BETHLEHEM AUTHORITY
CARBON AND MONROE COUNTIES, PENNSYLVANIA

 WORKING WOODLANDS TERM SHEET

Background
The Bethlehem Authority (Authority) seeks to provide excellent quality water for its consumers and has interest and responsibility to optimize the financial performance of the City of Bethlehem’s Water System; and
The Authority seeks to protect and sustainably manage its +/-12,000 acre Wild Creek Watershed in Carbon and Monroe Counties and +/- 8,500 acre Tunkhannock Creek Watershed in Monroe County; and

The mission of The Nature Conservancy (Conservancy) is to preserve the plants, animals and natural communities that represent the diversity of life on Earth; and

 The Conservancy’s Working Woodlands Program is designed to meet the above goals by providing the Authority with Forest Stewardship Council (FSC) certification for improved forest product marketability, options for long-term land protection, restoration and management of exceptional ecological and economic values of priority forests and new sources of revenue from carbon credit sales; and
The Authority and the Conservancy wish to enter into a relationship pursuant to which the Conservancy will introduce Blue Source, LLC (Blue Source), with whom the Conservancy’s Pennsylvania Chapter has a carbon marketing agreement, to the Authority for the purpose of developing and marketing carbon credits on behalf of the Authority.
Therefore, the Conservancy and the Authority intend to agree as follows:
The Conservancy will seek to (a) maintain and improve high quality ecological and economic values associated with forests, waters, and barrens on the Authority’s properties, and (b) maintain and improve the rate and amount of carbon sequestered on the Authority’s properties at no out-of-pocket project development costs to the Authority by: 

· Conducting a rigorous inventory of property resources and collecting all data necessary to sufficiently characterize and manage ecological and economic values including forest carbon;

· Analyzing inventory data and preparing the initial ten (10) year Forest Stewardship Council (FSC) certified Forest Management Plan – see Section 2 (note: the Conservancy may, at its sole discretion, cooperate and/or contract with the Authority’s forester to conduct the forest inventory and prepare the Forest Management Plan);

· Enrolling the Forest Management Plan in the Conservancy’s FSC group certificate allowing for FSC-certified wood product revenue streams (solid wood, woody biomass, carbon, etc.) for the duration of the Carbon Development and Marketing Agreement (10 year minimum initial period); and

· Assisting the Authority with major aspects of FSC management plan implementation including but not limited to: identification of preferred service providers, coordination of access to state and federal cost-share programs, ongoing interaction and forestry education with the Conservancy’s forestry staff and cooperating network of service providers.
Yearly Relationship Summary

· At least one annual meeting between the Authority and the Conservancy is required to review the previous year’s forest management activities and activities for the upcoming year and to adjust the Forest Management Plan as appropriate.
· Additional meetings with the Authority, and the Authority’s land management representatives (e.g., forester, logger and other service providers) will be conducted with the Conservancy as needed to ensure successfully compliance with the Forest Management Plan and FSC forest certification standard.

· No other meetings will be required unless specific review and approval are necessary per the Working Forest Management Agreement.
· The Authority is invited and encouraged to request the Conservancy’s assistance with forest and land management decisions and activities as it deems appropriate and necessary (e.g., assistance with stakeholder outreach and meetings, creation of maps for recreational users, development of publications and outreach materials, etc).
· No meetings or approvals are required for Authority maintenance, improvements and general operation of the Authority public water systems.

Proposed Commercial Terms
The Conservancy will provide all FSC management planning and certification services, and Blue Source all carbon development and marketing services (as described in the attached “Carbon Opportunity Summary”), at no cost to the Authority in exchange for sharing in future carbon revenues.  We will formalize this relationship in two contractual agreements: a Carbon Development and Marketing Agreement and a Working Forest Management Agreement. 
1.
Carbon Development and Marketing Agreement:  This agreement with Blue Source allows Blue Source the right to develop and sell all carbon credits generated by the project and to distribute the proceeds among the Authority, the Conservancy and Blue Source.  Key terms include:

	1) Term
	Blue Source will have the right to market emissions reductions generated by the project for ten years following first registration of credits.  This includes all historic vintage tonnes associated with the project.  

Following this ten year term, the Authority may choose to continue verifying, registering and selling credits (on its own, with Blue Source, or with another partner), for the remainder of the 20-100 year crediting period allowed under the Voluntary Carbon Standard (VCS) or Climate Action Reserve (CAR).  Blue Source will advise the Authority on selection of a crediting period that optimizes for carbon revenues.



	2) Scope
	Forest and soil carbon projects on Authority property.  



	3) Services
	Blue Source will lead Tasks I-III as described in the attached Carbon Project Opportunity Summary order to develop and market emission reductions.  The Conservancy will lead Task IV.


	4) Project Financing


	Blue Source and the Conservancy shall finance all third party expenses and internal costs associated with Tasks I-IV as described in the attached Carbon Project Opportunity Summary, and assume all risk that these investments are not recouped from carbon revenue due to project eligibility, volume or marketability issues. 



