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INTRODUCTION 

This report provides an overview of the steps for establishing a municipally-owned electric 

utility, or “muni,” in the City of Ann Arbor. Because DTE Electric Company (“DTE”) already 

provides electric utility services customers in Ann Arbor, we have evaluated two options for 

creating a muni:  

1) Complete replacement of the incumbent investor-owned electric utility (DTE) by the new

muni; and

2) Establishment of a new muni that would compete with DTE for new and existing customers

within the City of Ann Arbor.

Both of these options are permitted under the applicable constitutional provisions, statutes, and the 

Ann Arbor City Charter. Both options share similar processes in the initial implementation stages. 

LEGAL BACKGROUND 

A. DTE’s Authority to Provide Utility Services within Ann Arbor

DTE currently provides utility services to customers in Ann Arbor under an 1895 franchise 

agreement granted to one of DTE’s predecessors, the Michigan Electric Company. In 1905, the 

Foote Act granted electric utilities the right to use public “streets to conduct an electricity business 

and to transmit electric power”1 and to provide that power to customers within the municipality. 

The Foote Act was abrogated by the 1908 Michigan Constitution and expressly repealed 

by Public Act 309 of 1929.2 Article 12, § 1 of the 1908 Constitution provided that “All laws 

heretofore or hereafter passed by the Legislature for the formation of, or conferring rights, 

privileges or franchises upon corporations and all rights, privileges, or franchises conferred by 

such laws may be amended, altered, repealed or abrogated.”3 The 1908 constitutional amendment 

also prohibited public utilities from using municipal highways, streets, alleys, and other public 

1 City of Marshall v Consumers Power Co, 206 Mich App 666, 670; 523 NW2d 483, 486 (1994). The Foote 
Act is Public Act 264 of 1905. 
2 Michigan Pub Serv Co v City of Cheboygan, 324 Mich 309, 319 n 1; 37 NW2d 116 (1949). 
3 Const 1908, art 12, § 1. 
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places or transacting business within cities without first obtaining a franchise from the city. 

However, the Michigan Supreme Court has held in multiple decisions that the abrogation of the 

Foote Act “did not revoke and terminate existing user of the streets under Act 264 of 1905.”4  

 In sum, DTE’s Foote Act franchise continues to provide the utility with a right to serve 

customers in Ann Arbor. That said, the City of Ann Arbor also has a right to establish an electric 

utility and serve customers within the city limits, under other authorities discussed in the next 

section. 

B. Ann Arbor’s Authority to Establish a Muni 

 Ann Arbor’s authority to establish a muni derives from the Michigan Constitution and the 

Home Rule City Act, and is embodied in the Ann Arbor City Charter. The Michigan Constitution 

and the Home Rule City Act also list the initial steps that Ann Arbor would need to take to 

commence the municipalization process.  

i. 1963 Michigan Constitution 

 Article VII, § 24 of the 1963 Michigan Constitution authorizes any city to “acquire, own 

or operate, within or without its corporate limits, public service facilities for supplying water, light, 

heat, power, sewage disposal and transportation to the municipality and the inhabitants thereof” 

subject to the constitution. 

 Article VII, § 25 provides that a city may not acquire a public utility without a three-fifths 

majority vote by the city’s electorate: 

No city or village shall acquire any public utility furnishing light, 
heat or power, or grant any public utility franchise which is not 
subject to revocation at the will of the city or village, unless the 
proposition shall first have been approved by three-fifths of the 
electors voting thereon. No city or village may sell any public 

 
4  Id. at 409. See also Village of Constantine v Michigan Gas & Electric Co, 296 Mich 719, 732; 296 NW 847 
(1941) (“This question is settled by the City of Lansing case where we held that a State franchise was a contract which 
could not be impaired by abrogation of Act No. 264, Pub. Acts 1905, by the Constitution of 1908.”); Traverse City v 
Consumers Power Co, 340 Mich 85, 97, 103; 64 NW2d 894 (1954) (holding that a Foote Act franchise is a vested 
contractual right that is not impaired by abrogation of the Foote act by a subsequently adopted constitutional 
provision).  
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utility unless the proposition shall first have been approved by a 
majority of the electors voting thereon, or a greater number if the 
charter shall so provide. 

This three-fifths vote requirement applies to acquisition by purchase, condemnation, or 

construction (although the vote requirement for condemnation and construction is statutory, not 

constitutional).5 

 The constitutional provisions regarding the control and use of highways, streets, alleys by 

public utilities also suggest that a municipal utility would need to obtain a franchise to operate. 

The franchise period may not exceed 30 years6:  

No person, partnership, association or corporation, public or private, 
operating a public utility shall have the right to the use of the 
highways, streets, alleys or other public places of any county, 
township, city or village for wires, poles, pipes, tracks, conduits or 
other utility facilities, without the consent of the duly constituted 
authority of the county, township, city or village; or to transact 
local business therein without first obtaining a franchise from 
the township, city or village. Except as otherwise provided in this 
constitution the right of all counties, townships, cities and villages 
to the reasonable control of their highways, streets, alleys and public 
places is hereby reserved to such local units of government.7  

ii. The Home Rule City Act 

 The Home Rule City Act (1909 PA 279) authorizes a city to acquire, establish, construct, 

and operate electric light and power plants,8 and to purchase or condemn franchises and property 

of existing electric light, gas, heat, and power utilities.9 Each city authorized to “acquire, own, 

 
5  See City of Allegan v Iosco Land Co, 254 Mich 560, 563; 236 NW 863 (1931); MCL 117.4f(c). 
6  Const 1963, art 7, § 30 (emphasis added). 
7  Const 1963, art 7, § 29 (emphasis added).  
8  MCL 117.4f(c). 
9  MCL 117.4f(a). 
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purchase, construct or operate any public utility” should include the following provisions in its 

charter10:  

• Provisions for bonding beyond the general limit of bonded indebtedness prescribed by 

law and for the creation of a sinking fund if this type of bond is issued.11 

• Provisions regarding acquisition of light and power plants “by purchase, gift, 

condemnation, lease, construction or otherwise[.]”12 

• Provisions regarding condemnation of franchises and property; and the purchase, 

operation, and maintenance of existing public utility property, as well as a contract for 

those activities and the voting requirements for that contract.13 

 
10  See Hunt v Fenlon, 313 Mich 644, 658; 21 NW2d 906 (1946) (quoting Bay City v State Board of Tax 
Administration, 292 Mich 241, 257; 290 NW 395 (1940)) (holding that a municipality lacks the power to acquire a 
municipal electric plant and distribution system or to issue mortgage bonds beyond the general limit of its bonded 
indebtedness prescribed by law in the absence of charter authority because “[t]he constitutional authorization of 
municipal utilities is not self-executing.”). The Court also concluded: 

that if the city desires to enter into the proposed contracts relating to the 
acquisition of an electric-light plant and system and the issuance of revenue 
bonds, it should amend its charter and proceed in accordance with the provisions 
of sections 4–c and 4–f of the home-rule act. These sections of the act expressly 
authorize a home-rule city to provide in its charter for the purchase of the property 
used in the operation of a company engaged in (among other things) the electric-
light and power business and for the issuance of revenue bonds.  

