
To: City Council Date: December 18, 2006 

From: Cynthia J. Kurtz 
City Manager 

Subject: Addendum to Agenda Report on Authorization to Renew the 
lnterrnountain Power Agency Power Sales Contract 

Revised City Manager Recommendation: 
It is recommended that City Council defer action on the Intermountain Power Agency 
Power Sales Contract to allow time to evaluate the viability of carbon sequestration and 
coal gasification. 

Background: 
On November 14, 2006, the Municipal Services Committee (MSC) considered a staff 
recommendation that the City Council authorize the City Manager to enter into the 
Renewal Power Sales Contract (Renewal Agreement) between the City of Pasadena 
and the lntermountain Power Agency (IPA) to extend Pasadena's entitlement to energy 
from the lntermountain Power Project (IPP) through 2044. The MSC forwarded the 
matter to City Council without recommendation. 

In the interim, staff has met with representatives of State Senator Don Perata, the 
Senate President pro Tempore and author of Senate Bill 1368 on greenhouse gas 
emission standards (SB-1368), to discuss the implications of SB-1368 and the 
importance of IPP to California utilities. Staff also met with a representative for State 
Assembly member Lloyd Levine, the Chair of the Assembly Utilities and Commerce 
Committee, to discuss these issues. 

Additionally, the California IPP purchasers have now committed to studying options to 
mitigate environmental concerns with IPP, including greenhouse gas reduction or 
sequestration retrofit technologies for existing units and the potential for advanced 
"clean coal" generation at the site in the future. The IPP Coordinating Committee, which 
is composed of the California and Utah power purchasers, and is responsible for 
recommending key operational decisions to the IPA board for approval, has created an 
ad-hoc committee to investigate greenhouse gas reduction strategies for IPP. The Los 
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Angeles Department of Water and Power (LADWP) , which is the majority purchaser 
and operating agent for IPP, is hiring consultants to evaluate the feasibility of carbon 
sequestration and coal gasification. All of the California participants have committed to 
supporting these efforts. Additionally, the general potential for "clean coal" technologies 
have been investigated for over 15 years and the current federal administration 
continues with a $2 billion dollar program over 10 years to advance these technologies. 
The above mentioned efforts will provide additional information to the City Council as 
they make their decision concerning the renewal contract. 

For these reasons, staff recommends that City Council defer action on the Renewal 
Agreement at this time. This will provide time to evaluate the viability of these efforts to 
mitigate environmental concerns with IPP, as well as explore alternatives and impacts in 
the event Pasadena ultimately does not execute the Renewal Agreement. 

Completion of the Power Supply 2006 Integrated Resource Plan (IRP) will be delayed 
until July 1, 2007 to add a discussion on the impacts of not renewing the IPP contract, 
or early retirement of IPP. The IRP will evaluate the cost and feasibility of energy 
efficiency, renewable resources, and increased local generation as potential alternatives 
to IPP in the future. The IRP will expand on the potential impacts of various carbon tax 
values or carbon emission "cap and trade" scenarios that may develop in the future. 

Due to the importance of IPP as a resource, and greenhouse gas emissions in general, 
staff will keep Council apprised of key developments in greenhouse gas legislation and 
progress on defining effective strategies to mitigate greenhouse gas emissions at IPP. 
These issues are not only critical for Pasadena but the entire State and Nation. We 
anticipate many significant developments and new challenges over the coming years. 

As discussed in the attached Agenda Report, Pasadena's future decision regarding the 
renewal of IPP could be subject to a review by the California Energy Commission under 
the provisions of SB-I 368. 

Respectfully submitted, / 
F H A / ~  

CYNTHIA . KURTZ 
City Manager 



Report 

November 20,2006 

To: City Council 
Through: Municipal Services Committee 

From: City Manager 

Subject: AUTHORIZATION TO RENEW THE INTERMOUNTAIN POWER AGENCY 
POWER SALES CONTRACT 

RECOMMENDATION: 
It is recommended that the City Council authorize the City Manager to enter into 
the Renewal Power Sales Contract (Renewal Agreement) between the City of 
Pasadena and lntermountain Power Agency (IPA) to extend Pasadena's 
entitlement to energy from the lntermountain Power Project (IPP) through 
2044. 

