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NOTES ON NATURAL GAS
To say natural gas prices have been  
volatile would certainly be an understate-
ment. From a peak in July 2008 of 
$13.68/mmBTU, the price reached a 
seven-year low for a short time in August 
2009, actually trading under $2.00 per 
mmBTU. And when figures were calculated 
recently in mid-September, the verdict 
was gas prices had dropped dramatically 
from the start of the year – down over 
50 percent.

Is the roller coaster price-ride letting 
up? Probably not. According to the Energy 
Information Administration’s short-term 
outlook through 2010, they expect the 
average price in October to be $2.25 per 
mmBTU (the lowest overall monthly aver-
age since September 2001). After this, 
they predict a rise through February 2010 
and then a fall back from March to August. 

Behind this volatile scenario are some 
interesting facts that will continue to affect 
pricing. First, the number of U.S. natural 
gas drilling rigs had been decreasing as 
demand stalled, but since the trough in 
July 2009, the rig count has started rising. 
Second, natural gas storage facilities are 
at record highs. Third, unconventional 
natural gas production sources, such 
as that from shale deposits, are on the 
increase. Fourth, the Farmer’s Almanac 
is predicting a frigid 2010 winter. Plus five, 
any near-term climate control legislation 

could heighten fossil-fueled generation 
costs and promote the use of more natural 
gas-fired generation.

The bottom line is that there is much to 
consider going forward. Natural gas prices 
have a great influence on MEAG Power 
generation decisions and our estimate 
of future costs due to its influence on not 
only fuel costs but market prices as well.

How Has Natural Gas Price Volatility 
Affected MEAG Power Generation  
and Budgeting?
Steve Jackson, MEAG Power’s Vice 
President, Power Supply, answers this 
question by first pointing to the organi-
zation’s diverse fuel portfolio and the 
operational flexibility it affords. “With our 
fuel options, we are able to use the most 
economical power generation source 
first. For example, we have operated 
the Wansley Combined Cycle facility for 
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•	 Preliminary 2010 Annual System Budget: Participant comments were due to MEAG Power 

on October 21. Participants were urged to carefully review their energy usage projections 

and the individual community average fuel costs indicated in the Budget.

•	 Loan Guarantees: The Department of Energy (DOE) issued a new rule concerning its loan 

guarantee program that gives the department more flexibility, particularly allowing it to 

share collateral with other lenders or co-owners, as would be the case with the expansion 

at Plant Vogtle. Furthermore, in September, a lead person from the DOE visited with 

MEAG Power and the other Plant Vogtle owners, and if things progress as outlined, loan 

guarantee approvals should be made by the end of the year.

•	 Climate Change: On September 30, 2009, dual announcements were made concerning 

greenhouse gas emissions. Senator Kerry released the text of a proposed Clean Energy Jobs 

and American Power Act, and the EPA announced its proposal to restrict greenhouse gas 

emissions from factories, power plants and other industrial facilities. The response to these 

actions was that the government remains intent on such restriction efforts, but is still deciding 

how the oversight will be carried out. 

•	 Coal-fired Plant Construction: Environmental groups have lost their appeal to derail the 

Longleaf Energy Station construction in southwest Georgia.

baseload power needs ahead of some 
coal-fired generation. Historically our 
major scheduling decision was whether it 
was economic to run the combined cycle 
unit on a day-to-day basis. Currently, with 
changing fuel prices, the dispatch order 
of the coal and gas resources can change 
overnight. There’s no doubt that today 
there are more pieces of the puzzle 
that need to be considered, and we are 
constantly monitoring how to achieve 
the most economical mix of baseload, 
intermediate and peaking power.”

“As for budgeting, keep in mind that it is 
done at a particular point in time,” contin-
ues Steve Jackson. “In the Preliminary 
2010 Annual System Budget, we used 
the NYMEX forward market projections 
of gas prices to set costs as we have done 
in the past, but frankly, this year we are 
more uncertain about these predictions. 
Estimates of when the economy will begin to 
recover and when demand for natural gas 
will increase are imbedded in these predic-
tions. The gas prices will be different than 
these projections but a large difference 
has a big impact on the Participant costs. 
Lower fuel costs are beneficial on the one 
hand, but there is the trade off of lower 
market revenue and the opposite is true 
as well. Fuel costs, market prices and 
off-system revenues all change as gas 
prices change.”

