[image: image1.wmf]
METROPOLITAN KING COUNTY COUNCIL

COMMITTEE-OF-THE-WHOLE
STAFF REPORT

AGENDA ITEM:  4
DATE:  July 24, 2006
PROPOSED NO:  2006-0242
PREPARED BY:  Megan Smith 

SUBJECT:  
AN ORDINANCE approving membership in the Chicago Climate Exchange; authorizing the executive to execute the appropriate documents to become a member of the Chicago Climate Exchange; and establishing and stating the purpose of a new fund entitled Climate Exchange Fund; amending Ordinance 12076, Section 9, as amended and K.C.C. 4.08.015, as amended, and adding a new section to K.C.C. chapter 4.08.

SUMMARY:  
This ordinance would approve membership in the Chicago Climate Exchange (CCX) and authorize the Executive to execute the appropriate documents to become a member. It would also direct the county to use is influence as a CCX member to develop an accounting methodology for emissions trading that recognizes the emissions reduction value of regional transit, and certain practices for landfill management, land use, farming, and forestry.  Further, it would direct the Executive to use its influence as a CCX member to partner with other governments, institutions and organizations on further development of effective and efficient rules for emission trading, and to advocate for expedited legislation on a federal emission cap and nationwide emission trading. Finally, it would amend K.C.C. 4.08 to create a special revenue fund for the purpose of tracking revenues and expenditures associated with purchases and sales of carbon and other emissions credits. Any financial benefit that accrues to the county from its participation in the CCX would be invested in actions that reduce carbon emissions and/or address global warming impacts.

BACKGROUND:  
CCX is the most active carbon exchange in the United States. CCX requires members to reduce carbon emissions and allows trading of carbon credits and documentation of additional carbon credit projects (like reforestation) to achieve such reductions. CCX manages the carbon exchange for the European Union's tradable carbon program that exists under their Kyoto Protocol agreement.

Trading on the CCX began in December, 2003, and “Phase I Members” made commitments to reduce emissions over the period from 2003 through 2006. King County would become a “Phase II Member,” and make commitments to reduce emissions over the period from 2006 to 2010. 
Membership in the Chicago Climate Exchange will require King County to enter into a legally binding contract until 2010, and to reduce greenhouse gas emissions (measured as “carbon equivalent” emissions) by a total of 6 percent by 2010. New Phase II Members’ emission baseline is the annual average of emissions from 1998 through 2001, or if data is insufficient, new Phase II Members may use a year 2000 baseline. 
Annual emission reduction targets are as follows:
	Year
	CCX Emission Target

	2006
	1.2 % below member’s baseline

	2007
	2.4% below member’s baseline

	2008
	3.6% below member’s baseline

	2009
	4.8% below member’s baseline

	2010
	6.0% below member’s baseline


If the county beats emission reduction targets in a given year, it would get credit from the CCX, which can be cashed out. If the county falls short of the targets, it would need purchase credits, and/or apply credit from qualifying offset projects (like forestry protection). 

According to the fiscal note, initial membership costs $5,000, and the maximum annual liability through 2010 is estimated at $73,000. The Executive staff characterize the maximum annual liability as “conservative” due to the following factors:

· King County has been inventorying emissions since 2002 and has a high degree of confidence in estimates of baseline, current, and future emissions, particularly from the sources that CCX will measure in their limited inventory of emissions.  
· Based on the County’s historic emissions profile, the county is extremely unlikely to experience the maximum liability scenario identified in the fiscal note. 
· With implementation of planned operational improvements, such as increased use of biodiesel in transit vehicles, the county is extremely likely to meet and even exceed the emissions target reductions. 
Benefits of Joining CCX

Benefits of joining CCX include formal documentation and recognition of emissions reductions by King County; greater likelihood of influencing the structure of national carbon exchanges, including the development of accounting methodology for emission trading that recognizes the emission-reduction value of regional transit and certain practices for managing landfills, land use, farming, and forestry; and information sharing with other parties in the areas of inventorying and reducing carbon emissions. 
Issues
CCX Membership Agreement Provisions

The CCX membership documents apply to a wide range of participants, including auto and chemical manufacturers, power companies, universities, and municipalities (please see Attachment 3 for a list of CCX members).  
The King County Prosecuting Attorney’s Office (PAO) has reviewed the standard commitment documents, and has identified the need for provisions dealing with unforeseen circumstances such as natural disasters, court orders, changes in the law, or other factors beyond the county’s control that could render it unable to meet the emission targets or that could affect the county's legal authority to participate in this type of exchange.  In addition, they are recommending indemnification provisions that are consistent with King County Risk Management practices. They are actively working with CCX to develop a letter of agreement that would address the county’s specific contract needs, and serve as a companion to the standard CCX commitment documents. The language of the ordinance authorizing the Executive to “enter into appropriate documents” is intended to cover the need for a letter of agreement in addition to standard commitment documents.  
The Council could also choose to amend the ordinance to condition authorization to execute the membership documents upon completion of a companion letter of agreement outlining provisions applying specifically to King County, including, but not limited to, those dealing with risk management and the event that King County is unable to meet targets due to unforeseen circumstances beyond its control. This approach would be similar to one taken with past legislation authorizing the county to enter into a standard agreement with the United States Army Corps of Engineers for the Snoqualmie Flood Reduction Project. In that case, the authorizing legislation conditioned execution of the standard Project Cooperation Agreement upon completion of a companion Project Management Plan dealing with specific issues of concern to King County. 
Cost of Emissions Audits
Membership in CCX requires an annual inventory and audit of emissions. One question posed to Executive staff was whether there was the potential for new inventory costs to ensure compatibility between King County’s existing emissions inventory practices and those necessary to meet CCX standards. Executive staff responded that King County’s existing emissions accounting practices are considered among the most rigorous in the country, and that consultations with CCX indicate that King County standards for emissions accounting already exceed most member practices.  They note further that it’s unlikely that King County would experience increased operating costs beyond the requisite $5,000 cost of an annual emissions audit by CCX.  
AMENDMENTS:
Should the Council choose to condition authorization for membership in CCX upon execution of a letter of agreement outlining specific provisions for King County, Amendment 1 would add this condition to Proposed Ordinance 2006-0242. 
ATTACHMENTS: 
1. Proposed Ordinance 2006-0242
2. Transmittal Letter for Proposed Ordinance 2006-0242

3. List of Chicago Climate Exchange Members

4. Fiscal Note for Proposed Ordinance 2006-0242

5. Amendment 1 to Proposed Ordinance 2006-0242

6. Standard CCX Application Package

ATTENDING:  

Kurt Triplett, Chief of Staff, King County Executive’s Office
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