11  “Each city which is authorized to acquire, own, purchase, construct or operate any public utility, may provide 
in its charter for the issuance of mortgage bonds therefor beyond the general limit of the bonded indebtedness 
prescribed by law, provided that such mortgage bonds issued beyond the general limit of bonded indebtedness 
prescribed by law shall not impose any liability upon such city but shall be secured only upon the property and 
revenues of such public utility, including a franchise, stating the terms upon which, in case of foreclosure, the 
purchaser may operate the same, which franchise shall in no case extend for a longer period than 20 years from the 
date of the sale of such utility and franchise on foreclosure. Such mortgage bonds shall be sold to yield not to exceed 
6 per centum per annum. The charter shall also provide for the creation of a sinking fund in the event of the issuance 
of such bonds, by setting aside such percentage of the gross or net earnings of the public utility as may be deemed 
sufficient for the payment of the mortgage bonds at maturity.” MCL 117.4c.  
12  MCL 117.4e(1). The electric light and power plants and systems may be located within or without the 
corporate limits of the county in which the city is located. 
13  “A city may in its charter allow for a contract, upon the terms, including terms of present or deferred payment, 
and upon the conditions and in the manner as the city considers proper, to purchase, operate, and maintain any existing 
public utility property for supplying water, heat, light, power, or transportation to the city and the city’s inhabitants. 
The contract does not bind the city unless the proposition for the contract receives the affirmative vote of 3/5 of the 
electors voting at a regular or special election. . . . If a vote is taken to amend a city charter to allow an acquisition 
under this subdivision, a vote may also be taken at the same election to approve a particular contract. The vote upon 
the charter amendment and upon the purchase contract must be by separate ballots.” MCL 117.4f(a).  
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• Provisions regarding the purchase and condemnation of private property for any public 

use or purpose within the scope of its powers; and for the acquirement, ownership, 

establishment, construction, and operation of public utilities either within or outside a 

city’s corporate limits.14  

• Section 4f of the Home Rule City Act contains four other provisions that bear on the 

nature of, and process for forming, a muni: 

o Limitations on a city’s right to sell power outside of its corporate limits;15  

o The city may purchase or use condemnation to acquire property for the utility;16 

o That the city may use 1911 PA 149, MCL 213.21 to 213.25 to institute and 

prosecute the condemnation proceedings;17 and 

o The requirement that three-fifths of the electors approve creation of the muni.18  

iii. Ann Arbor City Charter 

 Chapter 15 of the Ann Arbor City Charter already contains most of the provisions that the 

Home Rule City Act requires in order to establish a municipal electric utility. Specifically: 

• Sections 15.2 and 8.17(c) authorize the issuance and sale of mortgage bonds beyond the 

general limit of bonded indebtedness provided by law for the purpose of acquiring a public 

utility and for the establishment of a sinking fund (consistent with MCL 117.4c).   

 
14  MCL 117.4f(c). 
15  Id. (“A city shall not render electric delivery service for heat, power, or light outside its corporate limits to a 
customer that is currently receiving or within the previous 3 years has received that service from another utility unless 
that utility consents in writing.”). 
16  Id. (“The acquirement of a utility, including all properties, franchises, and rights necessary for its 
establishment, ownership, construction, operation, improvement, extension, and maintenance, whether the properties, 
franchises, and rights are situated within or outside the corporate limits of the city, may be either by purchase or 
condemnation.”). 
17  While not addressed in the Home Rule City Act, cities with a population of over 25,000 are authorized to 
condemn a public utility by MCL 213.111 et seq. 
18  “A public utility is not acquired unless the proposition to do so first receives the affirmative vote of 3/5 of 
the electors of the city voting at a regular or special municipal election.” 
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• Section 15.1 authorizes the acquisition, ownership, operation, improvement, enlargement, 

extension, repair, and maintenance of public utilities within or without its corporate limits 

and either within or without the corporate limits of Washtenaw County, as well as the sale 

of electricity beyond the City’s corporate limits (consistent with MCL 117.4e(1) and MCL 

117.4f(c)). It also authorizes the City Council to provide for the establishment of a public 

power utility by ordinance, “but an ordinance providing for a newly owned and operated 

utility shall be enacted only after such hearings and procedure as required by law.”19 

Citizens may initiate ordinances by petition. A citizen-initiated ordinance requires 

signatures by 20% of the votes cast for the Office of Mayor in the last Mayoral Election in 

order to be submitted to the City Clerk for certification and placement on the ballot.20 

 While Section 15.1 of the Charter does not specifically address purchase or condemnation, 

the authorization for “acquisition” should also the cover purchase and condemnation referenced in 

MCL 117.4e(1) and 4f(a). The reason is that MCL 117.4e(1) includes purchase and condemnation 

as forms of acquisition for which a city charter may provide. Section 15.1 of the Charter also does 

not authorize the purchase or condemnation of franchises in particular; but, the term “public 

utilities” in Section 15.1 could be reasonably interpreted to include those utilities’ franchises in 

addition to their physical property. However, the Charter does not specifically provide for a 

procedure for voting on the contract to purchase, operate, and maintain existing public utility 

property (as required by MCL 117.4f(a)), so the City should consider amending its Charter to add 

this authorization if it plans to enter into this type of contract.  

 Section 18.8 of Chapter 18 of the Ann Arbor City Charter provides that the charter “may 

be amended at any time in the manner provided by law.” Under the Home Rule City Act 

(“HRCA”), such an amendment(s) would be governed by Section 21 (MCL 117.21), which 

establishes the procedures for amending an existing city charter. Section 21 provides that an 

 
19  Ann Arbor Charter, § 15.1(b). 
20  Ann Arbor Charter, § 7.10 (“Voters may propose ordinances by initiative petitions.”). See also City of Ann 
Arbor, Filing Petitions, available at https://www.a2gov.org/departments/city-
clerk/Elections/Pages/Filing%20Petitions%20for%20City%20Office.aspx. 

https://www.a2gov.org/departments/city-clerk/Elections/Pages/Filing%20Petitions%20for%20City%20Office.aspx
https://www.a2gov.org/departments/city-clerk/Elections/Pages/Filing%20Petitions%20for%20City%20Office.aspx
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amendment to an existing city charter may be proposed either by the legislative body of the city 

(e.g., city council), or by an initiatory petition signed by qualified electors in the city.21  

