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 ITEM # EUORAB1 

 DATE: 10-14-14  
 

COUNCIL ACTION FORM 
 
SUBJECT:  POWER PLANT UNIT #7 AND #8 FUEL CONVERSION – NATURAL 

GAS DELIVERY CONTRACT 
 
BACKGROUND:  
 
The power plant conversion project is required to meet future Environmental 
Protection Agency (EPA) air quality requirements for electric generating power 
plants. In recent years, the electric utility industry, particularly utilities with fossil-fueled 
generation resources, has been challenged by the introduction of several major 
environmental regulations promulgated by the EPA. At the same time, the price and 
supply of natural gas has dropped significantly in the United States. These two factors 
together have caused the industry to reevaluate its strategies of how to generate 
electric power.  
 
The City of Ames, with its two coal-fired generating units (47 and 32 years old), has 
carefully assessed its future role of supplying power for the City’s electric ratepayers. 
On October 30, 2013, the EUORAB voted to recommend that City Council approve 
conversion of the City’s power plant from coal to natural gas. On November 12, 2013, 
the City Council voted to convert the City’s power plant from coal to natural gas. 
 
Why Not Continue to Use Coal? 
In the years preceding Council’s decision to convert to natural gas, Electric Services 
staff and contracted consultants had been carefully studying electric generating and 
power supply options to meet our community’s future needs. During this time, the City 
Council was also involved in several workshops and presentations on this key strategic 
decision. Under consideration were current, pending, and anticipated environmental 
rules, as well as increased availability and reduced pricing of natural gas. Presentations 
to the City Council on this topic were made on March 11, 2013 and October 15, 2013.  
 
Staff’s research had determined the two most viable options were to continue to 
burn coal and install emission-reducing technology, or convert the boilers to 
burn natural gas. Both of these choices were expensive. Because this decision has 
long-term impacts on electric rates and other community aspects, the Electric Utility 
Operations Review and Advisory Board (EUORAB) held two public forums. Input from 
those forums was shared with the City Council.  
 
After considering all of the input and information provided to date, the Electric Services 
staff recommended to the EUORAB and to the City Council that power plant units #7 & 
#8 be converted to natural gas, based on the following considerations:  
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 The Black & Veatch study indicated that the new and proposed rules from the 
Environmental Protection Agency could be met using either a coal/RDF-fueled 
power plant or a natural gas/RDF-fueled power plant.   

 

 Capital and operating cost comparisons of the two options did not indicate one to 
be a clear lower cost option. (See the selected material presented at the Oct 15, 
2013 City Council meeting included as Attachment 1.)  

 

 Further analysis by staff regarding environmental, social, fuel sourcing, 
constructability, and regulatory comparisons clearly indicated that conversion to 
natural gas/RDF operation is the correct recommendation at this time.  (See 
Attachment 1.) 

 
Implementing the decision to convert to natural gas requires a significant amount of 
engineering, installation of equipment, and modification and construction in the power 
plant. Further, it is known that the existing gas transportation system (pipeline) to Ames 
is inadequate to support operating the power plant on natural gas. An adequate source 
of gas exists in the form of two Northern Natural Gas (NNG) large capacity, high 
volume, and high pressure pipe lines running east and west near Story City. A tap line is 
needed from one of these pipe lines to Ames and into the power plant. The issue 
before the City Council and EUORAB is to determine how best to provide gas 
transportation service from the Northern Natural Gas transmission line to the 
Ames power plant.  
 
Who Should Build and Own the Gas Transmission Line? 
To assist in making this decision, staff has analyzed two options to eliminate this 
gas transportation limitation. The first is construction of a 13 mile gas line to be 
owned and operated by the City, and the second is to enter into a gas delivery 
contract with Alliant Energy (also known as Interstate Power and Light, or IPL) 
with IPL building, owning and operating the gas line.  
 

