RRBC Technical Committee

April 27, 2011

GWRC  Conference Room

10:00 a.m.

Attending:

Kevin Byrnes, GWRC

Chris Pomeroy, Aqua Law

Kevin Utt, City of Fredericksburg

Michael Collins, Conserv

Buck Kline, VA DOF

Eldon James, RRBC staff

Steve Hubble, Stafford County Public Works

Jenn Allen, FOR

Ed Petrovich, Spotsylvania Utilities

Chip Rice, VA DCR/VCU

Al Weed, Public Policy Virginia
Mac Saphir, Hanover-Caroline SWCD, RRBC Member
Corey Simonpietri, ACF Environmental

Dan Spethman, Working Lands Investment Partners

On phone:

Joe Grzeika, King George

Bill Latane, VFBF

Mary Sherrill, Fauquier Community Development

Dusty Hall, Miami Conservancy District

Welcome and Introductions: All the attendees around the table and on the phone introduced themselves. 

The Great Miami River Watershed Water Quality Nutrient Trading Program — Dusty Hall, Program Development Manager, Miami (Ohio) Conservancy District

Mr. James asked Mike Collins to introduce Mr. Hall.  Mr. Collins introduced Mr. Hall and discussed his credentials with The Miami Conservancy District, where he facilitates the establishment of innovative water-based programs and services to enhance sustainability within the Great Miami River Watershed.  Mr. Hall said he has heard the Commission has worked very successfully on water allocation issues, and commended them for their work.  He said most of his previous work as a change agent has given him the opportunity to work for better outcomes, especially government programs.  Mr. Hall discussed how the Miami Conservancy District was formed after a major flood in Ohio in 1913, the legislature decided they needed to resolve the watershed wide issues.  The state authorized the Ohio Conservancy Act, primarily for flood control purposes.  He discussed some of the programs and services including the and police powers they posses.  He added that they do not use the powers today, but they needed to use eminent domain in the very beginning, which left an indelible mark with the ag industry in the area.  He said everything they do is assessment-based or by contract with no general fund money.  Mr. Hall discussed how the watershed lays out covering 4,000 square miles, and parts of 14 counties.  He said the land use is dominated by ag accounting for 70%, and ag and food production accounting for 98 billion dollars per year for Ohio’s economy.  He also discussed how the urban areas are downstream and across the watershed there are about 6,000 miles of rivers and streams. 

Mr. Collins asked Mr. Hall to discuss the relationship of the conservancy to the SWCDs in the state.  Mr. Hall talked about how the Conservancy depends on the SWCDs as an essential component of the trading program.  Each county has its on SWCD.  He also talked about Ohio’s Great Corridor and how the cities are connected by land trails, which are backed by a significant marketing push to create these.  He talked about a recent river summit and how the cities and agriculture leaders are now coming together for the same purpose.  Mr. Rice asked if they have a nutrient standard in their rivers.  He said they do not.  Mr. Hall discussed that the watershed is ultimately a source for the Gulf of Mexico and that Ohio is part of the “dirty nine” who contribute nitrogen and phosphorus.  Mr. Hall said when the Conservancy did the program development, they had a document in hand that said the nutrient criteria could be in place for lakes in 2005, and rivers/streams in 2007.  He said they decided it would be good to have the ability to contemplate trading as an option.  He said they had to orchestrate the conversation for stakeholders to get on board to design a program for early participation of trading efforts, so they could develop the infrastructure and trading around the program. 

He discussed how the participants worked to get the criteria in place.  He explained what water quality trading is and what their definition is.  Mr. Hall discussed the design and the brokerage roll, with the county SWCD serving as the local aggregators.  He also talked about other roles including those of regulatory agencies.  Mr. Hall noted some for the issues associated with the design of the plan.  He talked about how the SWCD and the MRCD staff work in the field and already have an existing relationship with the farmers to identify and submit the applications for the projects.  They also qualify the reductions, use a uniformed approach using a nutrient reduction spreadsheet, perform annual inspections, and identify failed projects.  He discussed the credit generating “baseline”.  He said in the beginning the plan was that they were going to do everything they can to get the “non adopters” in the program because they will get the most quality benefits for the least amount.  Mr. Hall discussed how the buyers want credit assurance. He explained how the samples are collected and how often, and how the model speaks to the “commodification” of the credit. 

