonal customers 
from disconnecting in the winter and re-connecting in the summer.  Simply 
enacting a tariff that imposes the avoided monthly customer charges if re-
connected within 12 months from the disconnection works well with other utilities 
with significant seasonal customers. 

With the reduction in prices of solar and other types of alternative generation, “roof-top” 
generation installed by customers has increased dramatically over the past several years.  In 
many places, net metering has been imposed by regulatory commissions where the customer 
“banks” excess generation with the utility and uses it later.  While this is not an issue for large 
utilities, it can have significant impacts on rates for small utilities such as MPPD. 

Similar to Matinicus, it is estimated that the loss of merely four customers to self generation 
would increase the rate to others by approximately $0.01/kilowatt-hour. 

MPPD is now investigating the merits of micro-turbines.  Since generating efficiency of 
existing resources are in the range of expectations, the inclusion of micro-turbines must be 
modeled with hourly load data to adequately assess the expected gains in efficiency.  Savings 
in fuel costs will be dependent on the efficiency gains as well as the cost of fuel.  The table on 
the following page provides a summary of the annual savings for a range of efficiencies and 
fuel costs.  It is important to note that generating efficiencies are stated by the manufacture in 
kilowatt-hours (generated)/gallon, and not based on kilowatt-hours (sold).  Therefore, the 
efficiencies stated for MPPD in this report should be increased by 8 – 10 percent to account 
for measurements prior to station use and losses. 
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Figure 12 

Annual Fuel Savings 
(Base = 11 kWh/gallon; 310,000 kWh sales/year) 

 

 

 



 

 

 

 

ATTACHMENT 1 

 

Maine Island Utility Delivery Rates 

 

 

 