	5) Risk
Allocation
	Blue Source assumes all risk that its investments in project development are not recouped or delivers sub-optimal returns due to less-than-expected carbon revenue for reasons (i.e. volume, eligibility or marketability issues) other than noted below.   

The Authority assumes the risk that if management practices implemented during the term of the Carbon Development and Marketing Agreement diverge from the Forest Management Plan to the extent that carbon volumes fall below a pre-set threshold, it will trigger compensation to Blue Source in an amount equal to Blue Source’s anticipated share of net revenue.



	6) Revenue
Sharing
	Blue Source shall distribute to the Authority 70% of net carbon revenues (gross revenue less reimbursement of third-party expenses paid by Blue Source).


	7) Extension
	The Authority retains the right to renegotiate the Carbon Marketing and Sales Agreement after the initial ten (10) year period.
Should the Authority choose to continue selling its carbon rights beyond the initial ten (10) year exclusive sales and marketing period under this Agreement, the Conservancy and Blue Source will retain a no-cost Right of First Negotiation and Right of First Refusal to match other firm(s) carbon marketing terms.    



	8) Exclusions
	The Authority may identify and exclude up to 10% of their Tunkhannock/Monroe County ownership from the 60-year Working Forest Management Agreement.  These parcels will be selected from lands lying within the Tunkhannock “Lower Watershed” and from lands lying outside the Tunkhannock watershed.  Parcels to be excluded will be detailed in a map prior to Parties entering Agreements.  For purposes of forest inventory, planning, and FSC certification, Working Woodlands will fully integrate excluded lands with protected lands.  


	9) Termination (Seller’s Voluntary Breech)

	The Carbon Development and Marketing Agreement and the Working Forest Management Agreement will establish processes for the Authority to voluntarily remove certain parcels from the Agreements after the Agreements are consummated.  Processes outlining BA’s election to remove any part of their property from the project will specify the following: criteria and limits for withdrawal; notification to parties; documentation; expenses and penalties; and dispute resolution.



To keep the project advancing in a timely manner, the Authority is requested to execute the Carbon Development and Marketing Agreement with Blue Source and the Working Forest Management Agreement with the Conservancy by September 15, 2010.
2.
Working Forest Management Agreement:  This agreement with the Conservancy commits the Authority to maintaining the property as a working forest and following a third-party FSC certified management plan.  Key terms include:
A)
Term:
 Sixty (60) years: 10 years initial Carbon Development and Marketing Agreement plus 50 year commitment to land protection and certified forest management.  The Authority may also, at any time and with the consent of the Conservancy, enter into a permanent working forest conservation easement, which would replace the Working Forest Management Agreement.

B)
Subdivision and Development:  There shall be no subdivision and land development on the Authority’s Carbon and Monroe County properties with the following exceptions: 
· As Bethlehem Authority’s mission is to provide quality drinking water to the City of Bethlehem and other residential and commercial water users, any and all structures necessary to provide water to said users is expressly permitted.  These include but may not be limited to: pump stations, water pipelines, and improvements and/or replacements to water impoundment and diversion structures.
· Subdivisions and transfers of Authority lands are permitted to qualified organizations or agencies for purposes of land, forest, water, plant, and biodiversity conservation.  Such transfers must maintain equivalent or higher levels of natural resource protection.
C)
Recreational Use:
· The Authority will retain and control the right of public access to the property.  Specifically, the Authority will control and may ascribe hunting and fishing rights either through lease, public access (including but not limited to the PA Game Commission’s Forest Game and Deer Management Assistance Programs), or other mechanism consistent with the Forest Management Plan – see below.

· The Authority and its designees will retain right of motor vehicle access on existing forest roads that have historically been used to access the property.

· Motorized vehicle use under recreational lease scenario to be jointly determined by the Authority and the Conservancy.  

D)
Mining:  Sand, gravel, and rock from the properties subject to this Agreement may be utilized for infrastructure improvements on the protected property and in accordance with applicable law and Best Management Practices, provided that the disturbed area for mining does not exceed two (2) acres in size alone or ten (10) acres in aggregate for the Carbon or Monroe properties.  No other hard mineral mining is permitted.

E)
Energy Development:  

· Oil, natural gas, and mineral (OGM): The surface development of oil, natural gas, and mineral resources poses significant risks to both surface and subsurface water resources and as such is incompatible on lands designated for conservation of high-quality drinking water watersheds.  Therefore, no OGM development will be permitted accept as noted under (D) Mining above and that meet energy development standards mutually agreeable to both the Authority and the Conservancy and are in congruence with the conservation intent and purposes of the Working Forest Management Agreement.

