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MEMORANDUM -

TO: Oregon Watershed Enhancement Board
FROM: Tom Byler, Executive Director

Renee Davis-Born, Ecosystem Services Coordinator

SUBJECT: Agenda Item O: Ecosystem Services Update
January 20-21, 2010 OWEB Board Meeting

l. Introduction

This report provides an update about two ecosystem services initiatives with which OWEB s
involved and additional efforts in the area of ecosystem services markets. The first part of the
report is a progress update on the Ecosystem Services LLC project supported with OWEB
Research funds. The second portion of this report is a status update about activities of the Senate
Bill 513 Ecosystem Services Markets Working Group, which is staffed by OWEB. The third
item is an update about work underway by the Willamette Partnership and others related to
ecosystem market development.

. OWERB Research Project on Ecosystem Services

OWEB has begun to investigate how traditional OWEB restoration and acquisition projects may
provide ecosystem services and how these investments may converge with ecosystem services
markets. At the March 2009 meeting, the Board approved $165,000 of Measure 66 Research
non-capital funds for an Ecosystem Services Module within the agency’s Research Program. As
the Board learned at the September 2009 meeting, a Request for Proposals process resulted in
OWEB contracting with Ecosystem Services LLC (ESS) and Ecotrust to evaluate how ecosystem
services markets may connect to restoration and conservation actions funded by OWEB. The
contract’s scope focuses on carbon-offset ecosystem services, but takes into account co-benefit
ecosystem services that result from carbon-related projects. This project will benefit the OWEB
Board and staff, local partners, and restoration and conservation practitioners by assessing the
alignment between ecosystem services markets and OWEB funded projects, and by describing
pathways by which local entities may participate in the ecosystem marketplace.

The research project by ESS and Ecotrust includes three phases of work:
1) Phase | — Identify current ecosystems services markets and potentially eligible OWEB
funded projects that have carbon-offset and co-benefit ecosystem services.
2) Phase Il — Evaluate the market opportunities for ecosystem services credits emerging
from OWEB funded projects.
3) Phase Il — Develop up to two pilot projects, focused on carbon offsets and co-benefit
ecosystem services, for market transactions.



Phase I is complete and consisted of a historical survey of past OWEB projects and their
potential carbon offset and co-benefit ecosystem services values. Given the focus on carbon,
ESS included both forest carbon projects (e.g., riparian plantings) and soil-carbon projects (e.g.,
rangeland management improvements and changes in agricultural practices). Other criteria
applied include: a) projects with a net gain in carbon sequestration; b) restoration projects
funded between January 2008 and July 2009; c¢) acquisition projects funded between January
2005 and June 2009; and d) projects greater than 10 acres in size.

A total of 39 restoration projects met these criteria. ESS then reviewed the amount and quality
of data available for each of these projects and categorized each project as having either “low” or
“high” amounts of key data needed for estimating carbon sequestration levels. While none of the
project descriptions contained enough analytical data to meet the rigorous standards required for
market-based projects, ESS was able to estimate carbon offset tonnage by making standard
assumptions where needed.

The projects rated “high” (a total of 12) are estimated to sequester a total of 275,500 tons of CO,
equivalent (the standard unit of measurement for sequestration) over a 50-year project
timeframe. This value translates into approximately $2 million in potential market value, based
on a representative per ton price of $7.50. This price is likely a conservative estimate given the
range of $0.10 per ton for low-quality carbon paid by the Chicago Climate Exchange to $30 per
ton for high-quality carbon in the regulated European market.

A total of 19 acquisition projects met these criteria. The projects rated “high” (a total of 16) are
estimated to sequester a total of 620,000 tons of CO, equivalent over a 50-year project
timeframe. This value translates into approximately $4.65 million in potential market value,
again based on a representative per ton price of $7.50.

While the Phase I review provides an estimated monetary value for carbon sequestration
emerging from a subset of OWEB funded projects, it does not assume that OWEB is preparing to
enter the market or that these values should be considered a revenue source for grantees or
OWEB. Policy issues such as these will require input and deliberation by the OWEB Board and
potentially could be discussed as part of the SB 513 Working Group process. In their final
report, ESS will describe characteristics of restoration and acquisition projects that have high
likelihood for market viability and the co-benefit ecosystem services that emerge from such
projects. They also will make recommendations to the agency about approaches to increase the
potential for OWEB funded projects to result in carbon offsets.