This contract is exempt from competitive bidding pursuant to City Charter 
Section 1002(C) contracts for labor, materials, supplies or services available 
from only one vendor. 

EXECUTIVE SUMMARY: 
IPP's two coal-fired electric generating units are a reliable source of energy that 
provide Pasadena with approximately 65% of its annual electric demand. 
Pasadena's existing contracts for IPP expire June 15, 2027, at which time 
Pasadena will have paid off its share of the IPP debt. 

As a result of an offer letter IPA submitted to IPP participants on July 10, 20061, 
Pasadena now has the option to sign a Renewal Agreement that provides for 
continued access to approximately 4.41 % of IPP through 2044. Under the 
Renewal Agreement, Pasadena's share of IPP will be approximately 26% less 
than its current 6% share. Because the debt will be paid off, the cost of energy 
received under the Renewal Agreement is expected to be less than current costs 
and substantially below market rates. 

The Renewal Agreement also ensures that Pasadena will have continued rights 
to use the Southern Transmission System (STS) line that will also be fully paid 
for by 2027. 
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The 2006 Integrated Resource Plan (IRP), described publicly on November 1 , 
2006, calls for reducing the amount of coal providing electricity for Pasadena to 
provide greater fuel diversity while increasing energy efficiency and renewable 
energy resources. The IRP assumes no additional coal-based generation 
capacity will be added, as reflected in a draft environmental policy for the utility 
that is under consideration by the Municipal Services Committee. The IRP also 
assumes that approximately 40% of Pasadena's energy needs will be met by 
IPP in 2028 under the Renewal Agreement. 

If Pasadena does not sign the Renewal Agreement, an additional 80 MW of 
capacity and 585,000 GWh of energy would need to be procured by 2027 at a 
higher cost than IPP. Pasadena could secure this energy from the market or 
other generation sources such as nuclear, gas, geothermal, or biomass at an 
additional cost to Pasadena of $200 million to $300 million over the life of the 
Renewal Agreement. Assuming no other contracts are signed for coal resources, 
Pasadena's energy portfolio would have no coal commitments as of June 16, 
2027, adversely impacting Pasadena's goal of increased fuel diversity. 

Pasadena has made a strong commitment to protecting the environment. The 
City Council adopted a Renewable Portfolio Standard in 2003 and has since 
authorized new renewable energy contracts that are expected to increase 
Pasadena's renewable supply by over 10% of retail sales. Recently, the City 
Council adopted the United Nations Urban Environmental Accords (UEA) and 
endorsed the U.S. Mayor's Climate Change Agreement. Staffs recommendation 
to sign the Renewal Agreement was reflected in the Action Plans attached to the 
UEA agenda report. Based on preliminary assessment, Pasadena's ability to 
meet UEA goals for greenhouse gas emissions reduction will not be jeopardized 
by the proposed IPP Renewal Agreement. Pasadena's environmental policy 
recognizes the Importance of balancing the environment, reliable electric supply, 
and the cost of electricity. 

As a result of SB-1368 becoming law, any decision by the City Council to renew 
IPP after January 1, 2007 will be subject to review by the California Energy 
Commission (CEC). The CEC has not yet developed a process by which 
municipal contracts will be reviewed and the evaluation will not have to factor in 
the rate impacts on Pasadena. 
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BACKGROUND: 
In the 198O9s, Pasadena entered into three long term contracts to purchase 
approximately 6% of the power from IPP. The contracts include the "Power Sales 
Contract" with IPA for 3.41 % of IPP, the "Excess Power Sales Agreement" with 
Utah sellers and IPA for up to 1.59 % of IPP, and the "Layoff Power Purchase 
Contract" with Utah Power & Light (now PacifiCorp) for approximately I % of IP13. 
Each of these contracts expires on June 15, 2027. 

