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The following policy could be implemented in either of two ways: through a franchise fee agreement, 
or through a separate contractual or voluntary arrangement between the City of Eugene and NW 
Natural. We are agnostic about which path to take; however, city council should, in its deliberations, 
distinguish clearly between the goals of an arrangement and its particular form. 
 
In either case, the policy should ensure clarity, consistency with existing City policies, and 
enforceability. 
 

****************************** 
 
This proposal is intended to guide the creation of a new franchise agreement  under which NW 1

Natural will continue to use City of Eugene right-of-way but with conditions that embody and advance 
the City’s climate action goals. The proposal consists of several straightforward simple elements: 

1. Definition of a certain greenhouse gas intensity performance standard (in order to define 
compliance). 

2. A two-tiered structure, under which NW Natural’s compliance with that standard leads to one 
set of outcomes, while non-compliance leads to a different set of outcomes, specifically: Fee 
levels, permission for system expansion, and allowability of incentives.  

3. Clearly prescribed guidelines for the use of additional franchise fee revenues collected from 
natural gas users (in the event of non-compliance, which demands a higher fee). 

 
In short, this document sets a standard of compliance, sets up a two-tiered structure associated 
with compliance or non-compliance, articulates the corresponding outcomes, and lays out 
guidelines for the use of funds from any resulting non-compliance fee revenue. 
 
The following sections summarize the proposal and then describes each element in detail. 
 

****************************** 
 

Contents 
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Appendix A. Frequently Asked Questions (FAQ) 
Appendix B. Compliance schedules for consideration  

1 Either franchise agreement or separate contractual agreement. As stated in the introduction, we remain 
agnostic about the particular contractual vehicle. For simplicity, throughout this memo we will refer to it as a 
franchise agreement. 
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1. Standard of compliance and compliance process 
 
Low-carbon gas standard 
 
To achieve the compliance tier, NW Natural must procure a certain amount of qualifying low-carbon 
gas in an increasing share. This section provides a definition of low-carbon gas (for further definitions 
and FAQ answers, please see Appendix A). Three different possible schedules for the required share 
of low-carbon gas over the term of the franchise agreement are laid out in Appendix B.  
 
For natural gas to qualify as low-carbon gas under this standard, it must either 

(A) qualify under SB 98 rule-making; or 
(B) demonstrate life-cycle carbon intensity of no more than 25 gCO2e/MJ.  

 
These units (gCO2e/MJ) refer to natural gas equivalent fuels certified under Oregon’s Clean Fuels 
Program (CFP) and California’s Low Carbon Fuel Standard (LCFS). Examples of existing certified 
pathways available in Oregon and California include biogas from cattle manure management, landfill 
gas, and renewable natural gas from biodigesters processing organic waste. (For more information, 
see https://www.oregon.gov/deq/aq/programs/Pages/Clean-Fuel-Pathways.aspx and 
https://www.arb.ca.gov/fuels/lcfs/fuelpathways/pathwaytable.htm.) 
 
NW Natural may exclude all natural gas under the SmartEnergy program from its compliance 
calculations. In other words, therms that are fully offset under SmartEnergy shall be removed from 
both the numerator and the denominator when calculating the ratio of qualifying low-carbon gas in NW 
Natural’s mix. 
 
Compliance process 
 
Thirty (30) days before the beginning of each year of the franchise agreement, NW Natural must 
present to the City of Eugene its compliance plan for the coming year. 
 