 In order for the legislative body to propose a charter amendment, at least three-fifths of the 

members elect must adopt a resolution proposing such amendment(s).22  Section 25 of the HRCA 

establishes the requirements for an initiatory petition to amend a city charter, and those include, 

among other things, a requirement that the petition set forth the complete text of the proposed 

amendment, as well as the procedural requirement for submission of the petition signatures to and 

review by the city clerk for verification that the signatures are valid and that the petition contains 

the requisite number of signatures required by the HRCA to initiate a charter amendment process; 

for cities such as Ann Arbor, the petition(s) must be signed by at least five (5%) percent of the 

city’s qualified electors.23   

 Where a charter amendment is proposed by the city’s legislative body, the city is required 

to approve a resolution setting forth the proposed amendment as well as the ballot language that 

will be submitted to the voters for consideration and potential adoption. That resolution must then 

be submitted to the Governor for review prior to the charter amendment being presented to the 

voters of the city.24 The Governor may approve or decline to approve an amendment proposal, and 

although the Governor may request the opinion/interpretation of the Attorney General in the course 

of their review, the Attorney General’s office also has an independent statutory duty to review the 

ballot language for any proposed amendment.25  

 If a petition proposing a charter amendment is confirmed to have enough valid signatures, 

the proposed charter amendment is submitted to the voters even if the Governor declines to 

approve it.  Michigan law also specifies that ballot language for proposed charter amendments 

must be impartially written, must be confined to a single subject, and must be limited to 100 

words.26 While an initiatory petition may include the proposed ballot language for the election at 

 
21  MCL 117.21(1). 
22  See MCL 117.21 
23  See MCL 117.25. 
24  See MCL 117.22. 
25  See MCL 117.21(2). 
26  See MCL 117.21(2) and (3). 
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which the proposed charter amendment will be considered, including that language is not required 

at that stage; if no language is submitted or if the language is inadequate in some way, the city is 

required to prepare and adopt ballot language for the proposal.  

 The Charter also covers a wide range of other aspects of muni operation. Section 15.3 

regulates the financing and acquisition of municipal utilities and the disposal of muni plants and 

property. Section 15.4 and 15.5 regulate ratemaking and rate collection by the muni. Sections 15.6 

through 15.9 of the Charter regulate the City’s granting of franchises.  

 In sum, the Michigan Constitution and the Home Rule City Act provide the City of Ann 

Arbor with legal authority to establish a municipally-owned electric utility. The City Charter 

already contains many of the provisions necessary to do so.  

C. If the City established a muni, DTE would not have the exclusive right to provide 
electric service in Ann Arbor relative to that muni and would be unlikely to 
prevail in a challenge to the new muni’s ability to provide service under state law 

 Nothing in the Foote Act, the Michigan Public Service Commission’s rules, case law, or 

DTE’s franchise provides that DTE must be the sole electric utility providing service in Ann Arbor 

relative to a municipally-owned electric utility. Several statutes and Commission rules prohibit 

two investor-owned utilities from competing for utility customers; but these rules do not prevent 

a city from establishing its own utility that serves alongside (and competes with) an investor-

owned utility within the city limits.27 Further, none of the case law regarding the exclusivity of 

utility franchises supports interpreting the Foote Act as creating franchises that foreclose the 

establishment of a new muni.  

 Public Act 35 of 1951 prohibits a city-owned electric utility from competing for the 

existing customers of an incumbent utility outside the city limits. It provides that “[a] municipal 

corporation shall not render electric delivery service for heat, power, or light outside its corporate 

 
27  MCL 213.23(7), which addresses the authority to take private property for public use, provides that “Any 
existing right, grant, or benefit afforded to property owners as of December 22, 2006, whether provided by the state 
constitution of 1963, by this section or other statute, or otherwise, shall be preserved and shall not be abrogated or 
impaired by the 2006 amendatory acts that added or amended this subsection.” While this could be interpreted to bar 
the taking of Foote Act franchises, Public Act 119 of 1919 (being MCL 213.111 through MCL 213.134) specifically 
provides for the taking of a public utility by a city and does not contain a similar restriction.  
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limits to a customer that is currently receiving or within the previous 3 years has received the 

service from another utility unless the serving utility consents in writing.”28 However, this Act is 

silent on competition for utility service within a city’s corporate limits.  

 Michigan Public Service Commission Rule 411 prohibits existing customers from 

transferring from one utility to another. It provides that “[t]he first utility serving a customer 

pursuant to these rules is entitled to serve the entire electric load on the premises of that customer 

even if another utility is closer to a portion of the customer's load[,]” and restricts a utility from 

“extend[ing] service to a new customer in a manner that will duplicate the existing electric 

distribution facilities of another utility, except where both utilities are within 300 feet of the 

prospective customer.”29 However, the Michigan Supreme Court held in City of Coldwater v 

Consumers Energy Company that “Rule 460.3411 (Rule 411) of the Michigan Administrative 

Code is inapplicable when a municipal utility is involved and has not consented to the jurisdiction 

of the Michigan Public Service Commission.”30  

 Two other court decisions also support the conclusion that DTE’s franchise is not exclusive 

with respect to munis. In Michigan Public Service Company v City of Cheboygan, the utility sued 

Cheboygan to enjoin it from “acquiring, operating or maintaining a municipal electric generating 

plant or distribution system for supplying the city and its inhabitants with electricity[.]”31 A 

principal question in that case was whether the Michigan Public Service Company had “any right 

to use the streets and alleys of the city of Cheboygan for its poles and wires to transmit and 

distribute electrical energy”32 because it held a franchise prior to the adoption of the 1908 

Constitution. However, the Court also noted that while “the corporate plaintiff has the right [to] 

use the city streets and alleys for its poles and wires, by virtue of Act No. 264, Pub. Acts 1905, 

 
28  MCL 124.3(2). This Act also provides that “Nothing contained in this act shall be construed to grant the right 
to jointly own or operate a public utility for supplying transportation, gas, light, telephone service, or electric power 
except as may be provided by the statutes or constitution of the state of Michigan, nor to contract to furnish municipal 
services outside corporate limits except in accordance with the constitutional limitations on such sales. Nothing 
contained in this act shall be construed as to grant to municipal corporations acting jointly any power or authority 
which they do not have acting singly.” 
29  Mich Admin Code R 460.3411(2), (9), (14).  
30  500 Mich 158, 164; 895 NW2d 154 (2017). 
31  Michigan Pub Serv Co v City of Cheboygan, 324 Mich 309, 316; 37 NW2d 116 (1949). 
32  Id. The Court also considered and rejected the claim that the elections Cheboygan held to amend its charter 
to provide for a muni and to issue bonds to fund it were invalid.  
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appellants concede that this is not an exclusive right.”33 Subsequently, in City of Marshall v 

Consumers Power Co, the Michigan Court of Appeals cited the Cheboygan case to hold that 

“[n]othing in the Foote act grants a franchisee priority over other utilities in the area.”34  

 Finally, in a 1999 Federal Energy Regulatory Commission (FERC) proceeding related to 

the City of Alma’s municipalization attempt, the presiding Administrative Law Judge explained 

that Foote Act franchises are not exclusive:  

Although interesting, the question of whether or not CECo holds a 
Foote Act franchise in Alma is not determinative of whether CECo 
has a state-awarded exclusive service territory. Michigan law makes 
it clear that Foote Act franchises are not exclusive. See Muskegon 
Traction & Lighting Co. v. City of Muskegon, 132 N.W. 1060 (Mich. 
1911). See also City of Traverse City v. Consumers Power Co., 64 
N.W.2d 894 (Mich. 1954) (CECo held a Foote Act franchise, but 
operated in same service territory as a city utility); Michigan Pub. 
Serv. Co. v. City of Cheboygan, 37 N.W.2d 116 (Mich. 1949) 
(appellants conceded that a Foote Act franchise is not an exclusive 
right). Moreover, the Office of the Attorney General of the State of 
Michigan unequivocally states in its brief that “exclusive franchises 
[do] not exist in Michigan.” Initial br. of the Attorney General of the 
State of Michigan at p. 3. CECo has even conceded that a Foote Act 
franchise does not prevent Alma from municipalizing or from 
granting up to a thirty-year franchise to another electric service 
provider.35 

 

  

 
33  Id. at 325.  
34  206 Mich App 666, 678; 523 NW2d 483 (1994) (citing Public Service Co v Cheboygan, 324 Mich 309, 325; 
37 NW2d 116 (1949)). 
35  City of Alma, Michigan, 88 FERC 63,002, 65014 (July 16, 1999). 
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 STEPS TO ESTABLISHING A MUNI 

 This section provides the steps for establishing a muni in roughly chronological order. 