Phase Il includes several activities that will evaluate market opportunities for OWEB funded
projects. ESS will provide an overview of current voluntary markets for carbon offsets and both
voluntary and regulatory-based markets for co-benefit ecosystem service credits and describe the
requirements of these markets (e.g., standards, monitoring requirements, etc.). They also will
describe emerging market opportunities in Oregon. The contractor is in the process of
completing a survey of all members of the supply chain, ranging from landowners and managers
and project developers to third-party verifiers, environmental registry experts, and regulatory
agencies. The survey is intended to describe potential barriers to project development and
identify information and resources that are necessary for a project to result in successful carbon
transactions.



Phase 11 will culminate in a “Supply Chain” event that will bring together Board and staff from
OWEB, local partners and landowners, agency and NGO staff, and representatives of the
“demand side” of ecosystem services markets. At this event, which will be held in April of
2010, participants will share lessons learned from actual Oregon-based carbon transactions,
discuss tools for quantifying and monetizing several ecosystem services in a market-based
setting, and identify resources and collaborations required to accelerate the practical
monetization of carbon offsets and opportunities for future projects.

Phase 111 consists of two pilot projects focused on carbon offsets and co-benefit ecosystem
services to demonstrate what steps are necessary to create market-ready projects. One pilot, a
forest based land acquisition-project, will provide practical information about how to project
proceeds from inception to completion. The site identification, project feasibility, and project
design phases have all been completed and the final transaction is now being negotiated between
a state agency, who will be holding title to the land, and a wholesale purchaser of carbon offsets
representing the state’s utilities. When completed in April of 2010, the transaction will result in
a mixed use of conservation, recreation, and forest management for 580 acres of coastal
temperate forest. Approximately 50 percent of the purchase price will be provided by the sale of
carbon offsets generated by changing the future management of the property from its current
industrial timber harvest cycle.

A second pilot concept has focused on soil-based carbon sequestration projects, which primarily
would occur in Oregon east of the Cascades. The ESS and Ecotrust team, in consultation with
scientists and practitioners working in this field, are developing a research plan that will address
unknowns about how different rangeland management approaches influence soil-carbon offset
potential. This plan will identify specific tasks, including field testing of new, lower cost
protocols for quantification and verification or monitoring that use remote-sensing technology.
When implemented, this research will lead to better understanding of how to maximize soil-
carbon sequestration while maintaining working rangeland landscapes, and may offer cost-
effective alternatives for monitoring that result in increased market viability for soil-carbon
projects. At least one federal agency has expressed interest in supporting this research in the
future.

Staff will brief the Board about project status again at the March 2010 meeting. Project findings
will be presented to the Board at the June meeting, with the final report due in mid-June 2010.
The report will capture information about OWEB projects and insights gained from the pilot
projects, will identify carbon-offset services and potential market opportunities in context of the
agency’s mission and programs, and will provide a “roadmap” sketching out the steps necessary
to take a carbon-offset project from inception to market transaction. These products will
increase the agency’s understanding of the potential for ecosystem services markets to enhance
restoration and conservation opportunities in Oregon by generating revenue for such activities.

I11.  Senate Bill 513 Ecosystem Services Markets Working Group

Senate Bill 513 (SB 513) charges the Sustainability Board with convening an Ecosystem
Services Markets Working Group (Working Group), and names OWEB to provide staff support
to this group. At the June 2009 meeting, the Board awarded $290,000 in 2007-2009 Research
non-capital funds to cover costs associated with staffing and contracted services to support
implementation of SB 513, contingent upon final passage of SB 513 by the Legislature and
signature by the Governor. SB 513 passed out of the Legislature on June 5, 2009, and was



signed into law by the Governor on July 23, 2009. The Working Group is charged with
articulating the need for and advancing policy recommendations to create a framework for
integrated ecosystem services markets in Oregon that produce positive ecological and economic
outcomes.

