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Every year, all of the utility’s in the state 
have to submit a case to the MPSC outlin-
ing what they believe their next years natu-
ral gas costs will be. These filings are sub-
ject to a “contested” hearing and the MPSC 
typically makes a ruling in mid to late 
spring. However, when reviewing these 
filings, you need to keep in mind that the 
utility’s are allowed by law to collect whatever their actual costs are on supply.  

Because of the volatility in the natural gas markets, most of the utility’s are now filing a formula or matrix that allows them 
to adjust, upward, their gas costs quarterly, if the forward market is higher than what they projected in their filings. This 
makes trying to estimate your next years budget very difficult as the utility’s gas costs are now a moving target. One way 
to avoid this is participating in a “choice or direct purchase” program. Participation in one of these programs will allow 
you the ability to “fix” your natural gas costs for your next fiscal year. If you are interested in learning about one of these 
programs, please contact us. 

Natural Gas News 

 As we begin to say good-bye to the winter of 2005-06, 
we are reminded that the weather here in Michigan is, to 
put it mildly, unpredictable.  

As you may recall, November and December showed up 
much colder than normal. This early cold weather put a 
“strain” on the country’s natural gas system. Hurricanes 
Rita and Katrina caused the nation to begin the winter 
with just the minimal amount of gas comfortably in stor-
age. The colder than normal weather in November and 
December caused above normal withdrawal's from stor-
age, thus setting up the possibility of shortages later in 
the heating season. Thankfully, the weather patterns 
changed in late December and January showed up 26% 
warmer than normal. This caused the demand for natu-
ral gas to decrease dramatically nationwide and also 
caused the price of natural gas to "collapse", or return 
back to “normal”. 

So what lies ahead? 

First let me say that over the past 2 years we have ex-
perienced incredible volatility in the energy marketplace 
(just think of what you have paid for gasoline over the 
past 18 months). Most of this volatility can be traced 
back to the fact that we, as a nation, have not adopted a 
“workable” energy policy that will 1) cause us to con-

sume less energy and 2) become more energy independ-
ent. Until this is accomplished in a meaningful way, you 
should continue to expect extremely volatile prices caused 
by both natural and world events.  

As we look at the various utility gas filings at the Michigan 
Public Service Commission (MPSC), we are beginning to 
see what “they” are projecting for their 2006-2007 gas 
costs  filings. (See Chart below). As you can see, all of the 
utility’s are projecting natural gas prices to remain high 
through next year.  

I believe that they are basing this on a couple of key fac-
tors. One being, that the energy markets have a very 
short-term memory, this being said, all of the "traders" will 
be keying off any Hurricane predictions made this spring 
(see article on page 2). As these "prognostications’" are 
made, they will have a "bullish" impact on the gas market 
as everyone will deduce that every Hurricane from now on 
will enter the Gulf of Mexico and create the same impact 
on natural gas and oil production as Rita and Katrina. Sec-
ondly, will we have another “warmest winter on record” 
again next winter.  A return to normal winter weather, cou-
pled with the return of industrial demand (curtailed or dam-
aged by Hurricanes’ Katrina and Rita) will once again put 
us back into a very delicate supply and demand position.   

Energy Update 

 Historical and 
Future Utility 

Gas Costs 

  
2002-2003 

 (actual)  

 

2003-2004 

 (actual)  

 

2004-2005 

 (actual)  

 

2005- 2006  

(actual)  

 

2006- 2007 

 (filed)  

Consumers  $3.70  $5.50  $6.98  $8.62  $11.09  

MichCon  $4.20  $5.45  $7.99  $11.78  $12.15  

SEMCO  $4.90  $6.79  $7.00  $10.49  $12.04  

Aquila  $4.38  $6.50  $8.00  $10.01  $12.41  

Utility Gas Filings 



Is the Natural Gas Market Bullish?  

Early 2006 Hurricane Season Projection 

East Coast which may help turn 
storms north of 20n out to sea or 
into the East Coast. Ridging over 
the Central US though would keep 
systems that are south of 20 head-
ing into the Gulf of Mexico. We can 
never tell where they will end up. 
All we can try to predict is whether 
it will be a active or inactive season. 
This one looks to be active.  