Some of these steps are mandated by law, and others are necessary or encouraged for practical 

and/or policy considerations and have been recommended by the Michigan Municipal Electric 

Association (MMEA) and the American Public Power Association.36 Unless otherwise noted, the 

steps are the same for both building a competing utility and purchasing or condemning DTE 

property.  

(1) Conduct a feasibility study to determine 
economic viability of a muni. An example 
of what a preliminary feasibility study 
would entail is available from Chicago’s 
municipalization investigation in 2020.37 
The feasibility study will conduct a 
preliminary cost assessment, including 
estimating the costs to sever the new muni 
from DTE’s existing system.  

(2) Conduct a valuation, which will help 
determine whether it is more economical to 
buy, condemn, or build.38 DTE will likely 
contest the valuation method Ann Arbor 
proposes to use. Methodologies include 
original cost less depreciation (OCLD) or 
“book value”; reproduction cost less 
depreciation (RCLD); replacement cost 
new less depreciation (RCNLD); and going 
concern. The MMEA guide includes a 
detailed explanation of each of these types 
of valuation.39 

(3) Hold a regular or special municipal 
election   on   the   proposal  to  acquire  by 

 

purchase or condemnation or create a muni 
as required by the Michigan Constitution 
and the Home Rule City Act. While the 
City of Ann Arbor will not need to 
undertake the extra step of amending its 
charter to authorize acquisition of public 
utilities in general in the first place, a three-
fifths majority of the voting electors is 
required to move forward with acquisition 
or creation of a muni.  

(4) Purchase or Condemn option only: 
a. Determine the price through agreement 

or condemnation pursuant to MCL 
117.4f(a). “Just compensation” must be 
determined by jury in county circuit 
court. 

b. Purchase option: 
i. The City should consider amending 

its charter to provide the procedure 
for voting on the contract to 
purchase, operate, and maintain 
existing public utility property.  

 
36  See Michigan Municipal Electric Association, Municipalization – Can I Have Public Power?, available at 
https://mmeanet.org/public-power/municipalization-can-i-have-public-power/.  
37  Chicago Preliminary Municipal Utility Feasibility Study, August 2020, available at 
https://www.chicago.gov/content/dam/city/depts/dgs/supp_info/City_of_Chicago_20200828_Preliminary_Municipa
l_Utility_Feasibility_Study.pdf.  
38  See Municipalization, supra n 36, at 29.  
39  Id. at 29.   

https://mmeanet.org/public-power/municipalization-can-i-have-public-power/
https://www.chicago.gov/content/dam/city/depts/dgs/supp_info/City_of_Chicago_20200828_Preliminary_Municipal_Utility_Feasibility_Study.pdf
https://www.chicago.gov/content/dam/city/depts/dgs/supp_info/City_of_Chicago_20200828_Preliminary_Municipal_Utility_Feasibility_Study.pdf
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ii. The City will need to hold a
separate vote to approve the
contract to purchase and operate
existing utility property, which also
requires the affirmative vote of
three-fifths of the electors voting at
a regular or special election.

iii. Condemnation option:
i. The City will begin by declaring by

resolution that it deems it necessary
for the City to take absolute fee title
to a public utility for public use.
MCL 213.112.

ii. The City then directs via resolution
its attorney to institute the
necessary proceedings on behalf of
the City to carry out the object of
such resolution in the circuit court
for Washtenaw County. MCL
213.112.

iii. The City delivers a copy of the
resolution certified under seal to the
City Attorney. Among other
requirements, the petition that the
attorney files “shall ask that a jury
be summoned and empaneled to
ascertain and determine whether it
is necessary to take for public use
the absolute title in fee to such
private property as it is proposed to
take and to ascertain and determine
the just compensation to be made
therefore.” MCL 213.113.

iv. Follow the other statutory
requirements in MCL 213.114 et
seq. regarding summons, trial, and
proceedings under MCL 213.111 et
seq. include the right for the utility
to appeal to the supreme court.40

The City may also set aside a jury’s
finding that it is not necessary to
motion for a new trial or an appeal
to the supreme court. 41

(5) Potentially participate in a FERC stranded
cost proceeding if Ann Arbor opts to
continue using DTE’s transmission system
as a retail-turned-wholesale customer.42

(6) Evaluate financing alternatives.
a. Section 8.17 of the Ann Arbor City

Charter allows the City Council to
issue and sell mortgage bonds to
acquire or construct a public utility
beyond the general limit of bonded
indebtedness prescribed by law as long
as the bonds are secured only by the
property and revenues of the public
utility. A sinking fund must be created
if the City issues this type of bond.

(7) Obtain a franchise pursuant to Article VII,
§ 29 of the 1963 Constitution.

(8) Fix rates according to the procedure
described in the Ann Arbor City Charter.

(9) File a capacity demonstration with the
Michigan Public Service Commission for
the applicable planning year pursuant to
MCL 460.6w(8).

40 MCL 213.126. 
41 MCL 213.121. 
42  18 C.F.R. § 35.26(c)(1)(vii) (2012) (“If a retail customer becomes a legitimate wholesale transmission 
customer of a public utility or transmitting utility, e.g., through municipalization, and costs are stranded as a result of 
the retail-turned-wholesale customer's access to wholesale transmission, the utility may seek recovery of such costs 
through [Federal Power Act] section 205–206 or section 211–212 rates for wholesale transmission services to that 
customer.”).  
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File Capacity Demonstration

With the Michigan Public Service Commission (MPSC) for the applicable planning year.

Fix Rates

According to procedure described by the Ann Arbor City Charter.

Obtain Franchise

See Article VII, § 29 of the 1963 Constitution.

Evaluate Financing Alternatives

City Council is allowed to issue and sell mortgage bonds to 
acquire or construct public utility. Sinking fund must be created, if the City chooses this route.

Potentially Participate in FERC Stranded Cost Proceeding

May be necessary if Ann Arbor opts to use DTE's transmission system as a retail-turned-wholesale customer.

Purchase or Condemn Option 

Determine price through agreement or 
condemnation.

Purchase: amend charter to provide 
procedure for voting. 

Condemnation: declare by resolution 
neccesity to take absolute fee title

Conduct a Valuation

Determine whether it is more economical to buy, condemn, or 
build. 