· Wind power generation: The Conservancy recognizes the benefits of renewable wind energy and the potential revenues that wind development may generate for the Authority.  However, improperly sited wind generation facilities may cause significant impacts to forest and water resources, sensitive habitats and species of conservation concern.  The Conservancy has conducted a preliminary assessment of the impacts of wind power generation to the conservation values on Authority lands including but not limited to water and wetland quality, forest condition, and barrens habitats and related plant and animal species and identified many values of conservation concern, the protection and conservation of which is the primary purpose of entering into a Working Woodlands relationship.  Therefore, should commercial wind development be pursued by the Authority, the Authority shall agree to follow the minimum standards of the Pennsylvania Wind and Wildlife Collaborative for natural resource protection.  Further the Authority shall agree to:  (1) Consult early in the planning process with the Game Commission about the presence of Indiana bats, a federally listed species, and any bird species of conservation concern identified in the recently completed Second Breeding Bird Atlas of Pennsylvania; and with the Fish & Boat Commission about timber rattlesnakes, a state-listed species.  Critical areas for these species should be avoided.  (2) Access the Carbon County site from the top of the Plateau rather than from below, to minimize erosion along the 1,100-foot vertical gradient.  (3) Communicate with neighbors to minimize any community concerns such as visual and sound impacts.  (4) Use existing roads or cleared areas where possible.  (5) Preclude the development of wind generation in barrens habitats as identified by the Conservancy and the Pennsylvania Natural Heritage Program.  (6) Avoid or offset any new disturbance to large contiguous forest patches (>2,000 acres), as identified in consultation with the Conservancy, and sensitive biodiversity areas, as identified in consultation with the Pennsylvania Natural Heritage Program.

F)
Agriculture:  Agriculture will be allowed on existing agricultural lands subject to state agricultural Best Management Practices to protect soil and water quality.  Livestock will be excluded unless allowed by mutual agreement between the Authority and the Conservancy.  Restoration of fallow fields to forest and/or barrens will not be precluded.  Nothing in this Agreement will preclude the Authority from entering into an agricultural easement on existing agricultural lands.

G)
Communication:  Regular and sufficient communication is needed between all Parties to assess performance and address concerns in a timely manner.  At least one annual meeting between the Authority and the Conservancy is required for forest management review and legal monitoring and additional meetings with the Authority, and the Authority’s representatives (e.g., forester, logger and other service providers) will be conducted with the Conservancy as needed to ensure successfully compliance with the Forest Management Plan.  Blue Source will provide the Authority with periodic updates for the purposes of reviewing past and forecasting potential future performance of the carbon component of the project.
H) Forest Management Plan: The Authority will be required to follow a Forest Management Plan meeting the requirements below for the duration of the Working Forest Management Agreement. 

i)
Certification Standard: The Forest Management Plan will meet a highly credible, independent, third-party verified forest certification standard acceptable to both the Authority and the Conservancy.  The preferred forest certification system will be specified as the current and regionally applicable Forest Stewardship Council (FSC) Standard and its successors.  

ii)
Cost and Responsibility: Within twelve (12) months of signing the Working Forest Management Agreement, the Conservancy will at its cost and on the Authority’s behalf meet the FSC forest management requirement by preparing the first ten (10) year Forest Management Plan including all inventory and data analysis necessary to meet the applicable FSC certification standard.  Forest Management Plans prepared beyond the initial ten (10) year Carbon Development and Marketing Agreement period will be completed at the sole responsibility and cost of the Authority for the remainder of the Working Forest Management Agreement unless otherwise agreed upon by the Authority and the Conservancy. 

iii)
Review and Approval: Forest Management Plan prepared during the term of the Working Forest Management Agreement by any entity other than the Conservancy will require the Conservancy’s review and approval.  

iv)
Components: The Forest Management Plan will have the following minimum components regardless of the forest certification standard in place: 

· Define forest management objectives.

· Include forest stand descriptions, species, age classes, and volumes.

· Include descriptions of non-forest habitats including barrens and agricultural lands.

· Describe means by which forest stands will be managed for and maintained in naturally occurring species.

· Map forest stands, roads, and outstanding ecological features.
· Describe strategies to identify and protect and maintain threatened and endangered species, habitats, cultural sites, wetlands and riparian buffers and include location maps of these features. 
· Describe method(s) for adequate forest regeneration of ecologically and economically desirable tree species following timber harvesting.
· Describe recommended actions for restoring and maintaining high quality barrens including, but not limited to mechanical, prescribed fire, and chemical treatments.
· Metrics ensuring that onsite carbon stocks at the end of the crediting period under the Carbon Development and marketing Agreement between the Authority and Blue Source are in place for 50 years after the last year carbon is sold under the Carbon Development and Marketing Agreement.
v)
Harvest Plans:  Harvest plans are considered integral to the Forest Management Plan and must be prepared prior to any substantial harvesting operation.  Specifically, harvest plans will: follow forestry Best Management Practices, limit no-retention clearcut size, and limit the use of chemicals except for invasive species control and silvicultural purposes.  Log yards and skid trails must be described and delineated in the harvest plan.  Conservancy staff, the Authority’s representative(s) (e.g., forester and harvesting professional) must meet on-site prior to harvesting to review placement, construction, and decommission of log yards, skid trails, and haul roads (when applicable).  The Authority will notify the Conservancy at least 60 days prior to any harvesting taking place on the property.
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