This season looks to be a very 
active one. This is because of 
the very warm waters across 
the tropical Atlantic (which 
supply additional energy to de-
veloping systems) and a mature 
La Nina over the Tropical Pa-
cific. The La Nina decreases 
wind shear over the Atlantic 
Basin allowing a more favorable 
environment for storms to de-

velop in. The worst part about this 
year may be that 2005 was a warm 
up with 2006 being the really nasty 
season. On the other side even 
though the Atlantic Basin seems to 
be ripe for hurricane activity there 
is no way to guarantee that the 
Gulf of Mexico will bear the brunt 
of the storms. The pattern that 
seems to be developing for the 
summer is a trough toward the 
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We recently were sent a report written by Shell Oil. The premise of this report was that natural gas prices are in a long-term 
bull market and will remain at these levels for some time. I have included some excepts from their report below: 
To summarize the Shell report, they theorize that our current natural gas system is a closed system characterized by falling 
supply, relatively steady to increasing demand and a long-dated timeframe to develop new incremental supply.  This is a recipe 
for a bull market. Regarding demand, it is strongly and linearly correlated to weather in the near term and population in the 
long term.  As such, a warm winter or mild summer will provide some price relief. That respite should be viewed as a buying 
opportunity.  

Market action following hurricane Katrina demonstrated that US natural gas demand can respond to price.  The thing is, and 
this is worth remembering, we had to go to $15/MMBtu before people and businesses really began implementing an energy 
conservation program that had some measurable  impact on demand. What the market learned was that demand will remain 
resilient in spite of higher prices.  

April Temp. Forecast A-M-J Temp. Forecast 

Weather Forecasts 



Electric Update 

Fiscal 2007 Energy Budget Estimates 

Utility Rates expected to rise: Much like the 

natural gas market, the electric market has also been on a 
roller-coaster ride. Wholesale electric prices have been 
reacting to the increases of their under-lining fuels (i.e. 
natural gas, coal, oil). Whereas the wholesale prices react 
very quickly to the changes in fuel costs, utility rates typi-
cally take 9-12 months to react. This being said, we be-
lieve that during 2006 and 2007, most if not all of the 
electric utilities here in Michigan will see some pretty sub-
stantial increases in their power supply cost recovery 
(PSCR) factors. Utilities use the PSCR factor to recover 
their true cost of fuel and purchases that are in excess of 
that which is included in their base rates. Since electric 
prices and fuel costs have been substantially above their 
base rate costs since 2005, most of the electric utilities 
have “under-collected” energy costs and will seek recov-
ery.  

We believe that these under-recoveries could be on the 
$200M-$300M range and should begin showing up as a 
surcharge in the base tariff rates as early as October, 
2006. 

If you are participating in an Electric Choice pro-
gram either with MISEC or with another party, 
you will not be subject to these increases.   

 

MISEC and Others successful in defeating 
“RAC” Charges: As some of you are aware, last year, 

Consumers Energy and Detroit Edison both filed rate 
cases in front of the Michigan Public Service Commission. 
Both filings contained a proposal that would impose a 

Regulatory Adjustment Charge (RAC) to those customers 
that were taking electric service from a supplier other than 
DTE or CECo. Needless to say, if successful, these charges 
would have meant the end of Electric Choice and the savings 
associated with it.  

MISEC, along with its members, mobilized an educational 
campaign that noticed the Governor's Office and MPSC as to 
the importance of the Electric Choice program, and its asso-
ciated benefits. We are happy to report that our efforts were 
successful. The MPSC concurred with us and ruled that 
“RAC” charges should not be included in current or future 
rates.    

Detroit Edison Rates Too High? 
On Thursday March 23, 2006, the MPSC issued an Order 
directing Edison to file testimony and documentation on or 
before June 1, 2006 showing cause why it should not reduce 
its rates. 

The MPSC Order essentially acknowledges that the retail 
rates approved last year were too high and based upon 
flawed estimates of DTE’s Choice and retail sales.  

Most important, the Order acknowledges that the impact of 
the approved rates has been to hurt the Choice Program. 