Hold a regular/special election on proposal to acquire by 
purchase, condemnation, or build - required by law.

Conduct a Feasibility Study

Determine economic viability of a muni. Conduct a preliminary cost assessment, estimating costs to 
sever the new muni from DTE's existing system.

13 



14 

 ADDITIONAL CONSIDERATIONS FOR OBTAINING CUSTOMERS IF ANN 
ARBOR ESTABLISHES A COMPETING MUNI 

 Under the self-build option, the muni would serve alongside DTE and compete for existing 

customers. Based on the Michigan Supreme Court’s holding in City of Coldwater v Consumers 

Energy Company, nothing in the MPSC Rules should preclude Ann Arbor from forming a 

competing utility.  

 If DTE argued that Rule 411(2) prohibits its existing customers from transferring to a muni, 

this argument should also be unsuccessful. Rule 411(2) provides only that “[e]xisting customers 

shall not transfer from one utility to another.” It imposes no restriction on a transfer to a municipal 

utility. The definition of “utility” in the MPSC rules “means a firm, corporation, cooperative, 

association, or other legal entity that is subject to the jurisdiction of the commission and that 

distributes, sells, or provides electric service.”43 The Court in City of Coldwater explained that the 

exclusion of municipally owned utilities from that list “directs us to read this absence as 

meaningful, especially in light of the lack of any language that would suggest that this was intended 

to be an illustrative, rather than an exclusionary, list.” The Court concluded that to apply Rule 

411(11) to municipal electric utilities when it “speaks only to a ‘utility’” would render the 

definition of utility “nugatory.”44 This same interpretation should apply to Rule 411(2). 

 If Ann Arbor were to establish a new muni to compete directly with DTE, it would need to 

consider transmission and distribution as well as power generation or purchase. For distribution, 

the 1895 franchise only provides for co-location of other services on what are now DTE’s poles 

for fire or police purposes. Ann Arbor could consider purchasing DTE’s distribution system, 

sharing its capacity, condemnation, or building an entirely new system.  

 The city will also need to evaluate whether it would be required to reimburse DTE for any 

stranded costs under requirements set by FERC. That analysis is beyond the scope of this report; 

and has likely changed since the establishment of the Midcontinent Independent System Operator 

and the spin-off of transmission from the electric utilities to independent companies. We 

 
43  Mich Admin Code R 460.3102(n).  
44  City of Coldwater, 500 Mich at 170–71.  
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recommend that analysis of any stranded cost obligations be done as part of a second phase of 

legal evaluation or a feasibility study.  

 CONCLUSION 

 In conclusion,  establishing a city-owned electric utility in Ann Arbor is legally feasible. 

While DTE has a legal right to continue serving electric customers in Ann Arbor under its 

franchise, the city has a separate legal right to establish a municipally-owned electric utility and 

serve customers within the city limits. DTE’s right to serve electric customers within the city limits 

would not be exclusive if the City of Ann Arbor established its own municipally-owned electric 

utility.   

 The Ann Arbor City Charter already contains many of the provisions that the Home Rule 

City Act requires in order to establish a municipal electric utility, though some additional changes 

are recommended. Establishment of a city-owned electric utility would require a three-fifths vote 

of city electors. The city would have two options for a public power utility: acquisition of DTE’s 

franchise and facilities within the city, or establishment of a muni that would compete with DTE 

for customers within the city limits. As a next step, this report recommends a technical and 

economic feasibility study.  
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Appendix 1 - Municipalization Roadmap 
Recap/Distinguishing Aspects of Municipalization Efforts in Boulder, CO  

 
 
 The City of Ann Arbor is certainly not the first community to consider the establishment 

of a municipal utility in the midst of a previously existing commercial utility operating in its area.  

In fact, at a recent legislative hearing in Maine, the Vice President of the American Public Power 

Association (APPA) said that “[d]ozens of communities contact APPA for information on public 

power and on the municipalization process every year,” with twenty new public power utilities 

having been created in the last 20 years.1  While such efforts require an investment of time and 

money, and oftentimes perseverance as well, the trend towards public power has been driven by a 

number of factors including reliability, the desire for renewable energy options, and increased 

economic development.2 

One prominent example of recent efforts to “municipalize” a local energy system is 

Boulder, Colorado, where the City Council declined to renew a franchise agreement with the 

incumbent commercial utility (Xcel Energy) in 2010 in order to pursue the creation of a new 

municipal utility.  The City Council at the time was concerned about the incumbent utility’s 

reliance on coal-based generation and its lackluster efforts to reduce greenhouse gas emissions, 

and felt that the only way “to accelerate the conversion to renewable sources was to start its own 

municipal utility.”3 

Over the course of roughly eleven years, the City’s voters approved various ballot measures 

to fund the municipalization efforts and to explore a potential partnership or other working 

relationship with the incumbent utility while also utilizing third parties for analyses and modeling 

of the potential business case for such a municipal utility.  Due to some particularities in the City 

of Boulder’s City Charter, the incumbent utility Xcel Energy was able to initiate litigation early in 

the city’s municipalization process arguing that the City had not yet demonstrated an ability to 

meet the cost and reliability metrics that existed in the city charter requiring the new utility to 

 
1  Paul Ciampoli, APPA’s Schryver Details Rise in Municipalization Interest, Resources Ooffered by APPA, 
May 24, 2021, https://www.publicpower.org/periodical/article/appas-schryver-details-rise-municipalization-interest-
resources-offered-appa (last visited June 18, 2021). 
2  Id. 
3  M.E. Sakas, Boulder Ends Decade Long Pursuit of City-Owned Power Utility, Colorado Public Radio, Nov. 
20, 2020, https://www.cpr.org/2020/11/20/boulder-ends-decade-long-pursuit-of-city-owned-power-utility/ (last 
visited June 18, 2021). 

https://www.publicpower.org/periodical/article/appas-schryver-details-rise-municipalization-interest-resources-offered-appa
https://www.publicpower.org/periodical/article/appas-schryver-details-rise-municipalization-interest-resources-offered-appa
https://www.cpr.org/2020/11/20/boulder-ends-decade-long-pursuit-of-city-owned-power-utility/
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verify that it could provide electricity to the City’s residents at least as reliably and affordably as 

the incumbent utility already did.  As the parties litigated those issues particular to the City’s 

unique charter provisions, rulings from the Colorado Public Utilities Commission and the Federal 

Energy Regulatory Commission added further complications to the process of standing up the 

municipal utility, including a requirement that the City obtain permission from the Colorado PUC 

prior to attempting to acquire portions of the incumbent utility’s electric system.  Xcel Energy also 

purportedly withheld engineering information regarding its system from the City, and sought 

dismissal of the City’s application to the PUC in its entirety, leading to a slow-down in cooperative 

efforts between the parties while litigation increased in intensity.  As that litigation dragged on, 

the City ultimately reached a settlement with the utility (approved by Boulder voters in 2020) in 

which the City entered into a new franchise agreement with the utility while reserving the right to 

opt-out of that agreement if certain greenhouse gas emission targets and benchmarks are not met.4   

Despite not ultimately creating a new muni, the City was successful in achieving several 

of its goals and in changing the overall dynamic relative to its relationship with the incumbent 

utility.  Crucially, the incumbent utility has been forced to commit to more “competitive” rates 

balancing both long and short--term interests, and the City’s efforts have allowed it to increase 

local generation and “streamline access to customer-sited resources,” while also “democratizing 

utility planning” by improving engagement amongst the City’s leaders, customers, and officials 

and giving the citizens of Boulder more of a voice in utility planning.  Moreover, the City’s 

municipalization efforts are generally considered to be merely “on-hold,” rather than “terminated,” 

since the inclusion of multiple opt-out dates provides the City with ample opportunities to revive 

the municipalization efforts in the event the incumbent utility is incapable of or refuses to meet its 

emissions reduction targets.   

