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Note:  American Farmland Trust (AFT), Stearns SWCD and the Sauk River Watershed District held a listening sessions with farmers in the Sauk River Watershed to help guide the development of the Conservation Marketplace of Minnesota (CMM), a  regional water quality trading (WQT)and ecosystem services market.  This market will allow various entities to purchase nutrient, carbon, habitat and other environmental credits from agricultural producers in three watersheds in Minnesota.  
Melrose, MN
American Farmland Trust partnered with the Stearns Soil and Water Conservation District and the Sauk River Watershed District to identify and invite producers to the Melrose, MN workshop.  Nine producers attended the Melrose workshop.  Jim Klang, with Kieser and Associates, LLC, a partner in the Conservation Marketplace of Minnesota project, provided an overview of WQT and ecosystem services markets to the group.  We then launched into a discussion prompted by a number of questions addressing issues producers likely will face in these markets.  We developed a list of question in advance of the workshop to help guide the discussion.  The following notes summarize what we heard and highlight some of the concerns and thoughts from participants about these emerging markets.  The workshop participants showed general enthusiasm and support for WQT and ecosystem service markets; however, they expressed concerns about where the market sets its baseline (how many conservation practices, if any, a producer must implement before being able to trade), how the market will fit with current federal and state conservation cost-share programs, what the actual payments might be from selling nutrient credits, how farmers can generate and sell credits on rented land and how farmers will get accurate information about the opportunity to participate.
Overview of Water Quality Trading and Ecosystem Service Markets
Regulated point sources like municipal wastewater treatment plants and industry are required to meet water quality standards by treating or reducing their discharges and, as standards become more stringent, treatment costs can go up. Water quality trading (WQT) is a flexible tool that applies a watershed approach to address persistent sediment and nutrient loading (total phosphorus and total nitrogen).  Trading can provide a “bridge” between the silos of National Pollutant Discharge Elimination System (NPDES) permits for point sources and non-permitted nonpoint source runoff land uses that use conservation programs for reductions in pollutant loading. Point sources with new effluent limits, facing high treatment costs may be able to trade with other nonpoint sources, such as agricultural row cropping, that have lower costs or with producers in the watershed who can implement conservation practices to keep nutrients and soil sediment from leaving their fields.

Bioaccumulate pollutants such as PCBs and mercury, toxic metals and other non-persistent pollutants are not tradable. Water quality trading with producers can provide multiple benefits for the watershed that traditional structural wastewater treatment upgrade solutions did not provide since the best management practices (BMP) that producers implement not only address the pollutant of concern but can also address other pollutants (e.g., soil sediment), create wildlife habitat, enhance canopies to shade creeks and streams and lower temperatures, stabilize stream banks, reduce the flow velocity during heavy rains, create wetlands, preserve floodplains that all increase the assimilative capacity of the watershed. Generally, WQT credits can only be produced and traded within the same defined watershed or area. For producers to be able to generate credits, program managers and watershed authorities must decide what conservation practices producers must implement before being able to sell credits since they are looking for further reductions of nutrients in the watershed (baseline requirements). A wide variety of baseline requirements have occurred in different markets previously set up across the nation.   Some programs have defined baselines as the documented practices used by producers in the last three to five years, or others have referenced those practices that producers must implement to reach Total Maximum Daily Load (TMDL) allocation goals.
Other ecosystem service transactions may be funding by entities wishing to be carbon neutral, increase wildlife habitat or protect drinking source water supplies.   These programs may or may not be as limited by spatial boundaries; habitat for eligibility boundaries, for instance, consider the regional extent of the wildlife in question while wellhead protection is often more limited by groundwater travel time and has a smaller eligible boundary.   The baselines for these programs will also vary from none to provisions to prevent double dipping.  
Question & Answer Session
Before we could begin asking our question the attendees began the Q & A session with several comments and questions.

(comment) Several farmers noted one of the advantages of these markets is flexibility in comparison to existing Federal programs, i.e., existing programs are too stringent in the application and enrollment process.  We also explained there could also be flexibility in other ways.  For example, haying of buffer strips and establishing pollinator of other types of habitat in buffers, waterways and field borders.  One farmer indicated that they didn’t have a lot of available land to generate credits, but haying flexibility would be very attractive and that this program would not require them to lock up land for future use with kids coming back to farm.

