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CITY OF SANTA BARBARA


COUNCIL AGENDA REPORT

AGENDA DATE:
September 21, 2010
TO:
Mayor and Councilmembers

FROM:
Facilities Division, Public Works Department
SUBJECT:
Agreement To Remove Cogeneration System At El Estero

Wastewater Treatment Plant
RECOMMENDATION:  That Council:
A.
Authorize the Public Works Director to execute a termination agreement with Alliance Monterey, LLC (Alliance), in a form acceptable to the City Attorney, to remove fuel cell co-generation equipment from the El Estero Wastewater Treatment Plant (El Estero) and to terminate the existing Power Purchase Agreement (PPA); and,
B.
Receive an update on the status of the existing fuel cell co-generation system at El Estero and plans to replace the system with an engine co-generation system.
DISCUSSION:
El Estero has been generating electricity and hot water from bio gas produced by plant operations since 2005. Co-generation is the process of generating combined heat and electricity.  The current co-generation system consists of two fuel cells and is operated by Alliance, under a ten-year PPA with the City. 
A PPA allows the City to purchase power at a negotiated rate from a generating facility that is owned and operated by a third party, sited on City property.  A PPA requires no capital investment by the City, and allows the third party developer to take advantage of tax credits and accelerated depreciation, passing savings on to the City in the form of lower rates. Under the Alliance PPA, the City purchases electricity at 8.5 cents per kilowatt-hour, which is less than electricity purchased from the utility.
The current PPA is a ten year contract ending in 2015.  The system has been running at a small percentage of its rated capacity for the last few years due to problems with contaminants in the bio gas supply. After multiple failed attempts on the part of Alliance to resolve problems with the system, both Alliance and City staff agree that the existing system technology is not performing adequately, and all parties agree that removal of the existing system and termination of the PPA is in the best interest of all concerned.  
In order to continue to use the bio gas supply at the El Estero facility, Public Works staff have evaluated several co-generation technologies, and have determined that the most cost effective and reliable system is internal combustion reciprocating engines. Internal combustion engine co-generation works well with the existing bio gas impurities, and has a long record of reliability for this application. 
Public Works staff has requested proposals from four qualified firms to construct, operate, and sell electricity and provide heating for the facility with an engine co-generation system. Staff will evaluate each proposal for cost effectiveness, reliability, and viability. If a proposal meets staff’s requirements, staff intends to return to Council for authorization to negotiate and execute a PPA with the successful firm.
BUDGET/FINANCIAL INFORMATION:

The project will not require funding from City sources. Alliance will assume all cost for the removal of the equipment and restoration of the site.  
SUSTAINABILITY IMPACT:  

The engine co-generation system will use the majority of the bio gas produced by El Estero, providing electricity and hot water for plant operations from a renewable resource.  Much of the existing bio gas produced by the plant is currently being wasted through a flaring process.

PREPARED BY:        Jim Dewey, Facilities and Energy Manager/AP/mw
SUBMITTED BY:
Christine F. Andersen, Public Works Director
APPROVED BY:

City Administrator’s Office
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