The City of Ann Arbor will clearly face different challenges if it proceeds to work towards 

establishing a municipal utility, and while Boulder’s experience offers somewhat of a cautionary 

tale it also shows that cities can make meaningful, substantive progress towards goals they have 

established even in the face of active opposition from an incumbent utility. 

  
 

4  Boulder Voters Pass New Franchise With Xcel Energy and Partnership Funding Measure, City of Boulder, 
Nov. 4, 2020, https://bouldercolorado.gov/newsroom/boulder-voters-pass-new-franchise-with-xcel-energy-and-
partnership-funding-measure (last visited June 18, 2021).  See also, Boulder Local Power: A History, Empower Our 
Future, https://empowerourfuture.org/boulder-municipalization-a-history/ (last visited June 18, 2021). 

https://bouldercolorado.gov/newsroom/boulder-voters-pass-new-franchise-with-xcel-energy-and-partnership-funding-measure
https://bouldercolorado.gov/newsroom/boulder-voters-pass-new-franchise-with-xcel-energy-and-partnership-funding-measure
https://empowerourfuture.org/boulder-municipalization-a-history/
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Appendix 2 - Price Differences Between Municipal and DTE Electric Rates 

 

 Generally speaking, municipally owned electric utilities in Michigan have lower rates than 

investor-owned utilities like DTE Electric. There are structural reasons why this is so.  

 

Taxes   

• Investor-owned utilities (IOUs) pay taxes and pass those taxes on to customers through 

their rates. The taxes include federal corporate income tax; as well as state and local 

property taxes on many of their assets, including power generating plants.  

• Municipally owned electric utilities (munis) are exempt from most or all taxes; and 

therefore, do not pass on these taxes to their customers in rates.  

 

Return on Equity  

• IOUs earn a return on equity (ROE) on their rate base. Rate base consists of the net book 

value of all utility property used to provide service to customers, including power plants, 

poles, wires, substations, land, working capital, and buildings. ROE is the primary source 

of an IOU’s profits. DTE Electric’s rate base is about $17.9 billion dollars, and its 

authorized ROE is 9.9%. DTE Electric’s capital structure is 50% equity and 50% long-

term debt, so DTE rates include a weighted average cost of capital of 5.46% on the $17.9 

billion in rate base. DTE Energy’s most recent earnings guidance for DTE Electric in 2021 

is $826 million to $840 million. That projection accounts for most of the total earnings 

guidance for DTE Energy, at $1.042 billion to $1.102 billion.      

• By contrast, munis are able to borrow at municipal bond rates, and many are able to take 

advantage of the favorable bond ratings of the cities that own them. Munis do not earn an 

ROE, although some munis make payments of one kind or another to the city that owns 

them. For example, Traverse City Light & Power pays 5% of its gross revenues to support 

the general fund of the City of Traverse City. Holland Board of Public Works pays 50% of 

its net income to the City of Holland to support general city operations.  
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Embedded Costs of Legacy Generation  

• Many IOUs own old power plants whose costs are embedded in rates. Even when the 

original plant is significantly depreciated, new projects and equipment can have a large 

impact on the plant’s net book value used to calculate the utility’s rate base. For example, 

DTE’s Monroe power plant is about 50 years old and much of the original investment is 

significantly depreciated. However, in the late 2000s and early 2010s, DTE undertook a 

$1.7 billion project to install scrubbers on the Monroe plant. DTE customers will be paying 

for that project (including an ROE) for years to come. IOUs also continue to recover the 

net book value of their old generating plants, plus a return, after those plants retire. 

Sometimes IOUs will securitize these balances to lower the cost customers pay on that 

debt.  

• A newly-established muni would have a wide array of options for obtaining generation. 

The market for utility-scale solar power purchase agreements (PPAs) is especially 

competitive right now, with levelized bid prices commonly in the $40s per MWh range. A 

newly-established muni would not need to take on any embedded costs of legacy fossil-

fired generation, and therefore would not need to pass on those costs to its customers.  

 

Comparing the Rates of DTE Electric and Munis 

 It would be advisable during the due diligence process to conduct a systematic comparison 

of electric rates between DTE Electric and munis located in Michigan. The table below is an 

informal comparison of DTE Electric rates with those of a selection of munis. It is offered for 

illustrative purposes only, but supports the notion that there may be substantial cost savings for 

residential customers to be gained through a municipal electric utility. The table below compares 

residential rates for a customer using 500 kWh per month. This usage level is slightly below 

average but is one of the levels at which the MPSC benchmarks rates on a regular basis: 
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Comparison of DTE Electric Rates  

with Rates of Select Munis1 

Electric Provider 

Approximate 

Rate for 500 

kWh per month 

Bay City 13.95¢ 

Coldwater Board of Public Utilities 18.06¢ 

Crystal Falls 

On Peak Hours 

Off Peak Hours 

 

16.62¢ 

15.12¢ 

DTE Electric 17.88¢ 

Escanaba 13.31¢ 

Grand Haven Board of Light and Power 14.44¢ 

Holland Board of Public Works 12.05¢ 

Lansing Board of Water and Light 16.22¢ 

Marquette Board of Light and Power 16.00¢ 

Traverse City Light & Power 17.49¢ 

 

For a residential customer at this modest usage level, a one cent per kWh difference in rates adds 

up to $60 per year.  

 
1 Rate includes the cost of fixed monthly service charges averaged over 500 kWh. DTE Electric rates sourced from 
data compilation by the MPSC Regulated Energy Division for June 2021. Sources for muni estimates are publicly 
available rate sheets, except Chelsea which was estimated from a customer bill. Sources and calculations available on 
request. Information for illustrative purposes only and not presented as a systematic rate study. 
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Despite all the hurdles, many initiatives to form a new 
public power utility succeed. When a community decides to 
take control of its energy future and examines public power, 
it can deliver long-term benefits to its citizens. 

Learn from the experiences of other communities that 
have gone through the process, and the elements that are 
necessary to lead a successful public power campaign. 

