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SUBJECT:  AN ORDINANCE authorizing execution of a twenty-year agreement with the City of Seattle's City Light department for the sale of renewable power and environmental attributes of power generated at the West Point wastewater treatment facility and other related agreements that are necessary or convenient to establish and operate the power plant.

SUMMARY: 
The  Wastewater Treatment Division (WTD) intends to build, own and operate a 4.6 MW electric generating facility at the West Point Treatment Plant fueled by digester gas.  Proposed Ordinance 2009-0593 authorizes the Executive or his designee to execute a 20-year Power Purchase Agreement (PPA) for the sale of electricity and renewable energy attributes (resulting in renewable energy certificates (RECs))  to Seattle City Light. The proposed ordinance also authorizes execution of a small generator interconnection agreement and other agreements, as necessary or convenient to interconnect and transmit electrical power from the West Point facilities to Seattle City Light’s electrical system.  Finally, the ordinance includes a finding by the King County Council that the West Point generation facilities comply with the green house gas performance standards required by RCW 80.80.040 because the electrical generators will be powered exclusively by wastewater digester gas, a renewable resource as defined by RCW 19.280.020.

The sale of the electricity provides a benefit to King County – by ensuring 20 years of guaranteed revenues which make this capital project cost/revenue neutral on a life-cycle basis.  Seattle City Light benefits by purchasing this power that qualifies as “renewable energy” and helps the agency to meet its production/acquisition quotas under the new renewable portfolio standard required under state law. 
BACKGROUND:
The West Point and King County’s other large sewage treatment plants utilize wastewater treatment methods that include anaerobic digestion as a part of the process.  While digestion primarily functions to reduce and sanitize waste, an important by-product of this process is usable renewable energy in the form of greenhouse-gas neutral methane gas (“digester gas”).  This resource has been, and is anticipated to be increasingly, a valued and strategic asset of the county.

King County has long standing energy and environmental policies which direct WTD to utilize waste to energy technologies to the maximum extent that is cost-effective, both for the purpose of minimizing waste streams and also to maximize our energy efficiency and use of renewable energy sources.  Waste to energy exploitation has been an integral part of the design of the county’s WTD facilities for many years; in fact, much of the digester gas generated at West Point is used to operate large sewage pumps, greatly reducing the amount of electricity that is needed to operate the plant – an efficiency feature designed into the plant from the start.  
Over the years, WTD has continually explored options to better utilize this valuable energy resource: in 1984, the division built a state-of-the-art scrubbing system to refine the digester gas at South Treatment Plant so that it could be sold as commercial pipe gas to Washington Natural Gas (now part of Puget Sound Energy).  That plant has been operating successfully for more than 20 years, providing a substantial revenue stream to WTD and offsetting costs that would otherwise be borne by ratepayers, while at the same time reducing pollution.  In 1984, King County also installed a cogenerating (both heat and power) power plant at West Point.  For 22 years, until 2006, that small power plant produced power that was sold to Seattle City Light under a special Power Purchase Agreement.  Since that project far predated any special value being ascribed to renewable energy, the price secured for electricity at that time reflected the value that City Light ascribed to avoiding purchase of equivalent power elsewhere.  Finally, from 2004 to 2006, WTD collaborated with the U.S. Environmental Protection Agency (EPA) and Fuel Cell Energy to successfully demonstrate one of the first large fuel cell power plants operated with digester gas as fuel.

West Point Treatment Plant Generating Facility Project History
WTD has planned for the replacement of the West Point electric generating facility for many years at the end of its nominal 20-year life, which was in 2004.  Budgetary allocation, planning and preliminary design began well in advance of this time.  The West Point generating facility was able to be operated for 2 more years while a first design was completed in 2006.  Due to high prices on bids in response to a Request for Proposal (RFP) for the construction of the replacement facilities and equipment, the project was suspended for reevaluation in 2007.  Many options were compared, and over the course of this process it was determined that the basic design proposed in 2006 was still the best choice for fit, function and cost.  Included in the reevaluation process was a value engineering exercise that removed some unnecessary features to reduce cost.

With resumed design completion in process, the expected high cost for the power plant proposed was recognized as still being a barrier; so WTD staff focused on methods to offset these costs and keep WTD rate payers from being burdened by the project.  First, an existing grant allocation from the EPA was identified, and in discussions with the EPA it was determined that these funds should be able to be re-purposed to the West Point Waste to Energy Project.  This grant is expected to offset approximately $8 million in capital costs.

Second, and the subject of this ordinance, it was recognized that the electricity generated by this power plant would qualify under state of Washington law as renewable energy, and that given the project configuration, Seattle City Light could receive double credits from the state towards renewable energy certificates (RECs) the utility must acquire to meet its renewable energy production quotas under the new renewable portfolio standard (I-937).  This makes the electricity from the new West Point project, bundled with its RECs, a desirable resource acquisition for the local utility.  
Extensive negotiations with City Light resulted in substantive agreement on fair terms, including compensation for the electric power and RECs that reflects their value to the utility and the relatively high cost of generating power at this facility.  Leveraging increased revenue from the renewable energy attributes, combined with the EPA grant, offsets project costs; and as a result, the project has been structured so that it is cost/revenue neutral on a life-cycle basis.  This cost-neutrality was a basis for the County’s agreement with the City of Seattle; such that neither utility should pass on unnecessary costs to their respective ratepayers as a result of this project.  The terms of this agreement are detailed in the draft Power Purchase Agreement (PPA), Attachment A to Proposed Ordinance 2009-0593.
Analysis:
Proposed Ordinance 2009-0593 authorizes the Executive or designee to execute the Renewable Power Purchase Agreement – substantially in the form of Attachment A to the ordinance.   The Agreement has been drafted and negotiated by attorneys in the  Civil Division of King County’s Prosecuting Attorney’s office and Seattle City Lights legal counsel.  
The Agreement defines the terms of the sale of the power and delivery of Renewable Energy Credits.  If additional power is to be produced at West Point, Seattle City Light, the agreement essentially provides a right-of-first-refusal for additional power purchases to be negotiated within a certain amount of time.  All construction costs for cogeneration facility are WTD’s responsibility.  The agreement also addresses operations and maintenance expectations along with electrical energy production performance guarantees.
It appears the agreement has been negotiated in good faith to protect King County’s interests while providing certain guarantees that meet Seattle City Light’s interests.  A fiscal note transmitted with the proposed ordinance indicates that revenues once the cogeneration facilities are fully operating should generate $1.8 million in revenues each  year.  Roughly one-third of the revenues will cover operating costs – revenues in excess of operating expenditures will reimburse WTD’s capital expenditures for the waste to energy project.

This proposed sale would provide King County an excellent opportunity to support its goal of maximizing conversion of waste to energy through digester gas fueled power generation at the West Point Treatment Plant, while developing a valuable renewable energy resource and increasing the energy efficiency of King County’s wastewater treatment facilities.  The project benefits both the King County and the City of Seattle at the same time.  By generating and selling reliable renewable energy to Seattle City Light, King County helps the utility meet its required acquisition of such resources under the State Renewable Portfolio Standard.  At the same time, 20 years of guaranteed revenues from the sale of the renewable energy ensures the cost impact of this large capital project is mitigated and WTD ratepayers are not negatively impacted by the project.
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