Further details of the compliance process can be determined subsequently, but it should contain the 
following elements: 

● Annual review of NW Natural’s compliance or non-compliance. 
● Some clearly prescribed audit or third-party review as part of the process. 
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2. Two-tiered structure (conditions for compliance and non-compliance) 
 
The table immediately below summarizes the two tiers of the policy, compliance and non-compliance: 
 

 Franchise 
Fee 

NWN may provide 
incentives to switch from 

electricity to gas 

NWN may expand the 
gas distribution system 

Compliance (meets 
standard) 

5% Yes Yes 

Non-compliance (does not 
meet standard) 

18% No No 

 
Under compliance, NW Natural: 

● Shall pay a 5% franchise fee. 
● May provide incentives to households and businesses to switch from electric to gas-burning 

equipment and appliances. (Note under both scenarios NWN is allowed and encouraged to 
continue to provide incentives for gas customers to make efficiency improvements through 
upgrades to their buildings or purchase of more efficient gas appliances) 

● May expand its distribution system to additional homes and businesses. 
 
Under non-compliance, NW Natural: 

● Shall pay a franchise fee of 18%. 
● May not provide incentives to households and businesses to switch from electric to 

gas-burning equipment and appliances. 
● May not expand its distribution system to additional homes and businesses. 

 
 
3. Guidelines for the use of funds 
 
In any years where the renewable standard is not met, the additional proceeds from the higher 
franchise fee will be reinvested in: 

● Energy efficiency retrofits or appliance efficiency upgrades or switching to electric appliances 
for low income households that use natural gas 

● Energy efficiency retrofits or appliance efficiency upgrades or switching to electric appliances 
in multifamily buildings or commercial businesses that use natural gas. 

● Gas bill support for low income households. 
 
Additional revenues from the higher franchise fee that are used for appliances or retrofits will be 
provided to Energy Trust of Oregon to manage, with all funds designated for use within the Eugene 
Service Area of Northwest Natural. 
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Additional revenues from the higher franchise fee used for bill support for low income households will 
be administered by NWN through their Gas Assistance Program, with all funds designated for use 
within the Eugene Service Area of Northwest Natural. 
 
 
4. Escape clause for cap-and-trade system 
 
As soon as NW Natural is directly bearing a significant carbon price (i.e., required to purchase 
allowances inside the state’s cap-and-trade system), this franchise agreement may return to its 
previous form (5% flat fee). This ‘escape clause’ requires that the following criteria be met: 

● The carbon price must be significant and sustained. A carbon price shall be understood to 
meet these conditions when it continuously exceeds $25 (in 2019 inflation-adjusted dollars) 
per metric ton of carbon dioxide-equivalent emissions for at least a year.  

● NW Natural must bear the carbon price by having to purchase carbon allowances at auction 
like other non-exempt compliance entities. In other words, the company may not be receiving 
direct allocation of allowances at no charge. 

 
When these criteria are met, the non-compliance pathway disappears and this policy reverts to the 5% 
franchise fee as it currently exists.  
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Appendix A. Frequently Asked Questions (FAQ) 
 
What sort of biogas or renewable natural gas could qualify under this rule? 
When will rulemaking for SB 98 conclude? 
What sort of percentage increase in natural gas prices could follow from this rule? 
So what will people actually pay? 
How will this policy protect economically vulnerable households from rising energy prices?  
 
What sort of biogas or renewable natural gas could qualify under this rule? 
 

A range of biogas alternatives are of sufficiently low carbon intensity to qualify under this rule, 
including most biogas from dairies (cattle manure), biogas from biodigesters processing 
organic waste (such as food waste), and captured landfill gas. 

 
When will rulemaking for SB 98 conclude? What will it likely find? 
 

SB 98 would allow NWN and other Oregon natural gas utilities to invest in projects that 
generate renewable natural gas. 
 
SB 98 is still being deliberated (as of May 7, 2019, it has been in the Ways and Means 
Committee since March 19). If SB 98 passes, rulemaking might take many months or more 
than a year, so it might not happen in time to inform the first year or two of compliance. 
 
That said, SB 98 is likely to approve the same types of biogas sources as those described in 
the previous answer. 

 
What sort of percentage increase in natural gas prices could follow from this rule? 
 

Opponents of regulation or taxation of natural gas often complain about the percentage 
increases in the price to consumers. However, there are several distinct problems with that 
criticism. 
 
