WV Potomac Water Quality Trading 

Steering Committee Meeting Summary
July 11, 2007

WVDA Office, Moorefield, WV

Attendance:  Carla Hardy (WVCA); Patrick Bowen (NRCS);  Matt Monroe (WVDA); Don Michaels (WV Farm Bureau); Bryan Moore (TU); Michael Schwartz (Freshwater Institute); Kevin Hinkle (USDA/FSA); Jon St. John, Mindy Selman* (World Resources Institute; Bob Williams (Dominion Resources); Bill Brannon, Jennifer Pauer, Mike Warwick, Randy Sovic (DEP); Patricia Gleason (EPA); Tom Brand, Rick Herd, Alyse Schrecongost, Tatiana Borisova* (WVU); Fred Blackmere (EPHBA/JCCEP).
*participated by conference call. 
NEXT MEETING: WVDEP in Charleston toward the end of September.  All subcommittees should meet before this to develop written comments and suggestions for the trading framework.  
Progress Updates:

Public Service Commission Meeting in May – Alyse made presentation to wastewater team at PSC to give a general description of the Bay Program Implementation Strategy and its related implications for the regulated Pt Source Community including new nutrient requirement language in Section D of the NPDES permits for facilities in the Potomac drainage. 
WVDEP Meeting in June – Bill Brannon described outcomes of May 29th meeting on water quality trading w/ core team members and key members of his staff.  Summary of meeting outcomes is posted on our website at: http://wvwri.nrcce.wvu.edu/programs/pwqb/docs/2007_June_29-notesCharleston.doc .  WVU owes DEP brief summary of anticipated implications for including/excluding NPDES permittees w/ design flows under 50K gpd for consideration during the design and application of nutrient requirements. 
Nutrient Net Subcommittee – Jon St. John gave an update on the fine tuning work that the subcommittee is tackling in order to tailor the PA nutrient net model runs for application in WV.  Discussion about the extent to which Ches Bay Model BMP efficiencies might change btwn the Phase IV & Phase V, but the model can be updated to account for changes when Phase V is completed.  Hoping to complete the model over the next month or two and provide a demonstration run next meeting.

Rockymarsh Run EPA Targeted Watershed Grant – Freshwater Institute & Trout Unlimited are partnering to generate and sell demonstration offsets under the Targeted grant.  Innovative aspects of this project include the emphasis on using Bay-driven offset demand to fund projects with local economic development and environmental benefits ancillary to cleaning up the Bay (e.g. reducing water temp for Brooke trout habitat through forested riparian buffers, increasing development home values by leaving in trees and investing in green design, etc).  The project also tackles the most challenging category of nutrient sources – urban, mixed/open. 
Formation of Subcommittees: 

1. Nutrient Net (existing)

2. Point Source – to be chaired by Joe Hankins

3. NPS- Ag & Forestry – to be chaired by Don Michaels

4. NPS- Urban, Mixed/Open – to be co-chaired by Fred Blackmer, chair still open.

Current volunteers on spreadsheet attached.  Please add names and addresses as indicated if there is data missing for your contact information or if you would like to add others to a subcommittee, please highlight changes and return spreadsheet to amschrecongost@mail.wvu.edu.  Thanks.

Review of working draft WQ Trading framework:  
Mindy Selman, WRI, reviewed the various functions of trading ratios, related them to the purpose of thresholds, and suggested that in suggestions that each subcommittee make for the trading ratios, that we describe the function of each portion above 1:1.  Her trading ratio brief was handed out and is attached to the end of these minutes.

WV Trading Framework Table distributed and used for discussion.  New table to be slightly revised based on our discussion will be posted on our site by 7/18.

A lot of discussion focused on various options for the bank/broker infrastructure. Options discussed included using new staff at one or both CD offices, developing a Watershed Improvement District, using the RC&D, touching base with the ICPRB. Related questions touched on the proposed flow of S&D of credits, pricing and verification/monitoring of credit-generating BMPs.  WVU will develop a basic flow diagram of how the bank/broker infrastructure could be set up.  This will be posted on our site by 7/18.
Policy question arose regarding whether or not permitted facilities have to meet design flow x concentration limits at the facility or if they can buy credits/offsets to meet the requirements. If credits/offsets would be an alternative, would that be a permanent provision or temporary one.  Also, ownership of waste load allocation will have to be determined or signaled in permit in the event of ownership transfer, shift in property/facility use, etc.  WVDEP will consider these questions internally. 

Additional comments were made on each element of the draft framework and discussion table provided.  Comments will be integrated into the revised draft as much as possible.
Draft Brief by World Resources Institute 

Trade Ratios

Trade ratios are used to account for various factors in a water quality trading program, and there are generally four different types: delivery ratios, uncertainty ratios, equivalency ratios, and retirement ratios. Any and all of these trade ratios can be used in a program since they are usually “stacked” and used together with one another for different purposes. Most trading ratios are expressed as a colon (e.g., a 2:1 trade ratio) meaning that for every two pounds of nutrient reduced, 1 credit is generated. Delivery ratios are usually expressed as a percentage.