The IPP Power Sales and Layoff Power Sales contracts were amended in 1980 
to provide for an offer to renew the sales beyond 2027. This renewal was to be 
offered at a future date under "substantially the same terms and conditions" of 
the original contract. IPA is now offering the Renewal Agreement to extend these 
agreements, which represent about 74% of Pasadena's current total IPP 
entitlements, from 2027 to 2044. Pasadena's share of IPP is lower under the 
Renewal Agreement because does not include energy associated with the 
Excess Power Sales Agreements with the Utah Participants. 

/PA Renewal Agreement Offer Conditions and Timeframe 

IPA's July 10, 2006 Renewal Agreement offer was originally driven by a group of 
utilities (PacifiCorp, Utah Associated Municipal Power Systems, the City of 
Glendale, and the Southern Nevada Water Authority) interested in building a 
third unit at IPP. These utilities are interested in determining whether the original 
IPP Unit 1 and Unit 2 participants (including Pasadena) will continue in the 
project beyond 2027. This is important to these companies since there are 
significant savings (estimated at $1 50 million) associated with building the planl: 
at IPP if certain common facilities at the plant will be shared by all three 
generating units. The offer originally required a decision by May 1, 2007. This 
has recently been revised to January 1, 2023 since a major participant of the 
project, the Los Angeles Department of Water and Power (LADWP), could not 
reach a decision on the issue under the original timeframe. 

The City of Burbank adopted a resolution on October 24, 2006 that authorized 
the renewal of their IPA contract. Other California participants are intending to 
receive authorization to renew their IPA contracts. LADWP will continue to 
review the renewal contract and may make a decision prior to the 2023 deadlinle. 

IPA Renewal Agreement 
The Renewal Agreement is structured similarly to the original IPP Power Sales 
Contract. The major differences include the following: 

The term of the Renewal Agreement is from June 16, 2027 to the Final 
Retirement Date of the project components, which is dependent on the 
condition of the assets over time. The life of IPA as a political subdivision of 
the State of Utah is December 31, 2044, which represents the anticipated 
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maximum life of the project; 
The facilities would be divided into four components, including each of the 
generating units, the Southern Transmission System, and the Northern 
Transmission System, enabling separate termination dates for each 
component; 
Since the construction and funding of the project are completed the Renewal 
Agreement does not contain provisions that relate to start-up or initial 
funding; and, 
There would be the creation of a decommissioning reserve fund for Project 
Components. This is a current obligation but the original contract did not 
create a reserve fund. 

Staff recommends renewing the IPP contract because it: 

1. provides Pasadena with low cost energy that would stabilize power rates 
through the term of the contract; 

2. provides for continued entitlement to capacity and energy from a generating 
resource that Pasadena has funded; 

3. provides for continued use of a major transmission line that Pasadena has 
funded; and, 

4. is not expected to adversely impact Pasadena's ability to meet 
environmental goals established by the UEA. 

Financial Analysis 

The cost of IPP power is projected to be below market rates once the debt is 
paid off. Based on current estimates, IPP power will cost approximately 
$36 per megawatt-hour (MWh) in 2024 ($25/MWh in 2006 dollars), excluding 
transmission. Renewing the contract would extend this low cost resource and 
stabilize power rates. The current cost of IPP energy is approximately $40/MW11, 
excluding transmission system costs. 

In a typical year, Pasadena Water and Power (PWP) imports approximately 
800,000 MWh of energy from IPP. This amount is expected to decrease over 
time as the Utah participants recall their IPP shares. These shares were sold tcl 
Pasadena (Excess Purchase) since the Utah participants had no immediate 
need for the energy. Over time these generation rights have been recalled by the 
Utah participants and by 2027 all rights will be recalled. Under the Renewal 
Agreement, Pasadena's share of IPP will decrease to approximately 
585,000 MWhIyear by 2027. 

The replacement cost of IPP energy in 2027 is difficult to estimate due to 
ongoing technology changes and the evolving energy market. Based on current 
projections for market prices and estimated generation costs at IPP, it would cclst 
approximately $1 2-1 9 million more per year to replace IPP energy with energy 
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available in the power market, increasing electric rates by I-1.3$/kWh. Over the 
term of the Renewal Agreement, the savings to Pasadena would be 
approximately $200 million to $300 million over the life of the Renewal 
Agreement assuming IPP continues operating through 2044. 