(question)  How will the program be marketed?  There are many potential outlets for marketing the trading program.  They include, private crop consultants, CMM Certified Field Representatives, trade associations such as MN Milk, Turkey Growers and others, SWCDs, radio, etc.  Several farmers offered suggestions on improving marketing of the program, such as using big terminology is intimidating and will lose farmers attention and hearing the term regulators at the same time is a negative.  Jim Klang suggested sending out a survey to come up with relatable terms and one farmer commented this is already happening for the “breakfast on the farm” program and would be willing to assist.  One farmer commented that trading terminology is a negative and it gives the impression that middlemen are taking part of the profits.  Another farmer commented that this program should be introduced to local universities, where this information can be taught to kids that are coming back to the farm for management after graduation and the younger generation is more willing to accept new ideas.

As a follow-up to the marketing discussion we asked the group where do you get your information.  There were several comments from the group.  One farmer commented you don’t walk into a farm show and seek this information.  You want to get information from a trusted source.  For example, you could get information from a source like KASM (local ag radio station?) or other farmers.  The farmer could then go to the Internet for follow up information.  An FSA or other ag related newsletter would also be a trusted source.  Bankers help promote the Conservation Stewardship Program, especially the economics of the program and may be another trusted resource.  One farmer suggested piggybacking the information with a trusted resource, such as information from co-ops or trade association newsletters.  You need to have something that people are going to look at.  If it is on its own it probably will be ignored.

Finally, one of the farmers commented that the key to adoption of a new program is having the handholding and assistance to work through the paperwork.  Landowners do care about their land and how they use it and a good experience will lead to more conservation work being done.  

Facilitated Discussion

General Questions Regarding CMM

1. How do you feel about the goals of the CMM project, the goals of local organizers and the involvement of outside organizations like AFT?  The farmers agreed that anything that is a win/win and benefits all players is a good program.  
2. How do you feel about the involvement of outside organizations like AFT?  The farmers asked questions about what AFT does.  Brian explained that AFT has many roles: national ag policy, farmland preservation program, helping develop trading markets and conservation practice adoption.  Brian also explained that this was AFT’s first significant foray into developing trading markets.  The farmers indicated that involvement of outside organizations was acceptable as long as their intentions were transparent and positive.

3. (farmer question) Where is MN compared to other states for eco markets?  Jim Klang provided an update.  Jim explained there are approximately 70 programs nationally and ~6 currently operating with relatively higher volumes of trades.  He also introduced the idea of stacking or selling multiple credits.

4. (farmer question) When do you see the first transaction taking place? In the next year.

5. (farmer question) Will there be an open public market?  Brian explained how we would like to have a Request for Applications (RFA) process. In the future we could potentially incorporate the use of a trade registry to list those wanting to buy and sell credits, but in the interim we will utilize the RFA process.  Jim highlighted some trade registries already in place (Minneapolis Bioexchange, Markit, Mission Earth).

6. (farmer comment)  One farmer indicated concern regarding baseline requirements and that there would be limited opportunities for good stewards.  He suggested we should have different payment options for good stewards.  These people are generally the producers that are willing to adopt new practices unlike the bad stewards.  Setting the baseline very high would limit the potential for many landowners to participate because they have already implemented many BMPs.  


We explained that a requirement of trading is that the practice the farmer implements must be additional and provide an environmental uplift.  In some cases Federal programs can be used to get the farmer to baseline and this project could be way to get additional environmental uplift.  However, a comment was made by one farmer that we may not want to set the baseline too high to help bring the late adopter into program.  

7. (farmer comment) The green acres program creates an adverse impact on the environment.  Tax levels are a major motivator for farm management.  

8. (question) How do we get all producers to the table?  In general, the attendees responded that the program needs to be as simple as possible.  We need to eliminate the fear factor in the community.  You need to have a level of trust.  It needs to be clear what is going to happen and when and who a farmer goes to if there are questions.  Also, the farmers want to know who will back you up on your decisions or provide you assistance.  