On August 21, 2009, the Sustainability Board approved the proposed approach for the
implementation of SB 513. In addition to the Working Group, which is comprised of individuals
who are knowledgeable about and active in improving the ecological effectiveness of ecosystem
services markets, an Ad Hoc Group has been convened to advise and help frame policy issues
that will be addressed by the Working Group. Staff finalized membership of both groups
(Attachment A), then worked with Oregon Consensus staff to contract for facilitation assistance
for the SB 513 process. The contract was awarded to Kearns & West, which also facilitated the
Counting on the Environment project that developed an ecosystem credit accounting system. In
addition, staff developed an Interagency Agreement with the Institute for Natural Resources
(INR) at Oregon State University to provide policy-analysis support to the SB 513 process. INR
has extensive experience with ecosystem markets, including leading a process in 2008 to identify
policies and strategic actions needed to develop an integrated ecosystem marketplace in Oregon.

On November 2, 2009, the Ad Hoc Group met for the first time. Discussion at the meeting
focused on high-level policy issues that are important for the Working Group to address during
their deliberations. The Ad Hoc Group suggested that the role of government is an especially
important issue for the SB 513 process to articulate, and proposed four potential roles for
government in the development of ecosystem services markets: 1) Developing shared goals;
2) Developing standards; 3) Providing technical expertise; and 4) Serving as a market maker.
The Ad Hoc Group underscored the importance of ensuring that products from the SB 513
process increase the understanding of ecosystem services markets to legislators, state agency
staff, landowners, and interest groups. The Ad Hoc Group suggested that the Working Group
should build upon existing efforts underway in the state with the intent of positioning Oregon as
a model for development of ecosystem markets.

The Working Group convened its first meeting on December 3, 2009. At the meeting, group
members agreed upon the process and principles to guide their work over the next 12 months.
The Working Group also discussed the absence of small landowners and some federal agencies,
and decided to consider the addition of a limited number of new members to address these gaps.
Members offered their input about what the state should aim to achieve with an ecosystem
marketplace with the intent of creating a goal statement that will guide the group’s work. The
Working Group then proposed a framework for the final report that will articulate a vision and
principles for development of integrated ecosystem services markets in Oregon, describe
obstacles that have limited progress toward achieving this vision, and articulate opportunities and
solutions to address these challenges (including short, medium, and long-term policy
recommendations). Participants suggested several case studies that would exemplify both
impediments that currently exist and areas where agencies and ecosystem marketplace
practitioners are making progress.

The Working Group will hold its next meeting on January 27, 2010, and will hold seven
additional meetings between February and October of next year. Staff will continue to update
the Board about progress by the SB 513 Working Group at future meetings. It is anticipated that
the Working Group will provide its final report and policy recommendations to the Sustainability
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Board for review and approval in November 2010. The Sustainability Board will then submit the
report to the Legislature by January 1, 2011. In the months ahead, staff may suggest OWEB
submit a legislative placeholder for policy recommendations developed by the Working Group.
Staff will revisit this question with the Board at the March meeting.

IV.  Other Ecosystem Services Markets Efforts — Willamette Partnership

The Willamette Partnership, through its Counting on the Environment program, developed an
Ecosystem Credit Accounting system that was released in August 2009. The system is intended
for use by resource managers and regulated entities in the Willamette Basin that are interested in
using an ecosystem credit accounting system for multiple ecosystem services, including
wetlands, salmon habitat, upland prairie, and water quality. To date, 27 state and federal natural
resource management agencies and non-profit organizations have agreed with the principles and
content of this system.

The program now has moved into a two-year pilot phase, which will test version 1.0 of the
accounting system through the use of pilot projects. Several projects underway or in
development include the Gales Creek Project in the Tualatin River Watershed that will produce
wetland, salmon habitat, and water temperature credits, and three projects in conjunction with the
Freshwater Trust in Johnson Creek and the Marys and Mohawk Rivers that will result in
temperature and salmon credits. These and other pilot projects will provide important lessons
learned that will be used to refine the Ecosystem Credit Accounting system for future
application.

