LEGISLATIVE BUDGET AND FINANCE COMMITTEE

Report Highlights
Chesapeake Bay Tributary Strategy Compliance Cost Study

Senate Resolution 224 called for the LB&FC to study the economic impact on municipal wastewater dis-
chargers to comply with the nutrient removal requirements of the Chesapeake Bay Tributary Strategy. The
study included assessing alternates to capital improvements such as nutrient trading. The LB&FC contracted
with Metcalf and Eddy, Inc. to conduct this study.

Estimated Cost of CBTS Compliance

Metcalf & Eddy surveyed 183 dischargers identi-
fied as significant by the Department of Environ-
mental Protection (DEP) to ascertain compliance
approaches being considered and implemented, and
their cost.

>

The capital cost estimate for nutrient removal
for these dischargers is $1.40 billion + $0.14
billion at the 95% confidence interval. Costs
were indexed to 2009. Three percent of the up-
grades have been completed. Therefore, 97%,
or $1.36 billion, represents the future capital
funding requirement.

The total estimated increase in annual opera-
tions and maintenance (O&M) cost for nutrient
removal is $61 million per year.

If all costs were to come from user fees, the
estimated average annual impact on user cost
(sewer rates) would be $68 per household per
year. Of this, $40 would be capital related and
$28 O&M related.

Nutrient Trading Program Evaluation

>

As of September 2008 this program has had
limited impact — only six trades have been rec-
orded since program inception. Uncertainty
surrounding the future availability of credits
and their price, and future regulatory and policy
changes, in particular the impact of total maxi-
mum daily load (TMDL) limits, has had a chill-
ing effect on participation by the long-term fo-
cused, regulated, and risk-adverse municipal
wastewater community.

Cost of compliance estimates indicate that a
majority of municipal wastewater facilities
would have a financial incentive at current pric-
ing to purchase nutrient credits rather than incur
the cost for nutrient removal, and sufficient
agricultural-based credits are available (pri-
marily from manure relocation or treatment).
However, when uncertainty and the risks de-

scribed above are factored in, trading is rarely
viewed as attractive.

Underscoring the importance of creating more
certainty, there was considerable appeal among
the municipal wastewater community for creat-
ing a government-supported clearinghouse for
setting the long-term prices of nutrient credits
and guaranteeing their availability.

» Without modification, it appears unlikely that

the PA Nutrient Trading Program will play a
significant role, other than as a short-term op-
tion for a limited number of traders.

Changes to the nutrient trading program will

need to focus on:

- Assuring long-term availability and firm
pricing of credits

- Encouraging participation by smaller Phase
Il and Phase 111 Dischargers, which general-
ly have a greater incentive to utilize credits
and more time to act.

- Enhanced education and outreach

Sources of Funding Committed by States

» Cumulatively, Maryland and Virginia have

committed over $1.6 billion to help their mu-
nicipal wastewater treatment plants meet Che-
sapeake Bay initiatives. Unlike PA, MD and
VA have funding programs specifically for this
purpose.

For FY09, new funding was approved that of-
fers $800 million in grants for water-related
projects in PA, and an additional $400 million
for grants and loans. The $800 million program
includes funding for dam upgrades and flood
control, drinking water systems and non-
nutrient removal infrastructure, as well as sewer
projects. Funding for the purchase of nutrient
credit is expressly prohibited. With respect to
the $400 million, recently approved by the vot-
ers, funding will be more focused, being limited
to water and sewer projects, and allows the use
of funds for nutrient credit purchases.

For a full copy of the report, call 717-783-1600, e-mail us at info@Ibfc.legis.state.pa.us, or download at http://Ibfc.legis.state.pa.us.
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