“When you look at the total 2010 Budget, 
for instance, lower natural gas fuel costs 
and off-system purchase prices are offset 
by items such as higher nuclear fuel prices, 
rising native load coal generation costs, 
increased O&M expenses and decreased 
sales margins. The overall effect is a slight 
increase for Participants, albeit just a little 
over two percent.” 

11048 CR MEAG-107_Newsletter.indd   1 10/20/09   1:41:30 PM



current 
Published monthly by
MEAG Power, 1470 Riveredge Parkway, N.W., Atlanta, Georgia 30328-4686
www.meagpower.org. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (800) 333-MEAG

Robert P. Johnston. . . . . . . . . . . . . . . . . . . . . . . . President & Chief Executive Officer
Elaine A. Koster. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Editor

HERE TO THERE
What’s New with Transmission?

current: What are the key issues surrounding  
transmission today at the local level? 
Schaeff: From a local standpoint, adequacy, reliability 

and cost are still key and we believe that our Georgia 

Integrated Transmission System (ITS), is in very good 

shape in all these areas. We have plenty of generation 

to serve our customers. We have had no major outages 

in Georgia. And we can serve our customers at a low cost. 

current: What about national concerns? 
Schaeff: The key issues here are primarily federal 

legislative and regulatory actions. After the massive 

blackout in the Northeast some years ago, the govern-

ment created a host of transmission reliability standards 

that are overseen by the Federal Energy Regulatory 

Commission (FERC). The requirements were primarily 

mandated in a one-size-fits-all approach and the result has 

been considerable amounts of paperwork – paperwork 

that has been costly in terms of money, and especially, 

manpower. We estimate that the number of reports, 

detailed accounts and audits that are required by the 

reliability standards probably requires the equivalent of 

three or more full-time people at MEAG Power.  

The second concern is legislation now being considered 

to create a massive, new high voltage national grid overlay. 

We estimate the cost to be in the hundreds of billions of 

dollars. While in theory these additional transmission 

lines may sound good, most utility professionals agree 

that it would not be worth the required investment. 

Indeed, the present United States grid is exceedingly 

reliable – perhaps 99.9 percent. Additionally, the more 

computer-oriented the transmission system becomes, 

the more concern there is about cyber security and the 

more vulnerable the system could be to cyber attack. 

Moreover, one of the main reasons given for the grid 

overlay is to facilitate the transmission of renewable 

energy over long distances, but again the significant cost 

may not be justified. That’s because over long distances, 

the loss of energy is considerable, and the likelihood of 

more fault conditions or other problems (due to causes 

such as falling trees) can make it harder to keep the 

system reliable. In any case, we feel wind producers 

should pay for any transmission required to move their 

product and not have it subsidized by ratepayers who 

may never receive any of that energy.

current: What about the Smart Grid?
Schaeff: We have always thought of the Smart Grid 

in terms of our high voltage grid but there are currently 

many different definitions out there. Certainly our 

transmission grid is already much smarter than it 

was years ago as we now have SCADA systems, 

microprocessor-controlled relays, electronic controls 

on our voltage regulators, and more. Recently, MEAG 

Power applied for federal stimulus grants to help us 

speed up our existing process of upgrading some of 

our grid equipment. If we receive the grants, 47 of our 

cities will be impacted. Roughly 150 of our substations 

will be improved so that we can have better controls, 

respond faster and accomplish more remotely. The 

question, however, is just how smart is smart enough 

so we don’t over invest our Participants’ money in the 

transmission system. 

Gary Schaeff, Vice President, Transmission for  

MEAG Power, discusses some of the subjects  

his department is assessing.

Recently, the Atlanta Journal-Constitution 

published an article concerning Lake Lanier 

water usage. The story focused on the 

idea that a group of utilities, including 

MEAG Power Participant cities, might ask 

for millions of dollars in compensation 

because in the past, water that should 

have been used to generate inexpensive 

hydropower for them has instead been 

diverted to provide drinking water to 

residents in Atlanta and surrounding 

counties. Would the “water drinking 

communities” have to pay some $59 

million in compensation? Bob Johnston, 

MEAG Power’s President and CEO, 

felt that the story was missing a few 

important details, and he contacted the 

Governor’s office to clarify the MEAG 

Power position. As Johnston stated,  

“…we do not object to the water use 

[to supply drinking water]…The only issue 

we’ve had historically was how to value 

the reduction in water storage as a result 

of the withdrawals [going forward]….The 

issue was resolved in a 2003 settlement 

agreement between power recipients, 

water users, Georgia and the Corps of 

Engineers….Unfortunately, the settlement 

agreement was set aside by the courts 

leaving the issue [still] unresolved. We’re 

hopeful that at some point in the future 

this, or some version of this agreement, 

will be allowed to be implemented as a 

reasonable agreement among the parties 

to resolve the power production issues.”