The Willamette Partnership has several other projects underway related to development of an
ecosystem marketplace. Its staff are in the process of developing additional currencies for
habitat/biodiversity, nutrients (i.e., nitrogen and phosphorus), and sediment to supplement those
currencies available in version 1.0 of the Ecosystem Credit Accounting system. They are in the
process of developing technology tools, such as a web-based crediting platform and a working
credit registry, to support use of the accounting system. The Willamette Partnership, in
collaboration with several soil and water conservation districts, is offering trainings to local
groups, landowners, and agency staff interested in using the accounting system. OWEB staff
will stay in regular communication with the Willamette Partnership and others to track progress
of these ecosystem services markets efforts and determine whether and how the agency might
partner to advance this work.

V. Recommendation
This is an informational item. No Board action is requested at this time.

Attachment
A. List of SB 513 Group Members



SB 513 Ecosystem Services Markets

CONTACT LIST
AD HOC GROUP
Gail Achterman Becky Hatfield Hyde
Institute for Natural Resources 28080 Godowa Springs Rd
Oregon State University Beatty OR 97621
210 Strand Hall 541-533-2756

Corvallis, OR 97331
541/737-9918
gail.achterman@oregonstate.edu

Jon Chandler

Oregon Home Builders Assn.
375 Taylor St NE

Salem, OR 97301
503/378-9066
jchandler@oregonhba.com

Bill Gaffi

Clean Water Services

2550 SW Hillsboro Highway
Hillsboro, OR 97123
503/681-4468
GaffiB@CleanWaterServices.org

Chris Garrett, State Representative
900 Court St NE, RM H-377
Salem, OR 97301

503/986-1438
rep.chrisgarrett@state.or.us

Martin Goebel

Sustainable Northwest

813 SW Alder, Suite 500

Portland, OR 97205

503/221-6911
mgoebel@sustainablenorthwest.org

yainix@mac.com

Bill Hutchison, Oregon Board of
Forestry member

Roberts Kaplan LLP

601 SW 2nd Avenue, Suite 1800
Portland, OR 97204
503/219-8133
hutch@robertskaplan.com

Tom Imeson

Port of Portland

P.O. Box 3529

Portland, OR 97208-3529
503/944-7011
tom.imeson@portofportland.com

Annabelle Jaramillo, Benton County
Commissioner

408 SW Monroe Ave., Suite 111
Corvallis, OR 97333

541/766-6800
Annabelle. EJARAMILLO@Co.Benton.OR.US

Peter Kratz, Harry and David
2500 S. Pacific Hwy.
Medford, OR 97501
541/864-2362
PKratz@HarryandDavid.com
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Tom Lindley
Perkins Coie

1120 N.W. Couch Street, 10% Floor

Portland, OR 97209-4128
503/727-2032
TLindley@perkinscoie.com
Justin Martin

Perseverance Strategies, Inc.
187 High Street NE, Suite 208
Salem, OR 97301
503/375-0909
jgimartin@gwestoffice.net

John Miller
Wildwood/Mahonia
4985 Battlecreek Rd. SE
Salem, OR 97302
503/363-9136
john@wildwoodco.com

Wade Mosby

Collins Pine Co.

1618 SW 1st Ave Ste 500
Portland OR 97201-5706
503-227-1219
WMOSBY@collinsco.com

WORKING GROUP

Bill Boggess

Oregon State University
College of Agricultural Sciences
126 Strand Agriculture Hall
Corvallis, OR 97331
541/737-2331
bill.boggess@oregonstate.edu

Dick Pedersen

OR Dept. of Environmental Quality
811 Sixth Ave.