First, natural gas prices are near historic lows, so even when the price goes up by 10% or 
20%, it is a small amount in absolute terms. For example,  
 
Second, people don’t pay rates, they pay bills. In other words, how much people pay per unit 
of natural gas is less important than how many dollars they pay per month. In the short run, 
many people might pay a little more per therm of natural gas, but this policy also includes 
many ways for households to pursue efficiency, that will result in lower bills.  
 
Third, we propose these funds be focused on low-income households first as they are the 
most effected and have the fewest options when energy prices increase. 
 
Lastly, we propose a portion of the additional revenues be placed in an account, administered 
by NWN, to help low income gas customers in Eugene pay their gas bill. 
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So what will people actually pay? 
 

If NW Natural meets the low-carbon gas standard of compliance in this policy, there will be no 
effect on rates. The 5% franchise fee will remain unchanged. 

 
If NWN can’t meet the low-carbon gas standard and is charged the additional 18% fee, and 
assuming NWN passes the entire 13% increase (beyond the current 5%) on to customers, an 
average natural gas bill will increase by approximately $8 per month.  
 
That said, energy efficiency funded by this additional revenue will measures to reduce energy 
use, so the net effect for some households would be less than $8 per month. 
 
Reference for gas prices here: 
www.puc.state.or.us/consumer/Oregon%20Natural%20Gas%20PGA%20Price%20History.pdf 
assume the average residential customer pays the same amount as in 2015, $61.70.  

 
How will this policy protect economically vulnerable households from rising energy prices?  
 

We propose a portion of the additional revenue generated if NWN is not in compliance be used 
to help low income gas customers pay their gas bill. 
 
Investments in energy efficiency will reduce the total amount of energy needed in a household, 
buffering those households from volatile energy prices now and in the future. 
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Appendix B. Compliance schedules for consideration 
 
The table below describes three possible compliance schedules for the 16-year phase-down of natural gas from 
fossil sources and the ramp-up of qualifying low-carbon gas from other sources, in aggregate as delivered to all 
Eugene customers.  
 
Notes: 

● The two right-hand columns show a compound interest calculation, hence there are no round numbers. 
The 7.6% annual rate comes from the goal-setting in response to the Climate Recovery Ordinance. The 
other two rates are for comparison purposes. 

● The period described here is not a recommendation for a length of franchise fee contract. In fact, we 
suggest a shorter term (e.g., 8-10 years) in order to better balance flexibility for the community and 
certainty for NW Natural. 

● The first full year (ending with August 2020) allows for automatic compliance without any low-carbon 
gas in order to accommodate the transition and to provide sufficient lead time for sourcing low-carbon 
options. In other words, the 2020-2021 period is the first with a true compliance obligation. 

 

Year 
ending in 
August... 

Required renewable content 
share, option 1 

 
3% annual straight-line 
reduction in fossil gas 

Required renewable content 
share, option 2 

 
5% compound annual 
reduction in fossil gas 

Required renewable content 
share, option 3 

 
7.6% compound annual 
reduction in fossil gas 

2020 Zero (no requirement) Zero (no requirement) Zero (no requirement) 

2021 6% 10.7% 14.6% 

2022 9% 15.6% 21.1% 

2023 12% 20.3% 27.1% 

2024 15% 24.6% 32.6% 

2025 18% 28.8% 37.8% 

2026 21% 32.7% 42.5% 

2027 24% 36.4% 46.9% 

2028 27% 39.9% 50.9% 

2029 30% 43.2% 54.6% 

2030 33% 46.3% 58.1% 

2031 36% 49.3% 61.3% 

2032 39% 52.1% 64.2% 

2033 42% 54.7% 66.9% 

2034 45% 57.2% 69.4% 

2035 48% 59.6% 71.8% 
 

The complete calculations are available here: 
https://docs.google.com/spreadsheets/d/1EIbTISjFBOOIa5hP8reeERr0qCbdrzTRVCxTxJu6gs8/edit?usp=sharing  
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