Mr. Hall discussed how Ohio is on a five-year rotating basis cycle to do a full assessment of the watershed.  He said on the last cycle, they found the data set on the first TMDL was way off.  Mr. Hall was asked how do we convince buyers to participate if they do not have a regulatory requirement.  He said they wanted to see what the market looked like, see if they would have buyers and sellers, see what the scope of the seller participation is, and see what the pricing is. Otherwise, they could not make a decision about whether to trade.  He said they created a fairly substantial incentive to help the buyers with their rates.  He said they were able to leverage some substantial grant funds to help cover the baseline.  He reviewed the program process and how it works.  He added that a SWCD will enter into an agreement and 100% of the project is paid to the SWCD up front.  Mr. Saphir asked who sets up the criteria for the SWCD to follow.  Mr. Hall said there is an application form that requires them to run the calculations, which are standard across the board.  He said they ship the information to DNR to review the calculations, and if they find something suspicious they do field checks.  He added that SWCDs may include their project time in the bids, so this can become a contributor resource for staff.  He reviewed how they are in the constant data collection business.  His message through the adaptive implementation is that too much time is wasted to make things perfect, and that we are all smart enough to not do something stupid. 

Mr. Hall said currently they are in their 10th RFP round, with 345 ag projects reducing 500 tons of nutrients.  The payment total amount is about $1.5 million, with a cost of $1.53 per pound of nutrients reduced, including the cost of the SWCD administration.  He added that they have seen an explosion in cover crops that captures the nutrients and holds them for use.  He discussed the funding status and noted that they have no full-time staff for the project.  Mr. Byrnes asked what they allow for land application of biosolids.  Mr. Hall said it depends on the class of biosolids and that the program has not touched that practice, but there has been some interest in it from buyers to generate credits.  Mr. Rice asked if there was any level of nutrient planning or whole farm planning.  Mr. Hall said there were edge-of-field benefits, and they have worked with the Ohio Farm Bureau on trading to work with all private sector folks, to identify how they can link the two. Mr. Grzeika noted that this is directly applicable to us in the ag component and asked about the cost of sub segment monitoring.  Mr. Hall estimated 125K to 130K a year for the staff time, service for water quality collection machines, and lab fees.  Mr. Hall noted that all the communities, including political and ag, have come together for a shared vision on how to develop this up and down the watershed. 

Mr. Spathman asked if the investment of the wastewater treatment plant into the capitol fund pays for the practices that you buy at the reverse auction, and if there is no ongoing revenue stream to farmers, who adopts these practices.  Is it just to get to the baseline and hope they maintain it. Mr. Hall said if a farmer is voluntarily putting a practice in place that is new, then they have met the baseline, as long as it is not required for some other reason.  He said the typical practice is five years.  The SWCD pays out to the farmer over a five-year period but that’s not cast in stone. Mr. Spathman asked if farmers who increase in the program have a net increase in revenues while participating.  Mr. Hall said they do not, unless a farmer is trying to increase their sustainability piece they will not bid lower than what it costs them.  He added they are able to offset with a fertilizer with cover crops to apply less.  Mr. Latane said he greatly appreciates the presentation and one of the key points is good data on the water quality, which is one thing they have struggled with over the years in Virginia of not trusting the Chesapeake Bay modeling.  He said he would like to see some of the differences between Ohio and Virginia ag practices.  Mr. Hall said they did have more conservation tillage from the buyers using practices already on the ground.  Some of the areas are 80% and some more advanced than others, with others trying to maximize a short-term yield.  He said the Ohio Farm Bureau Federation has been an invaluable partner and they love the idea of a volunteer program being successful. 