Keys to Success
While every municipalization campaign is different, 
initiatives that result in formation of a new public power 
utility generally share these elements:

• The city has the legal basis to form the public power 
system;

• An economic feasibility study shows there would be 
sufficient savings from the public power operation when 
compared with continued service from the incumbent 
utility; 

• The community has the political will to see the project 
through; 

• Policymakers and citizens are well informed and 
understand the benefits of public power; 

• The business community or several of its most influential 
leaders support the effort; 

• The city can put together the financial resources for 
each phase in the process of starting the utility, possibly 
with the backing of an interested party such as a local 
industry or a potential attractive wholesale power 
supplier; and 

• The cooperation of the incumbent utility, or failing that, 
the community resolve to do what it takes to establish 
the public power utility. 

Keeping all key players informed throughout the process 
is vital. Make citizen education a priority. Involve local 
businesses and influential members of the community 
in the conversation. Start early to explain why your 
community should consider the public power option and 
do so in a way that resonates with local residents and 
businesses. Be transparent, and keep the media informed of 
your goals and process. 

Rocking the Boat
You do not have to be completely sold on forming a 
new public power utility before starting a conversation. 
Conducting a feasibility study with a qualified, experienced 
firm will help answer any questions or doubts you may 
have. Sometimes just going through the evaluation process 
can improve your community’s situation. Public power 
initiatives often bear fruit even when they do not result in 
the creation of new utilities, so do not be afraid to rock the 
boat.

Many communities drop efforts to form a public power 
utility because the incumbent utility responds to the 
competitive threat and offers valuable concessions. These 
may include lower rates, improved service, and higher 
standards for reliability. Importantly, citizens see that they 
have negotiating power and alternatives to the incumbent 
utility.

There are many examples of public power initiatives 
that did not result in the formation of a new utility, but 

Successful Public  
Power Campaigns 
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nonetheless brought important benefits to the community. 
Here are a few: 

Casselberry wins  
“favored” status
After two years of failing to negotiate a renewal 
of its franchise agreement with Progress 

Energy, the City Council of Casselberry, Florida, voted to 
begin buyout proceedings in April 2013. The investor-
owned utility finally was motivated to make a better deal. 
In August 2013, the city accepted a new agreement that 
included a 6 percent franchise fee (the highest in the state); 
reimbursement of $1.75 million in expenses incurred while 
the franchise agreement was in dispute; and a “favored 
nation” clause entitling the city to a better deal if the utility 
gives a better one to any other municipality. Casselberry 
also secured a mandate for a reliability study every five tears 
to evaluate the utility’s service. Progress Energy is required 
to rectify any identified reliability problems. 

Wichita gets rate relief
Faced with rate hikes on top of already high 
electric rates, Wichita, Kansas, began looking at 
the public power option. In February 2001, the 

city released a municipalization feasibility study showing it 
could save as much as $654 million in electricity costs over 
the next 20 years. The feasibility study gave Wichita the 
leverage it needed: six months later, $28 million in electric 
rate relief was headed for Wichita. The rate cut ordered by 
the Kansas Corporation Commission gave electric utility 
customers in the city about 85 percent of the rate relief that 
a consultant’s study said the city could achieve if it were to 
take over the power system. 

Minneapolis scores two  
clean energy partners
Minneapolis wanted the two investor-owned 
utilities serving the city, Xcel and CenterPoint, 

to support the city’s clean energy goals. With both franchise 
agreements due to expire at the end of 2014, community 
leaders recognized that to get the investor-owned utilities 
on board, “the city [was] going to need some leverage and 
some real power,” according to John Farrell, leader of the 
group Minneapolis Energy Options. “We [did not] think 
[the city was] going to have any real power unless they start 
talking about municipalization.”33 The strategy worked. 

With the leverage provided by evaluating its public power 
option, Minneapolis forged a strategic partnership with its 
two incumbent utilities to reduce greenhouse gas emissions 
30 percent by 2025, and 80 percent by 2050. 

Successful Public  
Power Initiatives
A total of 50 public power utilities were formed in the 
last 30 years. Here is a brief summary of how five of these 
utilities were formed.   

  JEFFERSON COUNTY, WASHINGTON (2013) 18,000 customers

  WINTER PARK, FLORIDA (2005) 13,750 customers

  HERMISTON, OREGON (2001) 4,900 customers 

  LONG ISLAND POWER AUTHORITY (1998) 1,035,000 customers

  CLYDE, OHIO, LIGHT AND POWER (1989) 2,600 customers

Jefferson County negotiates  
a purchase of the electric 
system

                  In November 2008, Jefferson County, 
Washington, voted 54-46 percent in favor of authorizing 
the public utility district to become an electric utility. 
Under state law, public utility districts have the right to use 
eminent domain to acquire private electric utilities, but 
Jefferson County’s PUD commissioners were determined to 
try to negotiate a purchase first, even though Puget Sound 
Energy was opposed to selling the system. 

The first meeting after the vote brought together Puget 
Sound President and CEO Steve Reynolds and PUD 
Commissioner Wayne King. When Reynolds started to 
discuss the cost of a potential condemnation suit, King 
responded “We had hoped we could sit down and talk 
about this over a cup of coffee.”  

This initial conversation set the tone for the negotiations; a 
year later, the two sides agreed to a purchase price of $103 
million for the electric system in east Jefferson County. 
The commission felt the negotiated terms would provide 
customers a smoother, more efficient and potentially lower 
transfer cost than if they pursued condemnation. 

33  “Leverage: How a municipalization threat created a unique energy partnership in Minneapolis,” Utility Dive, October 23, 2014.
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The new public power utility is bringing more jobs to the 
county. The PUD already employed eight people to operate 
its water and sewer systems; operating the electric utility 
requires another 20-30 full-time employees, including 
lineworkers, engineers, and office staff. The PUD is 
committed to running the new utility strictly with its own 
employees. 

Commissioner Barney Burke said, “One thing almost 
everyone in Jefferson County can agree on is the need for 
more family-wage jobs.” The new utility jobs boost the local 
economy by adding such jobs. This economic advantage 
is boosted by the PUD’s commitment to purchase supplies 
locally whenever possible. Local hiring also means faster 
response times in case of an outage, as lineworkers will no 
longer be based in another county.34 

Winter Park chooses  
to focus on reliability
Winter Park, Florida, formed a public power 
utility in 2005 after a six-year struggle to 

take over the electric distribution system. Winter Park’s 
effort was sparked by persistent problems with Florida 
Power Corp. City leaders were barraged with complaints 
about outages. The private utility’s franchise was nearing 
expiration. The franchise agreement included a clause 
allowing the city to buy the distribution system at the end 
of that period. In 2003, residents turned out in droves and 
voted overwhelmingly–by 69 percent–in favor of the city’s 
plan to form a municipal electric utility. 

The utility began operations in 2005. The city contracted 
with ENCO Utility Services Inc. of California to operate 
the utility under a 12-year contract and committed to use 
all of the revenues from its electricity sales–except for a 
contribution it has agreed to make to the city’s general 
fund–for capital improvements. The city committed to 
undertake a strong program to improve the reliability of 
electric service, in part by putting a significant portion of 
the power lines underground.

Hermiston takes control  
to improve rates, customer 
service
Hermiston, Oregon, formed a municipal utility 

in 2001 following a four-year effort that began after the 
investor-owned utility closed its local customer service 

office and citizens experienced a decline in service. Citizens 
approved a plan to take over the electric distribution 
system. The investor-owned utility fought Hermiston’s 
condemnation proceeding, but a court ruled in favor of the 
city. Subsequently, the utility agreed to sell the system to the 
city for $8 million, about twice book value.  