Option 1 – City Builds, Owns, & Operates 
One option available is for the City of Ames to build and own its own high 
pressure gas line from Story City to the power plant.  With help of US Energy, the 
City’s gas service consultant, staff outlined the City’s service requirements and 
presented them to several gas line engineering firms and gas line construction 
companies. The project scope included route determination, line design, permit 
filing with the Iowa Utilities Board (IUB), and easement acquisition. This would be 
followed by a bidding process for line construction. Staff received a budgetary 
estimate of this option of $17,000,000. Taking into account debt service and 
annual operating costs over a thirty year period, it is estimated that the 
present value cost of this option is $20,272,000. (See Attachment 2) 
 
Option 2 – IPL Builds, Owns & Operates 
Alliant Energy (IPL) is the retail natural gas service provider in the Ames area. 
IPL is in the process of completing a major gas line from one of the NNG gas 
pipe lines in Story City to a location just north of Barilla (called the IPL-DuPont 
Regulation Station). This gas line is being built to supply gas transport service to 
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Lincoln Way Energy, DuPont, and Iowa State University. IPL’s proposal is to 
allow the City of Ames to become a fourth participant in this line extension. As 
part of the contract (Attachment 2), IPL will construct an additional 4.5 miles of 
new gas pipeline to transport gas from the IPL-DuPont Regulating Station to the 
power plant. (In Attachment 1, a map of the pipeline route can be found under 
Exhibit A.)  Based on a financial analysis of the IPL proposal, the present 
value cost of this option over a thirty year period is $23,490,000. (See 
Attachment 2) 

 
As evidenced by the above estimates, the present value cost of the City 
contracting with IPL for gas transportation service is approximately 16% more 
expensive than the City building our own gas transmission line. However, it is 
important to note that there are several factors that weigh in favor of contracting 
with IPL (Option 2). These include the following: 
 

 Costs related to construction and operation of the pipeline will be fixed and 
identifiable for the first 10 years of the contract. The only uncertainty is in the 
area of rate increases after year 10. These increases will be tied to rate 
adjustments approved by the Iowa Utilities Board (IUB), and therefore will 
create some minor uncertainty under this option. In contrast, for the City-build 
option (Option 1) there is greater uncertainty in the material cost, construction 
cost, easement costs, and operational costs. A slight deviation from the 
estimated costs assumed in Attachment 2 could easily wipe out the expected 
financial advantage of the City-build. 
 

 IPL has already received IUB approval, acquired easements, and nearly 
completed construction of the majority of the line to Barilla. IUB approval is only 
needed for the final 4.5 miles up to the power plant, and most of this is located 
within the City of Ames. In contrast, the City-build option will require the 
development of a route from Story City to Ames, which then needs to be filed 
with the IUB for the entire 13 mile section of the line. 
 

 EPA’s new requirements go into effect for the Ames’ power plant on April 16, 
2016.  There are several components within the City-build option which are 
outside the control of the City, including delays in gaining a franchise, delays in 
easement procurement, material or construction delays, all which could cause 
the City to miss this deadline. Contracting with IPL will have far less risk as IPL 
is much farther along in the process. 
 

 No City staff time will be needed to manage the construction project. 
Administrative staff can focus its resources on the plant conversion itself. 
  

 After the first 10 years of the contract, the City can continue the contract for up 
to an additional 20 years, or stop taking service. This gives the City more 
flexibility to determine how best to adjust to changing Utility needs in the future. 
In contrast, the City-build option is designed with continued debt payments for 
a total of 30 years. 
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Components of the Proposed Contract with IPL to Build and Operate Gas Line 
Careful consideration was made to build flexibility into the agreement to handle 
expected changes in the electric industry. (See Attachment 3) 
 

 Term – The initial term of the agreement is 10 years.  The City reserves the right 
to extend the agreement for one (1) additional 10 year term followed by up to two 
(2) additional 5 year terms. This flexibility allows the City to have a long-term 
contract if needed or to shorten it if the City’s generation needs change. 

 

 Service Quantities – Gas contracts are priced based on two components - 
demand and throughput. The gas is measured in dekatherms (Dth), the quantity 
of heat energy which is equivalent to one million Btu. 

   
o Demand is best described as “renting” space on the pipe. The City will 

request that a specified amount of space be reserved for its use in the 
pipe at all times.  The City pays for this regardless of the amount of 
gas that flows thought the pipe. 
 

 The City’s maximum daily demand if Units 7 and 8 are both run 
wide open is 30,900 Dth per day. However, based on the power 
plant’s operating criteria in the summer and winter, the City will 
contract for 19,000 Dth initially. This amount is based on the 
amount of natural gas used by unit #8 at its peak operating level in 
the winter season. 
 

 The contract specifies that the demand level cannot be lowered 
below 19,000 Dth in the first 10 years of the contract, but can be 
increased if the City desires. Following year ten of the agreement, 
the contract allows the City to adjust this amount up or down. 

 

 The Demand Rate varies over the term of the agreement. 
 