Mr. Hall noted that even after collecting 5-6 years of continued data, you will never get to a place where you have perfect knowledge of what is in the water.  In some cases we can take the first half of one year and combine it with the second half of another year and put the two data sets together to average annual precipitation patterns.  He said they would not have the data without the trading program because it funds this.  Mr. Latane said they have to have the data and have to have the validity to get people to buy into it.  Mr. Pomeroy asked Mr. Hall to comment on the design of the insurance pool from a compliance assurance perspective.  Mr. Hall said the insurance pool is a place to dump extra credits.  These projects will generate reductions that go into the pool and can live there for five months.  Because you are in the NPDES environment and we are not, we don’t care what goes in there, but the longer we can wait what goes in there the better because this gets replacement offset or they get retired.  He added if buyers wait until they have a specific regulatory obligation, some of their credit that they have to buy go into that pool. The latecomers help insure the program for the founding participants.  He said they can get by with less than 5% in cases, we have had problems with management practices the Board of Supervisors have found a way to offset to generate the credits.  He explained how this occurs. Essentially what happen they will get a report that something failed, they have a contingency plan that goes through the process, and if all that fails, they will dip into the insurance pool to help with the credit needs for the buyer.  Mr. Pomeroy asked whether there would need to be an aggregator or can it be done on the model of two party transactions.  He asked if Mr. Hall found it necessary through the MCD and SWCD to make that market through the reverse auction process, and did they do it as a necessity.  Mr. Hall said they did it as a pilot and that the annual tracking of 345 inspection reports is daunting and that some of the online registrations could be invaluable.  He explained that because they were operating as they wanted, to keep government entities on the forefront for any necessary arm twisting.  He said in the future, he is looking at the SWCD to form a joint board to do more of the program administration.  He said there is a whole variety of ways and the options need to be explored, but most of the trust issues are taken care of.  Mr. Byrnes asked if the MS4 players in the program.  Mr. Hall said they gave those communities a choice but they felt it was not the time for it.  He added that the infrastructure is in place if they want to come in later.  Ms. Allen asked about the motivation of the farmers to participate; is it making money for trading and not credit.  Why would they want this and not a typical incentive program.  Mr. Hall said there is some very creative linkage going on with the programs through CSP funding, even though you cannot bring the practices already funded.  He added that they made the application process as simple as possible and that there may be some attraction to it because there is no state or federal money attached to it, even though there are grants.  He said he thinks there is a whole host of reasons why adopters are drawn to the program, but some just like the idea of the boots on the ground. 

Mr. Byrnes asked if the establishment of the credit trading program has fostered any independent operators to put together a proposal to implement some BMP that they can get credit for, and has there been any facilitation of that dialogue.  Mr. Hall said it has not happened yet but it is a very good idea.  Mr. Byrnes asked if the farmers can be anymore competitive in the process to that approach.  Mr. Hall noted that it depends on how questions are answered.  If the answer is yes, they come in with a lower bid, and they get the money; if the answer is no, they come in with a higher bid, and may not get the money.  He added there is a whole series of criteria if they come in with a tie, and if people know the threshold, they would come in right up to the wire. Mr. Hall mentioned that The Ohio State University is a key player in modifying this process.

Mr. Collins said he referred to Mr. Hall’s function in the program as a broker. He asked what do they call this, and will it continue to be a brokerage.  Mr. Hall said we intake the credits, purchase, and allocate the credits, and could be considered as a brokerage, with the SWCDs serving as aggregators.  He added that they pride themselves as doing what they are uniquely able to do, and that the joint board has the ability to do everything except for the flow and water monitoring. Mr. Collins said what has been proposed here is a private entity and confirmed that MCD is a public division of the state.  Mr. Collins asked if there were any fundamental problems having this through a private entity.  Mr. Hall said you would like to be protective of the farmers, but just can’t do it until there is a greater level of trust.  The way this program works is there is no transfer of loans from the permit holder, so the state will have to have access to transparency in the entire documentation path that shows how the program is managed.  As long as this can be provided this entity, private or public, is workable. 

Mr. Utt asked if all the dams and levies were in place when this was all set up.  Mr. Hall said they were all in place and built up in 1922 with the ag land taken by eminent domain after the big flood. Mr. Collins asked what is running is fully deployed.  Mr. Hall said the Electric Power Research Institute Project is taking something that looks like our project into a multi state arena. Probably an interstate trade or two will proceed a scale up, which will probably occur after Ohio issues its nutrient criteria proposal.  He feels that they will have a crush of interest, and currently, they have closed the doors on interested parties.  Mr. Petrovich said he applauds Ohio for starting a voluntary program before they are forced to do this through regulatory actions.  He said in Virginia they pick on the wastewater treatment plants first, and that it would have been nice to have something like this to allow more time to provide capital for the upgrades needed on the plants. He said they do have a nutrient credit exchange that most of the wastewater plants participate in, and they do see some opportunity as they move forward with MS4 projects and TMDLs for ag. Mr. Hall said the fact is if you don’t have the infrastructure in place, you cannot have the conversation. 