Portland, OR 97204-1390
503/229-5300
PEDERSEN.Dick@deq.state.or.us

David Powers

U.S. Environmental Protection Agency
805 SW Broadway, Suite 500

Portland, OR 97205

503/326-5874

powers.david@epa.gov

Indigo Teiwes, Earth Advantage
16280 SW Upper Boones Fy. Rd.
Portland, OR 97224
503/954-5523
iteiwes@earthadvantage.org

Duncan Wyse, Oregon Business Council
1100 SW Sixth Avenue

Suite 1608

Portland, OR 97204

503/220-0691
dwyse@orbusinesscouncil.org

Tom Byler

Oregon Watershed Enhancement Board
775 Summer St. NE, Ste. 360

Salem, OR 97301

503/986-0180
tom.byler@oweb.state.or.us
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Jim Cathcart

Oregon Dept. of Forestry
2600 State Street

Salem, OR 97310
503/945-7493
jcathcart@odf.state.or.us

Bobby Cochran

Clean Water Services

2550 Southwest Hillsboro Highway
Hillsboro, Oregon 97123
503/681-4435
CochranB@CleanWaterServices.org

Brent Davies

Ecotrust

Jean Vollum Natural Capital Center
721 NW Ninth Ave., Suite 200
Portland, OR 97209

(503) 453-9166

Brent@ecotrust.org

Bob Deal

US Forest Service

620 SW Main Street, Suite 400
Portland, OR 97205
503/808-2015

rdeal@fs.fed.us

Sally Duncan

Institute for Natural Resources
210 Strand Hall

Oregon State University
Corvallis, OR 97331
541/737-9931
sally.duncan@oregonstate.edu

Hal Gard

Oregon Dept of Transportation
355 Capitol St. NE

Salem, OR 97301-3871
503/986-3508
Howard.A.GARD@odot.state.or.us

Jon Germond

Oregon Dept of Fish and Wildlife
3406 Cherry Avenue NE

Salem, OR 97303

503/947-6088
Jon.P.Germond@state.or.us

Rick Glick

Davis Wright Tremaine

1300 SW Fifth Avenue, Suite 2300
Portland, OR 97201

503/778-5210

rickglick@dwt.com

Paul Henson

US Fish and Wildlife Service
2600 S.E. 98th Ave, Ste 100
Portland, OR 97266
503/231-6179

Paul Henson@fws.gov

Damon Hess
Parametrix
700 NE Multnomah Blvd #1000

503/805.6884
dhess@parametrix.com

Ray Jaindl

Oregon Dept of Agriculture
Natural Resources Division
635 Capitol Street NE
Salem, OR 97301-2532
503/986-4713
rjaindl@oda.state.or.us

Chris Jarmer

Oregon Forest Industries Council
PO Box 12826

Salem, OR 97309

503/371-2942

Chris@ofic.com
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Meta Loftsgaarden

Natural Resources Conservation Service
1201 NE Lloyd Blvd, Suite 900

Portland, OR 97232

503/414-3236
meta.loftsgaarden@or.usda.gov

Cathy Macdonald

The Nature Conservancy
821 SE 14th

Portland, OR 97214
503/802-8134
cmacdonald@tnc.org

Kemper McMaster

Wildlands

2713 NW 140th St

Vancouver, WA 98685
360/722-6208
kmcmaster@wildlandsinc.com

Jim Morgan

OR Parks and Recreation Dept.
725 Summer St. NE, Suite C
Salem, OR 97301

503/986-0738
jim.morgan@state.or.us

Ranei Nomura

Oregon Dept of Environmental Quality
165 E. Seventh Ave., Suite 100

Eugene, OR 97401

541/686-7799

NOMURA .Ranei@degq.state.or.us

Ruben Ochoa

Oregon Water Resources Dept.
725 Summer St. NE, Suite A
Salem, OR 97301-1271
503/986-0874
Ruben.E.Ochoa@state.or.us

David Primozich

Willamette Partnership

105 High Street SE

Salem, OR 97301

503/434-8033
primozich@willamettepartnership.org

Kendra Smith

Bonneville Environmental Foundation
240 SW 1st Ave

Portland, OR 97204

503/553-3949

ksmith@b-e-f.org

Louise Solliday

Oregon Dept. of State Lands
775 Summer St. NE, Suite 100
Salem, OR 97301-1279
503/986-5224
louise.c.solliday@state.or.us

Mike Wilson

Grand Ronde Tribes

47010 SW Hebo Rd.

Grande Ronde, OR 97347
503/879-2380
Mike.Wilson@grandronde.org

Sara Vickerman, Defenders of Wildlife
1880 Willamette Falls Dr #200

West Linn, OR 97068

503/697-3222
svickerman@defenders.org
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