 For the initial five-year term of the agreement, the Demand 
Rate is $6.90 per Dth-month.  At the contracted amount of 
19,000 Dth from above, this equates to $1,573,200 over a 
year. 
 

 For the years 6 - 10 of the agreement, the Demand Rate 
drops to $3.20 per Dth-month.  At the contracted amount of 
19,000 Dth from above, this equates to $729,600 over a 
year. 

 

 For the years 11 – 20 of the agreement, IPL has the right to 
adjust the Demand Rate equal to the percentage change in 
their Large General Service Transportation Rate, approve by 
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the IUB that occurred over the first 10 years of the 
agreement.  For instance, if the IUB approves several rate 
increases that total 5% between 2016 and 2025, then in year 
11 of the IPL-City Agreement, the $3.20 per Dth rate 
increases to $3.36 ($3.20 * 1.05). 

 

 For the years 21 - 25 of the agreement, IPL has the right to 
adjust the Demand Rate equal to the percentage change in 
their Large General Service Transportation Rate, approved 
by the IUB that occurred between year 11 and 20 of the 
agreement.   

 

 For the years 26 - 30 of the agreement, IPL has the right to 
adjust the Demand Rate equal to the percentage change in 
their Large General Service Transportation Rate, approved 
by the IUB that occurred between year 21 and year 25 of the 
agreement.   

 
o Throughput is best described as “use” of the pipe and is based on the 

amount of gas that flows through the pipe. 
 

 Based on the current plant operating parameters, it is estimated that 
the plant will use 4,000,000 Dth per year over each of the next 10 
years. 
 

 The Throughput level is a measure of the volume of gas actually 
transported.  Each year of the first 10 years of the agreement, the 
City will be billed based on the higher of: 1) 3,100,000 Dth per year 
or 2) the actual amount transported. If the City transports less than 
3,100,000 Dth in a given year, the City is billed for 3,100,000 Dth.  
Following year ten of the agreement, the 3,100,000 Dth floor goes 
away and the City is only billed based on the volume of gas 
transported. 

 

 The Throughput Rate varies over the term of the agreement. 
 

 For the initial five-year term of the agreement, the 
Throughput Rate is $0.1725 per Dth.  At the estimated year’s 
usage of 4,000,000 Dth from above, this equates to 
$690,000 per year. 
 

 For the years 6 - 10 of the agreement, the Throughput Rate 
drops to $0.08026 per Dth-month.  At the estimated year’s 
usage of 4,000,000 Dth, this equates to $321,040 per year. 

 

 For the years 11 – 20 of the agreement, IPL has the right to 
adjust the Throughput Rate equal to the percentage change 
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in their Large General Service Transportation Rate, 
approved by the IUB that occurred over the first 10 years of 
the agreement.  For instance, if the IUB approves several 
rate increases that total 5% between 2016 and 2025, then in 
year 11 of the IPL-City Agreement, the $0.08026 per Dth 
rate increases to $0.084273 ($0.08026 * 1.05). 

 

 For the years 21 - 25 of the agreement, IPL has the right to 
adjust the Throughput Rate equal to the percentage 
changed in their Large General Service Transportation Rate, 
approved by the IUB that occurred between year 11 and 
year 20 of the agreement.   

 

 For the years 26 - 30 of the agreement, IPL has the right to 
adjust the Throughput Rate equal to the percentage 
changed in their Large General Service Transportation Rate, 
approved by the IUB that occurred between year 21 and 
year 25 of the agreement.   

 

 Contribution in Aid to Construction – Under this agreement, IPL will be 
constructing an additional 4.5 miles of gas pipeline from the IPL-DuPont 
Regulation Station.  Because the City desires to maintain the ability to increase 
its Demand level to as high as 30,900 Dth in the future, IPL must oversize the 4.5 
miles of pipeline today.  The City’s share of the cost to install the larger pipe is 
$4,529,140.   The contract requires the City to pay IPL 15 equal installments 
beginning with the first month following the approval of the agreement.  In 
exchange, the City is guaranteed rights to 30,900 Dth of capacity in the 4.5 mile 
section over the life of the agreement.  This payment was included in the Present 
Value Cost comparison discussed above.   

 
The FY 2014/15 Capital Improvements Plan previously approved by the City 
Council includes $17,000,000 for the purpose of constructing a gas line.  The 
prepayment of $4,529,140 would be funded from that CIP project. The monthly 
Demand and Throughput charges from IPL will be funded on a year-by-year 
basis from the Electric Services Operation & Maintenance budget.  