We believe that the MPSC will ultimately conclude that 
DTE’s rates are indeed too high, however, we feel that DTE 
will claim that they have incurred many other costs, not in-
cluded in the 2005 Rate Order, thus a substantial reduction is 
not warranted. In fact, the possibility exists that when all of 
the factors are considered it is extremely unlikely that retail 
customers will see a net reduction and in fact are likely to 
see a net increase in their retail rates.  

MISEC, through its counsel, will be monitoring this case to 
ensure that its Members are represented.  

Every year we get calls from a few school districts inquiring as 
to what “number” they should use for their upcoming school 
year budget.   
Needless to say, no matter what utility serves you, we are 
more than happy to walk you through the process and give 
you our educated “guess” as to what to budget for the up-
coming school year. 
Remember: You do not need to be a member to ask 
us.   
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Did you know that MISEC also provides 
its Members with Regulatory and 
Legislative Representation? 
 
MISEC is a very active participant in the 
regulatory and legislative arena. As a matter of 
fact, MISEC is recognized as the only organization 
that represents the K-12 community on issues 
pertaining to energy . 



Energy 101– Measuring Energy 

Natural Gas: Gasoline is sold in gallons, 
coal in pounds, wood in cords. Natural 
gas is sold in cubic feet.  

To compare all of these different sources, 
we need a common unit of measure, and 
that measure is the British Thermal Unit 
(or Btu). 

One Btu is the amount of heat energy 
needed to raise one pound of water one 
degree F˚. 

A burning match releases about 1 Btu. 
One candy bar (an energy source for the 
human body) contains ~ 1000 Btu’s. A 
cubic foot of natural gas contains ~ 1,031 
Btu’s.  

Natural gas is sold in standard volume 
measurements of thousands of cubic feet 
(Mcf) or one hundred cubic feet (Ccf) 
units. 

When you add the energy component to 
the volume you get the measured Btu 
equivalent.  

 There are 2 standards here; a therm and 

dekatherm.  

A therm is a Ccf (volumes) of natural gas 
times the Btu factor (energy equivalent). 
Thus a Ccf  would equal ~ .97 therms. 

A dekatherm is a Mcf (volume) of natural 
gas times the Btu factor (energy equiva-
lent). Thus a Mcf  would equal ~ 970 
dekatherms. 

A dekatherm and a MMBtu are the same 
measurement. 

Electricity: Power is the rate (time) of 
doing work. A watt is a measure of the 
electric power. All electric equipment 
require a certain number of watts to oper-
ate correctly.  

A kilowatt is a thousand watts. A kilowatt-
hour is the amount of electricity used in 
one hour at the rate of 1000 watts. Think 
of electricity as adding water to your pool. 
A kilowatt is the rate, or how fast you are 
adding water; whereas a kilowatt-hour is 
the amount, or how much water you added.  

Utilities can charge by both the kilowatt 

MISEC 
 MEMBERS SERVING MEMBERS 

• MISEC is for schools by schools.  

• MISEC is a not for profit entity designed for schools.  

• All of the savings and rebates are passed to our members. 

• MISEC is endorsed by the five major state school organiza-

tions - MASA, MASB, MSBO, MAISA, and Middle Cities. 

• The Board of Directors of MISEC is comprised of school 

business managers and superintendents from several districts 
throughout the state. 

• Purchasing power. MISEC has over 250 districts participating 

in various energy purchasing programs.  

• MISEC utilizes a professional energy management company.  

Therefore you do not have to follow the energy market, we 
will. 

• MISEC offers consolidated billing where all of your energy 

bills are sent to MISEC first; for review, correction,  and con-
solidation into a single energy bill.  

(demand) and kilowatt-hour (amount).  

Utilities also use megawatts and giga-
watts to measure large amounts of elec-
tricity. Power plants are typically meas-
ured in megawatts. 

One megawatt equals 1000 kilowatts. 

One gigawatt equals one billon watts or 
1000 megawatts.  

Michigan Schools Energy Cooperative 
826 Municipal Way 
Lansing MI  48917 

Phone: 888-345-0440 
Fax: 269-345-1785 

 

Members serving Members 

Look us up: 
www.misec.org 

Michigan Schools Energy 
Cooperative 

Keep us informed:  

Starting with this issue,  MISEC will 
be publishing an Energy Update on 
a bi-monthly schedule.  

Please let us know if someone else 
in your District would also benefit 
from receiving a copy.     