Many programs use trading ratios, though the purpose of the trading ratio is often not clearly defined. In the Ohio trading rules, a 2:1 trading ratio is applied to non-point source reductions—ostensibly for uncertainty. However, if the trade takes place within a TMDL watershed, the trading ratio is 3:1. While it is not explicit, it can be assumed that the purpose of the larger trading ratio applied in TMDL watersheds is to realize a net water quality benefit from the non-point source BMP. In contrast, the permit for Southern Minnesota Beet Sugar clearly defines the required 2.6:1 trading ratio as follows: 1.0 for the basic load offsetting, 0.6 for "engineering safety factor reflecting potential site-to-site variations," and 1.0 for water quality improvement.  Below are descriptions of the four types of trade ratios used in water quality trading programs. 

Delivery Ratios

Delivery ratios (also called attenuation factors) are ratios applied to point and non-point source pollutant reductions to account for pollutant transport in a watershed. Unlike air markets, all reductions are not equal in water markets—a pound of nitrogen or phosphorus reduced upstream does not equal a pound of nitrogen or phosphorus reduced downstream. Pollutants are impacted by physical, chemical, and biological processes as they move through an ecosystem, which reduces their concentration and environmental impact. In a water quality trading program, delivery ratios are used to estimate what percentage of nutrients and sediment is delivered to a waterbody from a particular location within the watershed (such as a farm or WWTP location) and what percentage has been lost, or attenuated along the way. Applying a delivery ratio to pollutant reductions in a water quality trading program ensures that adequate credits are used to offset an increase in pollutant discharge elsewhere. 
Delivery ratios are generally recognized as an important element within water quality trading programs to ensure integrity of the program and fungibility of credits. However, many programs surveyed did not use delivery ratios. The leading reason for this is the difficulty in determining an appropriate ratio. Most delivery ratios are determined using a watershed fate and transport model—an effort that is beyond the capabilities of many programs due to funding and knowledge about such models. The states within the Chesapeake Bay watershed have the advantage of having access to the robust Chesapeake Bay Watershed Model which models nutrient fate and transport from over 300 watershed segments to the Chesapeake Bay. The Virginia and Pennsylvania programs use these model-derived delivery factors within their trading programs and apply them to point source and non-point source reductions. The Minnesota River Basin program also uses model-derived delivery factors to convert reductions into “Jordan Trading Units” which account for the attenuation of phosphorus from various points within the watershed to a monitoring point in Jordan, Minnesota. 

A few trading programs that WRI surveyed attempt to address fate and transport in a more simplistic manner. Some programs use a higher uncertainty ratio to account for nutrients lost through fate and transport. The South Nation Trading Program in Canada uses a high 4:1 trading ratio to compensate for delivery as well as uncertainty (whereas most trade ratios are not above 3:1). Other programs, such as the Great Miami in Ohio, only allow credits to be bought upstream of a purchasing facility to ensure adequate nutrient reductions have occurred for the needed trade, and to protect nutrient-sensitive headwaters.
Uncertainty Ratios

 Uncertainty ratios hedge against uncertainty regarding whether or not a non-point source credit-generating project will yield its estimated amount of reductions. The effectiveness of many BMPs varies based on weather conditions and storm events—the purpose of an uncertainty ratio is to mitigate risk if the BMP underperforms. A few programs like the Lower Boise Trading program (ID) and the Minnesota River Basin program, clearly define uncertainty ratios. In other programs, while not explicitly stated, it can be assumed that the ‘trade ratio’ applied to non-point source reductions is meant to address, at least in part, uncertainty. 

Equivalency Ratios

An equivalency ratio is used when one or more pollutants are traded in a market to achieve the same environmental result. Some pollutants have the same environmental effect, however one pollutant may be more potent than another at producing the effect. An equivalency ratio is needed to make the two pollutants equivalent to one another. Rahr Malting, which is regulated for chlorophyll biological oxygen demand (CBOD) applies a cross-parameter equivalency ratio of 8 pounds of CBOD for every pound of phosphorus. The ratio reflects a scientific assessment of the relative impacts on chlorophyll from phosphorus runoff and from CBOD discharge. 
Retirement Ratios

Lastly, a retirement ratio, or ‘environmental benefit ratio,’ can be used to ensure the program achieves a net water quality benefit. For example, Michigan’s Trading Rules stipulate that a 2:1 environmental benefit ratio be used for point source- non-point source trades, and a 1.1:1 environmental benefit ratio be used for point source-point source trades. When retirement ratios are used, a certain number of credits are retired with each trade, resulting in a greater overall water quality benefit.  