 

 Other Significant Features of the Agreement 
 

o IPL is committed to complete the gas line prior to April 16, 2016; the date 
by which the City needs to be converted to natural gas to meet the EPA 
deadline. Likewise, the City is required to begin paying this Demand 
charge in April 2016, even if the City is not ready to accept gas.  However, 
the Throughput payments can be delayed up to 6 months, if necessary, 
should our conversion not yet be complete. 
 

o Subject to some restrictions, the City is allowed to tap the proposed line to 
add additional service points for future City gas needs. 
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o The City can add additional generation and use the new line to provide gas 
to the plant at the same rates in effect at the time.  

 

o For years 6 – 10, the City can sell/transfer a portion of the throughput 
“floor” (3,100,000 Dth) to DuPont, Iowa State University or Lincolnway 
Energy.  This is advantageous in the event plant operations change in the 
future. 

 

 Alliant Agreement to Deliver Coal Prior to the Conversion 
Presently, the City receives coal deliveries for the power plant from Williams Bulk 
Transport (WBT), which is a separate subsidiary of Alliant Energy (IPL). This coal 
contract will expire on December 31, 2015, which is prior to the time that the 
Power Plant will be entirely converted over to natural gas. This means that 
arrangements are still needed for WBT to supply coal after December 31, 2015 up 
until the time the plant conversion is complete. 
 
Presently, WBT has offered to stockpile additional coal at its site using train 
deliveries through December 31, 2015.  WBT will then deliver that coal by truck to 
Ames beginning in 2016 at the same price in effect in 2015.  In addition, the City 
can store approximately 40,000 tons of coal on site; which is enough to operate 
the plant for roughly 65 days.   
 
Staff is very concerned that acceptable terms of a WBT extension be clearly 
understood and be confirmed in a separate memorandum of understanding 
prior to approval of this gas line agreement. Continued discussion between 
the City and WBT will take place up until Tuesday night in order to confirm 
the terms under which the City will receive coal delivery in 2016.  

 
In view of the fact that IPL is the community’s only provider of natural gas delivery, prior 
to approving this agreement the City Council will need to waive the competitive bidding 
requirements of the City's Purchasing Policies and Procedures. 
 
The Electrical Utility Operations Review and Advisory Board reviewed this item at a 
special meeting on October 9. After an extensive staff presentation and discussion, 
EUORAB recommended that the City Council waive its formal bidding requirements and 
award a contract to Interstate Power & Light (IPL) for natural gas delivery service from a 
Northern Natural Gas pipeline near Story City to the Ames Power Plant, subject to the 
following:  

 The summary of future rate increases be corrected in the EUORAB Action Form, 
and 

 The City obtains an acceptable letter from WBT ensuring the City has coal 
delivery as needed.  

 
The correction cited by EUORAB in its recommendation was subsequently made to this 
Council Action Form. 
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ALTERNATIVES: 
 

1. Waive the City’s formal bidding requirement and approve the attached contract 
with Interstate Power & Light (IPL) for natural gas delivery service from the 
Northern Natural Gas pipelines near Story City to the Ames power plant.      

 
This action should be contingent upon the City staff and Williams Bulk Transport 
reaching an acceptable agreement on continuation of coal supply, as needed, in 
2016. 

 
2.  Reject the proposed contract from IPL and direct staff to initiate steps to engineer 

and construct the City-owned pipelines from the Northern Natural Gas pipeline 
near Story City to the Ames power plant.  

 
3.  Delay this decision.       

 
MANAGER'S RECOMMENDED ACTION: 
 
Conversion of the City’s Power Plant (Units 7 & 8) from coal to natural gas was 
previously recommended by EUORAB and was approved by the City Council in 
November 2013. After reviewing the attached financial analysis and considering the 
other factors outlined in this report, it is the recommendation of City Manager that the 
City Council accept Alternative #1, thereby waiving the City’s formal bidding 
requirements and approving the attached contract with Interstate Power & Light (IPL) for 
natural gas delivery service from a Northern Natural Gas pipeline near Story City to the 
Ames power plant.      
 
It is important to note that the contract with IPL provides the infrastructure to 
transport gas to the City's power plant from the Northern Natural Gas (NNG) 
transmission pipeline. In future, the City will have to enter into a separate 
transport contract with NNG and contract with a company to supply the gas. 
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