THE FuEl VERSuS MuNicipal WaTER iSSuE
Some Missing Details
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MOODY’S RULE OF THUMB
How The Agency Rates Public Power Utilities
Moody’s Investors Service, along with Standard & Poor’s and 

Fitch Ratings, provides bond-rating designations. These are 

evaluations of the credit risk of a bond issue or issuer. In short, 

the ratings address the likelihood of success or failure that a 

financial obligation will be honored as promised. 

Moody’s currently rates about 300 public power electric utilities  

with ratings primarily ranging from Aaa to Ba1. The current 

unenhanced ratings assigned by Moody’s to MEAG Power’s  

senior lien and subordinated debt obligations are A1 and A2, 

respectively. In assigning a rating, Moody’s takes into con-

sideration factors such as the economy and the competitive 

landscape. It also evaluates the issuer’s financial performance, 

overall operations and more. “MEAG Power has continued 

to receive favorable ratings, such as that we secured on our 

initial short-term bond anticipation notes,” explains Jim Fuller, 

MEAG Power’s Senior Vice President and CFO. “These offerings 

received the highest short-term credit ratings available at the time. 

Many factors such as our diverse fuel portfolio, efficient opera-

tions, The Municipal Competitive Trust and the court-validated 

general obligation contracts we have with our Participants are 

what help us secure these high ratings.” 

Moody’s ratings for public power entities are described below:

LaGrange utility linemen were recently videotaped during their educational 
sessions at MEAG Power’s Transmission Training Center. Plans are to show 
the video on the city’s local television station to make citizens aware of the 
quality level of their professional crews.

LIGHTS, CAMERA, ACTION

Note:  This is the first in a series that will focus on a key 

official of the Participant community featured in the 

insert portion of this newsletter.

Joseph Macon has been Mayor of the city of 

East Point since 2005. He is employed with 

the Fortune 500 insurance firm, Allstate, and 

attended Auburn University and Morehouse  

College. Mayor Macon is married and has  

two fine sons.

Tell us a little about yourself and why you decided 
to run for mayor? Our family has been a resident 

of East Point since 1994. We thought East Point 

was a lovely town with interesting people and we 

were drawn to its small town feel. I was appointed 

to the Planning Board and became increasingly 

more active in the political scene as time went 

by. For me, East Point is a diamond in the rough 

and as Mayor, I felt I could do my part to help 

the city reach its full potential. 

What’s the best part of being Mayor of  
East Point? The best part is that I have a 

chance to work with a large group of diverse 

people with a lot of different ideas. As Mayor,  

I can help bring those different points of view 

together to benefit all the citizens of East Point.  

I have a great opportunity to bring about positive 

change and that is very invigorating.

How would you best describe East Point’s 
relationship with MEAG Power? In a word, 

“great.” The relationship is especially beneficial 

because we can use all the many resources 

MEAG Power provides to Participants. We 

count on their cooperation and appreciate 

that we are now fully engaged with them. 

Indeed, “we are MEAG Power and MEAG 

Power is us,” so as we grow as a city, MEAG 

Power grows, too.

Joseph Macon
Mayor

City of East Point

COLLEAGUES
Meet Your

Municipal Long-Term Ratings for Issuers and Issues Defined*

Aaa
demonstrates the strongest 
creditworthiness relative to 
other U.S. municipal or tax-
exempt issuers or issues.

 Aa
demonstrates very strong 
creditworthiness relative to 
other U.S. municipal or tax-
exempt issuers or issues. 

 A
presents above-average 
creditworthiness relative to 
other U.S. municipal or tax-
exempt issuers or issues.  

 Baa
represents average credit-
worthiness relative to other 
U.S. municipal or tax-exempt 
issuers or issues. 
 

* Moody’s applies numerical modifiers in each classification. The modifier 1 indicates that the obligation ranks in the higher end of its generic rating category; 2 indicates 
mid-range ranking; and 3 indicates ranking in the lower end of that category.
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