Mr. Rice said there are some unique characteristics about the Conservancy and the watersheds that make this project viable in Ohio.  He asked if there are other districts exploring this.  Mr. Hall said all the SWCDs have come together to form a joint board, which involves 22 counties.  Mr. Weed said the early adopters issue is that we may have something in place to have baseline requirements, before anyone can do any nutrient credit trading.  He explained how this might work with higher value credits.  Mr. Hall said this is the kind of creativity that helps build the program.  He added that they were not in the position originally to go out to “non adopters”.  Mr. James said they are clearly going to have a baseline discussion.  Mr. Saphir said it sounds like Ohio has a clearer dialogue going on with the National EPA.  He added that the problem is the WIP and the Chesapeake Bay TMDL.  Mr. Saphir said his reaction is that he is not sure we are in the same situation with everything going on in the state.  All the different parties are pulling the SWCD in different directions.  Mr. Weed discussed the concept of an aggregator and Mr. Collins said the position may work better as a natural resource manager.  Mr. Hall discussed how through the help of a Senator, he was able to influence the EPA region.  He said once the region was on board with the plan, the state came on board.  He said he feels the RRBC is in a great position to resolve the issue.  Mr. Rice confirmed that each county has its own SWCD, which is different from Virginia.  Mr. James also noted that we are a Dillon Rule state and unless the General Assembly grants approval, we can’t do it.  Mr. Kline asked what kind of accounting was used to generate the money for this project.  Mr. Hall said it came from a conservation innovation grant.  He added that Ohio rules will allow the Federal Farm Bill to generate credits from the portion of what the farmers generate.  Mr. Spethman asked about a secondary market for federal investment.  Mr. Hall said he is anxious to get some buyers from the Gulf investing money in the headwaters.  Mr. Weed asked who will help with staffing after the pilot project is scaled up.  Mr. Hall said it will be a combination of the two entities, the SWCD and the Conservancy.  Mr. Weed also noted that he sees aggregators on the private side as crop consultants. 

Mr. James thanked Mr. Hall for the presentation and concluded the discussion by stating that if we have something that makes sense, it should be presented to the Commission at the fall meeting.  He suggested that something may then be put forward on the ag or wastewater side.  Mr. Pomeroy said he would like to review the RFP, contract and application from the trading program and discuss it with the RRBC Technical Committee.

Discussion of State Regulatory/Administrative Activities (members):

Nutrient Credit Exchange Expansion Study  - (Mr. Collins, Mr. James and Mr. Pomeroy)

Water Reuse RA - (Mr. James, Mr. Pomeroy)

WIP Phase 2 - (Mr. Grzeika, Mr. Pomeroy) Mr. James said Mr. Baxter is making the WIP presentation to Rapp/Rapidan today so could not be with us.  He said Mr. Baxter hopes to talk with Mr. Hall.
Brief Update Projects in Development - Trust for a Clean Water Economy

DOF NFWF Grant Proposal - Mr. Kline reported that the grant pre-proposal was not approved and they were not asked to go to the final stage of application for the grant.

Fredericksburg-Caroline AP Hill Energy and Environmental Efficiency

- Mr. James reported that they have a meeting scheduled with the Navy in Dahlgren concerning the use of biofuel. He said they are in the beginning discussion phase on the biomass project and talking about the degree of opportunity there may be in the area.

Bay-Friendly Yard Certification - Mr. Collins said the name needs to be changed to “River Friendly” instead of “Bay Friendly”.  There was also some discussion on the trading protocol between lawn to river-friendly yard conversion.  Mr. Collins said a scope and budget development is underway and will be completed within a month. 

Nutrient Neutral Highway - Mr. James said that the Fredericksburg Area Metropolitan Organization is working with the George Washington Toll Roads Authority in moving forward with the planning for the new toll road.  We have met with the GWTRA and with FAMPO staff to discuss the concept and will be having more discussions in the future. 
Other: Mr. Utz announced that the City has hired an engineer to gather all the data concerning the Rappahannock River Feasibility Study for the upper reaches of the river.  He said the City can partner with them moving into the next stages of the scope of the upper reach of restoration practices.

Meeting Schedule:

May 25

June 29

Confirm Action Items;

• Talk about items to bring forward to further this discussion Mr. James asked if there is something we should be talking about to make sure policy makers are learning this. 

• Mr. Latane will discuss the Farm Bureau perspective comparing Ohio to Virginia as far as ag. 

The meeting concluded at 12:20.
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