The switchover on October 1, 2001, went smoothly for 
customers and the local newspaper, East Oregonian, 
which had opposed the formation of the city-owned utility, 
reversed its stance after the new utility started operations.

Hermiston Energy Services reduced customers’ rates in its 
first year of operation and the utility’s average rates for 
both residential and commercial customers remain well 
below the average rates that its former investor-owned 
utility charges its customers in Oregon.  

Long Island forms one of the  
largest public power utilities
Long Island Power Authority (LIPA) replaced 
the investor-owned Long Island Lighting 

Co. in Nassau and Suffolk counties in New York and now 
serves well over a million customers. In May 1998, after 
LIPA purchased the investor-owned utility’s transmission 
and distribution system, it reduced electric rates across the 
board by an average of 20 percent.  

In addition, LIPA put special attention on the distribution 
system’s safety and reliability.  Employee morale improved 
dramatically with LIPA’s fresh start due to its nonprofit, 
public-service outlook and its new emphasis on safety. 

LIPA has a special relationship with its business and 
industrial customers, taking an active role in business and 
civic organizations. LIPA provides qualified businesses 
with the opportunity to obtain rate incentives and energy 
efficiency audits. More than 300 companies have taken 
advantage of LIPA’s economic development program, 
creating nearly 50,000 jobs. 

Clyde constructs its  
own distribution system
When Clyde, Ohio, decided to pursue 
formation of a municipal utility, the initiative 

was entirely supported by Whirlpool, the town’s largest 
employer. Citizens of the town of 6,000 voted “yes” in a 

34  “Jefferson PUD Electric Service Backgrounder,” May 3, 2010; and “Jefferson PUD Frequently Asked Questions,” January 16, 2012.
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referendum and the town borrowed $11 million to install 
its own poles, wires, transformers and electric meters to 
compete head-on with the incumbent utility, Toledo Edison.

Five years after the municipal utility began operations, 
its electric rates were 30 percent lower than those of the 
investor-owned utility, and most people in town (except 
Toledo Edison’s employees) had switched to public power. 
The town succeeded in doing exactly what Toledo Edison 
said it never could: it created a fully functioning public 
power utility with significantly lower rates. 

Clyde’s success has also benefited its neighboring 
communities that are still served by Toledo Edison. Losing 
Clyde’s customer base motivated the investor-owned utility 
to do some belt-tightening to ensure it retained its other 
customers. As cited in 1994 comments to the Federal 
Energy Regulatory Commission:

“Since losing Clyde [Ohio] retail load, Toledo Edison 
has entered into dozens of new incentive ‘contract’ 
arrangements with many of its industrial, commercial, 
schools and other governmental customers, providing 
rate discounts to retain load and encourage new load 
growth. Since losing Clyde, Toledo Edison has also cut its 
dividend, cut its internal costs, frozen executive salaries, 
foregone pre-approved retail rate increases, frozen base 
rates, implemented new marketing programs, reduced 
debt, written down or off assets, and announced a general 
creed that it would do whatever possible to avoid ever 
again losing a customer due to high rates. These are the 
appropriate ways to respond to competition…”35

35  FERC Docket RM 94-7-000
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Appendix 4 - Glossary of Terms used in this Report1 

 

Abrogate: To annul, cancel, revoke, repeal, or destroy. To annul or repeal an order or rule issued 
by a subordinate authority; to repeal a former law by legislative act, or by usage. 

Book value: The value at which an asset is carried on the balance sheet. Book value is the cost 
less accumulated depreciation or the valuation allowance. Book value is based on the historical 
cost of an asset and may vary significantly from the fair market value.  

Capacity: The maximum output, commonly expressed in megawatts (MW), that generating 
equipment can supply to system load, adjusted for ambient conditions.  

Capacity demonstration: Section 6w of Public Act 341 of 2016 became effective April 20, 2017 
and requires all electric providers, including alternative electric supplies (AES), to annually 
demonstrate to the Commission that they own or have contracted resources sufficient to serve the 
needs of their customers four years forward. 
Source: michigan.gov/documents/mpsc/Capacity_Demonstration_FAQ_608954_7.pdf 

Depreciation: The depletion or charge-off to expense of intangible and tangible assets over a 
period of time.  

Distribution: The delivery of energy to retail customers. 

Federal Energy Regulatory Commission (FERC): The Federal agency with jurisdiction over 
interstate electricity sales, wholesale electric rates, hydroelectric licensing, natural gas pricing, oil 
pipeline rates, and gas pipeline certification. FERC is an independent regulatory agency within the 
Department of Energy and is the successor to the Federal Power Commission. 

Franchise: A special privilege to do certain things conferred by government on individual or 
corporation, and which does not belong to citizens generally of common right.  

Generation: The process of producing electric energy by transforming other forms of energy; 
also, the amount of electric energy produced, often expressed in kilowatt hours (kWh) or Megawatt 
hours (MWh). 

Investor-owned utility (IOU): A privately-owned electric utility whose stock is publicly traded. 
It is rate regulated and authorized to achieve an allowed rate of return.  

Kilowatt-hour (kWh): A measure of electricity defined as a unit of work or energy, measured at 
1 kilowatt (1,000 watts) of power expanded for 1 hour. One kWh is equivalent to 3,412 British 
Thermal Units (Btu). 

 
1 Unless otherwise stated, definitions of electric utility terms are from eia.gov and definitions of legal terms are from 
Black’s Law Dictionary, Sixth Edition (1990). 

https://www.michigan.gov/documents/mpsc/Capacity_Demonstration_FAQ_608954_7.pdf
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Load: An end-use device or customer that receives power from the electric system.  
(Source: NERC). 

Megawatt-hour: One thousand kWh. 

Michigan Public Service Commission (MPSC): A regulatory agency which regulates public 
utilities in the state of Michigan, including electric power, telecommunications, and natural gas 
services. Its mission is to serve the public by ensuring safe, reliable, and accessible energy and 
telecommunication services at reasonable rates.  
(Source: en.wikipedia.org/wiki/Michigan_Public_Service_Commission and michigan.gov/mpsc/) 

Muni: A municipally owned electric utility, as those terms are used in Chapter 460 of the Michigan 
Compiled Laws. 

Municipality: A village town, city, county, or other political subdivision of a State. 

Stranded Costs: Costs incurred by a utility which may not be recoverable under market-based 
retail competition. Examples include undepreciated generating facilities, deferred costs, and long-
term contract costs. 

Transmission: An interconnected group of lines and associated equipment for the movement or 
transfer of electric energy between points of supply and points at which it is transformed for 
delivery to customers or is delivered to other electric systems.  
(Source: NERC). 

https://www.nerc.com/files/Glossary_of_Terms.pdf
https://en.wikipedia.org/wiki/Michigan_Public_Service_Commission
https://www.michigan.gov/mpsc/
https://www.nerc.com/files/glossary_of_terms.pdf
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