Market Questions:

9. (question) Who are the most trusted points of contact and who would be best as a trusted resource as a Certified Field Representative?  The farmers mentioned many trusted resources including: crop insurance provider that can work alongside an agronomist. co-ops/cca’s, farm lenders (at least to educate about program), farm business instructors (finpack), extension educators.

10. (question) Who do you trust to monitor BMP implementation and complete credit calculations?  Farmers answered mostly crop consultants and SWCD personnel.  They also mentioned that using crop consultants might be a conflict of interest, depending on the business relationship with the farmer.  

11. (question) Is there anyone or any group that you are not comfortable with visiting your farm or being involved in the trading process:  The farmers answered Environmental Service Division (ESD) and Minnesota Pollution Control Agency (MPCA).  A question was raised on the inspection process regarding whether farm visits would be un-announced.  Unexpected guests are not welcome.  Bio-security protocol is needed and that visitors can not go from a hog to turkey facility for at least 4 days.  There are many bio-security needs for barns and whole farms.  We explained that farm visits would be scheduled in advance.

12. (question) Do you prefer a local partner for the trading program or does it matter if there is a regional partner?  The farmers indicated that local partners are preferred and seen as more legitimate.  There would be more interaction and a higher level of trust.  Also, issues are more localized and would have the advantage of local partners knowing those issues.

13. (question) What are the characteristics you will look for in a tool that helps calculate impacts of trading on your bottom line?  The farmers asked questions regarding the different calculator variables and how that applies to their farm.  Jim explained in most cases credits are calculated from a model that uses that latest science/knowledge to establish the model.  The farmers indicated they do not need to know the exact variable being calculated as long as the models and credit calculators utilize local inputs for the calculations.  In general, USDA calculators are not trusted.  This group prefers project partners developing the calculators using regional inputs.

14. (question) Is it important to know the exact reductions you are selling or is it important to know that producers are being treated fairly under the same calculators?  Overwhelmingly the farmers want to know they are generating an environmental benefit and doing some good, not just following the rules of a program.  It is sufficient to know what the payment rate is and that everyone is evaluated with the same tools even though the calculations provide an approximation of the benefit.

15. (question) Would you like to see a formal clearinghouse that assembles information from both buyers and sellers and, if so, how would you like that information displayed to maintain confidentiality?  The farmers felt much of this information is already available via the internet.  It was discussed that more interest would be on the buyer and them meeting their regulatory permit requirements.  One suggestion was to conduct a silent auction to maintain a level of privacy.  They also commented it would be acceptable to list buyers and sellers, but not with payment amounts.  This way you have control over the information that is released.  A clearinghouse will also be helpful in identifying other opportunities.

16. (question)  Do you need to see an upfront, significant investment from a credit buyer to convince you to participate in the program?  One farmer thought that if too much money is put up in the beginning, it might create a market bubble and not be sustainable.    Others didn’t care as long as they had a valid contract and were getting paid for their performance.  We also had a discussion on structure of contracts.  Contracts can be structured various ways.  For example, they could be structured to pay a significant amount up front (50% upfront and 50% at completion).  It would likely vary based on financial stability of producers and the type of practice being implemented.  The farmers would like to see assurances that money will be there at the completion of the practice, such as money going into escrow.

17. (question)What happens if plans change and the land that is committed to a contract?  The farmers would like to see some flexibility, depending on the practice, that the contract could be shifted to other acres in the farm operation.  What makes this valuable is the large percentage of cash rented land.  Most rented land is on short term contracts and if the land is lost to another renter, the farmer may have to void the trading contract unless he can switch the practice to other acres in his operation.  The farmers commented that renters make trading nearly impossible.  If you would tie up the land, the landowner would want the payment.  One farmer said, “Relationships don’t mean anything with high rental rates.”  This may vary if the corporation owns the land.

18. (question) Would you be interested in visiting a field demonstration site where there is an active contract for a parcel of land/practice?  The farmers indicated that if people know you can learn about an opportunity to make some money and get a free lunch they will be there.

19. (question) Is this something you would participate in? The farmers answered, “Show me the money.”  They indicated that if the economics were positive they would participate in a trading program.  Some final thoughts from the farmers indicated that we had a positive and interesting program.  Also, they said to do everything possible to keep administrative costs low.  
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