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December 7, 2010
The Honorable Bob Ferguson
Chair, King County Council
Room 1200
C O U R T H O U S E
Dear Councilmember Ferguson:
This letter transmits an ordinance that authorizes the execution of a contract between the Solid Waste Division of the Department of Natural Resources and Parks (division) and Puget Sound Energy, Inc. (PSE) for the purchase and sale of emissions credits associated with the gas produced and captured from the Cedar Hills Regional Landfill.  The contract advances the Environmental Sustainability and Financial Stewardship goals of the King County Strategic Plan (2010-2014) and reflects the Guiding Principles of the Strategic Plan.  The ordinance supports the goals of the 2010 King County Energy Plan by promoting the production and use of renewable energy from a state-of-the-art waste-to-energy project in partnership with the private sector.

The division operates the Cedar Hills Regional Landfill, accepting municipal solid waste from unincorporated King County and thirty-seven cities.  Landfill gas is generated by the decomposition of the waste buried in the landfill.  Instead of flaring the gas, the division committed to turning it into a resource.  In February 2008, the division signed a contract with Bio Energy (Washington), LLC (BEW) to purchase landfill gas from the division, and build and operate a plant to refine the gas into pipeline quality natural gas.  Subsequent to the agreement with the division, BEW contracted with PSE to purchase the refined pipeline quality gas.

In the contract with BEW, the division specifically retained the rights to the emissions credits associated with conversion of the landfill gas.  The contract generally defines “emissions credits” as credits and allowances available to projects that reduce emissions of certain pollutants such as methane.  These rights to the emissions credits have a value on the market and can be sold or traded.  When the emissions credits are matched with the resource that produced them, it increases their value.  PSE would like to purchase the emissions credits from the division so that it can match the credits with the pipeline quality gas that it is already purchasing, and either generate qualified renewable electricity in its power plants or market the gas and credits directly.  In either case, PSE would value the gas and emissions credits bundle as a “renewable resource”.
The division analyzed the options for monetizing the emissions credits’ value.  To also assess the options and provide a third-party recommendation for the disposition of the credits, the division hired a consultant, 3Degrees Climate and Energy Services.  The consultant’s review confirmed the division’s research, indicating that the most beneficial choice for the county is to sell the emissions credits to PSE.  The reasons are:

· the market for emissions credits associated with landfill gas, but sold separately, is very uncertain;
· the county does not have the internal expertise or funding to monitor the markets;
· the contract removes the burden from the division of certifying the gas as a renewable resource; and
· this contract mitigates market risks while providing substantial revenue to the County.

In addition, the division hired a second consultant, Bonneville Environmental Foundation (BEF), to conduct a 2010 market survey.  BEF looked at similar transactions for comparison, but was unable to find any transactions that were identical to the County’s sale of the rights to the emissions credits separate from the landfill gas.  Most sales included the bundled emissions credits and gas.  The BEF findings support the division’s conclusions that this is a unique transaction for which no direct market price comparisons are available.

The contract with PSE is structured so that the division shares in profits that PSE receives when selling the gas with the emissions credits.  As the enclosed fiscal note indicates, the division anticipates that the sale of the rights to the emissions credits should provide in excess of $500,000 annually.  The initial term for the contract is for 11 years, with provisions to extend it another nine years, for a total of twenty years.


The enclosed ordinance also includes a new section added to the King County Code (KCC) that waives the requirements for the sale of property as it pertains to the emissions credits.  The current code, KCC 4.56, does not contemplate property rights such as emissions credits.  The new section allows the executive to directly negotiate a sale that is also approved by the County Council.

If you have any questions, please feel free to contact Kevin Kiernan, Division Director in the Solid Waste Division of the Department of Natural Resources and Parks, at 206-296-4385.
Thank you for your timely consideration of this ordinance.
Sincerely,
Dow Constantine
King County Executive
Enclosures
cc:
King County Councilmembers


ATTN:  Tom Bristow, Chief of Staff



  Anne Noris, Clerk of the Council
Dwight Dively, Director, Office of Performance, Strategy, and Budget

Christie True, Director, Department of Natural Resources and Parks (DNRP)

Kevin Kiernan, Division Director, Solid Waste Division, DNRP
Megan Smith, Environmental Policy Advisor, King County Executive’s Office

