
SUMMARY of AGREEMENTS  

STATE HEAT PLANT AND CITY DISTRIBUTION SYSTEM 

Attorney Richard H. Saudek and City Manager William J. Fraser 

 

Basic Transaction 

 

 The State rebuilds its heat plant behind the Motor Vehicles Department so that it will operate 

more efficiently and will be better suited to burning mostly wood.  The City connects a hot water 

distribution system onto the State plant and pipes hot water initially to City Hall, the Fire Station, 

the Police Department, Montpelier High School and, if feasible, the Union Elementary School.  

The State plant will serve the City system from October through April. 

 

The State Heat Plant will be built to an initial peak capacity of 40.2 Million BTU per Hour (40.2 

MMBTU/Hr.), of which the State is expected to use about 24 MMBTU/Hr.  The City, which will 

have an estimated peak load of about 6+ MMBTU/Hr., will purchase 9.71 MMBTU/Hr., to meet 

initial growth of about 50% over the next few years.  (The total initial State and City loads equal 

only about 26 MMBTU/Hr. out of the total plant capacity of 40.2.)  If and when the City needs to 

increase its peak load beyond 9.71 BTU/Hr., the agreements provide a mechanism for doing so. 

 

Thermal Energy Purchase and Sale Agreement 
 

 

Section One:  Definitions 
 

This section sets out definitions.  They are necessary for reference when reading and 

understanding the Agreement. 

 

Section Two:  Term of Agreement 
 

The Agreement’s initial term lasts 20 years from the time the new plant starts “commercial 

operation.”  Its can be extended by mutual agreement for up to two additional 5 – year terms.    

 

The City’s continuing right to a fraction of plant capacity:  Because the City will buy capacity 

(9.71 MMBTU/Hr.) at the beginning and pay the full cost of building the city’s capacity, the City 

will have a continuing right to buy that capacity (plus any additional capacity as it might buy 

during the term of the Agreement), beyond the term of the Agreement, for as long as the plant 

operates.  The purpose of this right is to reassure potential users of the City system that the plant 

will be available to the City into the indefinite future. 

 

Section Three:  The Purchase of Capacity 

 

The City will have paid $3,635,000 for its capacity of 9.71 MMBTU/Hr., which is 24.1% of the 

total plant capacity of 40.2 MMBTU/Hr.  City payment will come from the DOE grant ($2.558 

Million) and city funds ($1.077 Million). The State will have paid $11.4 Million for the 

remaining capacity of 30.49 MMBTU/hr.   State payment will come from the DOE grant ($3.249 

Million), State Capital funds ($7.0 Million) and State in kind assets ($1.2 Million).   If  the city 

needs more capacity, it will purchase it at  the price of $374,300 which is the cost per MMBTU 

for constructing the plant.  The city will also pay the state’s financial carrying costs for the share 

of the $7.0 M capital money.  The total estimated cost of the plant is $15.047 Million. 

 



As the City’s load grows, on particularly cold days, there may be times when the City’s need 

spikes briefly above the 9.71 MMBTU/Hour, in which case the City will “rent” additional 

capacity from the State for short periods, spelled out in sections 3.2 (i) and (ii).  If the City 

exceeds its peak use 200 times in a season, it will purchase additional capacity the following 

season. 

 

While the Agreement is in effect, the State heat plant will be the exclusive supplier of heat to the 

City distribution system connected to it, backed up as necessary by the existing City oil units.  

The intention is to provide the vast majority of heat during the October – April period from the 

new plant. 

 

Section Four:  Sale and Price of Heat 
 

The price to be paid by the City for the heat has the following components: 

 

 The cost of fuel (mostly wood) to produce the heat required to heat the water in the City 

system; 

 A 24.1% share of the “Fixed Costs” of the plant, which include labor, labor overhead, 

insurance and maintenance reserve. 

 

An estimate of the costs to be paid for a heating season will be furnished by the State to the City 

estimated by June 1 before the season begins, together with estimates for the two following 

years.  After City comment, the rates will be set for the upcoming season. 

 

Following the season, there will be a “true-up” to adjust the rates to reality.  Unless there’s a 

large unexpected event, we expect that the true-up won’t be very large.  The results of the true-

up (an up or down adjustment) will be applied to the following season’s rates. 

 

Section 4.6 allows special arrangements to serve State buildings and buildings adjacent to State 

distribution system, but which are not on the City system. 

 

Section 5:  Planning 

 

Information concerning anticipated heat loads and requirements, maintenance schedules, the 

status of permits and the like will be exchanged freely and at appropriate intervals.  Changes in 

plans will be reported to the other party. 

 

Section 6:  Billing and Payment 
 

Billing will be monthly.  The first year, bills will be payable in 30 days; in subsequent years, 15 

days.  There will be a penalty of $250 for a late payment.  Disputed amounts will be paid into an 

escrow account until they are disbursed after settlement. 

 

Section 7:  Information and Time of Performance 
 

The parties shall exchange design and engineering information, to the extent necessary. 

 

Section 8:  Operations and Maintenance 

 



Operating protocol for the heat plant and the distribution system will be devised by independent 

engineers. 

 

A committee will be named to address operating matters that may arise during the operation of 

the respective systems and to resolve problems. 

 

Section 9:  Force Majeure 
 

The intervention of an unexpected, catastrophic event that prevents performance the State from 

delivering heat shall excuse State performance of the Agreement, for so long as it takes to repair 

and restore things to operable condition.  This is usually called an “Act of God.” 

 

Section 10:  Records for Audit 
 

Straightforward records clause. 

 

Section 11:  Point of Deliverty 

 

The heat is delivered to the City at the exchanger in the plant, which produces the hot water for 

the City’s system.  The the size of the converter is 13.5 MMBTU, which allows expansion 

beyond the 9.71 purchased. 

 

Section 12:  Metering 
 

Straightforward metering and checking system. 

 

Section 13:  Dispute Resolution 
 

Appeals up the chain of State administrators, then to the courts. 

 

Section 14:  Events of Default 

 

Straightforward, with a period to cure. 

 

REMAINING SECTIONS (15 – 19) 
 

Not unusual – mostly “boilerplate.” 

 

SUMMARY OF CITY FUNDING: 

 

The City’s sources of funds for this project are as follows.   

 

Department of Energy Grant - $8.0 Million 

City of Montpelier Bond - $2.0 Million 

Clean Energy Development Fund (CEDF) Grant - $1.0 Million 

Clean Energy Development Fund (CEDF) deferred loan - $750,000. 

 

Total City Funds - $11.75 Million 

 

 



 

 

The City will be using those funds as follows –  

 

DOE Grant Assigned to State  - $3.249 Million 

(for Constructing Plant larger than necessary for state’s use) 

DOE Grant paid to State - $2.558 Million 

(for purchase of city’s capacity in the plant) 

City funds paid to state - $1.077 Million 

(for purchase of city’s capacity in the plant, from CEDF grant and loan) 

DOE Grant – for City’s Distribution System  $2.193 Million 

Remaining City funds for Distribution System - $2.673 Million 

(Bond, CEDF loan) 

 

Total funds for plant $15.047 Million.   $8.2 M from State, $5.8 M from DOE, $1.08 from City 

Total funds for distribution system - $4.866 Million – $2.7 M from City, $2.2 M from DOE 