Any capital improvement projects needed to keep these facilities operational or 
meet environmental requirements could result in increased costs and therefore a 
lower net replacement cost. If at any time it appeared that the life extension 
costs exceeded the savings, then the unit could be decommissioned by vote of 
the project participants. The Renewal Agreement provides Pasadena with a low/ 
cost resource option but does not subject Pasadena to continue in the project if 
the costs prove to be high. 

Environmental Analysis 

Coal generating stations are a major contributor of carbon dioxide (COZ), a 
greenhouse gas (GHG). While C02 emissions have historically not been 
regulated, there are two new California State laws (AB32 and SBI 368) that will 
go into effect January 1, 2007 that establish standards for base load generation 
like IPP and set targets for greenhouse gas emissions. There is also 
consideration at the federal level of legislation to limit greenhouse gases 
throughout the United States. Under the UEA, Pasadena's goal is to reduce 
GHG emissions by 25% from 2005 levels. 

Because coal-fired power plants like IPP result in approximately twice the 
greenhouse gases (GHG) caused by natural gas fired power plants, there is 
concern over these power plants. Approximately 50% of all electricity in the 
United States is generated by coal-fired plants. Historically, coal has been an 
inexpensive and domestically sourced resource to meet power requirements. 
Over the next several decades this dependence on coal may be reduced or the 
impacts of coal emissions may be reduced through more efficient processes 
(e.g. coal gasification) or emission extraction (e.g. carbon sequestration). 

PWP has recently begun monitoring carbon emissions through the California 
Climate Action Registry. AB32, recently passed legislation that will go into effect 
January 1, 2007, will use a similar registry to track carbon emissions for all 
utilities. One of the goals of AB32 is to restore the GHG emissions by utilities to 
their 1990 level by the year 2020. The renewal of the IPP contract will not 
change the need to comply with AB32 and would not impact the ability to comply 
with the law, as the Renewal Agreement takes effect after 2020. Pasadena and 
other IPP participants have designed and operated these generators to ensure 
they are amongst the cleanest coal plants in the United States, and are currently 
reviewing potential technologies and options to reduce or sequester C02 
emissions to assist in meeting various GHG reduction goals. 
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The regulatory process to implement AB32 and SBI 386 has not been 
established and the details of the legislation are still being reviewed. As a result 
of SB-1368 becoming law, any decision by the City Council to renew IPP after 
January I, 2007 will be subject to the CEC review. The CEC has not yet 
developed a process by which municipal contracts will be reviewed and the 
evaluation will not have to factor in the rate impacts on Pasadena. While 
authorizing the Renewal Agreement now may avert the CEC review, it will not 
remove Pasadena's compliance requirements with either bill. 

If Pasadena were to opt not to renew the IPP contract, it is unlikely that this 
would have any positive impact on GHG emissions. Many utilities in other 
western states are interested in low cost energy supplied from domestic 
resources, and there are current examples of utilities from other states looking .to 
build new coal plants or resurrect one which was recently decommissioned by 
California utilities. If the California participants including Pasadena do not renew 
their entitlements, the IPP facilities will most likely be taken over by a utility or 
private generation company that is not regulated by California law and has less 
interest in pursuing technologies that may mitigate GHG emissions from IPP. 
Conversely, continued involvement in IPP would allow Pasadena to monitor 
emissions and promote improvements to meet the required compliance with 
AB32. For these reasons, PWP believes remaining a participant of the plant 
provides more control over the impacts of IPP and could result in significant 
environmental improvements in comparison to a non-California entity owning the 
plant. 



Intermountain Power Agency Contract Renewal 
November 20,2006 
Page 7 

FISCAL IMPACT: 
No immediate costs are associated with this renewal contract, but significant 
savings beyond 2027 are anticipated under current energy market conditions. 
Any costs or savings would be reflected in the Energy Charge component of 
Pasadena's electric energy rates. 

Respectfully su bmmed 

CYNTHIA~. KURTZ 
City Manager 

Prepared by: 

ROBERT SHERICK 
Director - Power Supply 
Water and Power Department 

PHYL~IS E. CURRIE 
General Manager 
Water and Power Department 
















