


Proforma Cautionary Tales

“If something seems to 
good to be true then….”



Bad Proforma Example

• Actual Project Specifics:
– Major urban area

– 400 total acres

– 320 total credits

Wetlands/species credits– Wetlands/species credits

– Following table categories summarized 
for presentation purposes onlyfor presentation purposes only



Actual Proforma Example 



Bad Proforma Example



Bad Proforma Example



Bad Proforma Example



Proforma “Fables”
• Timing of RevenuesTiming of Revenues

– Revenues in first year of bank operation

– Fully credit sales in first year

• Revenue per Credit:

– $1 Million per credit

• Cost of Construction to Revenues

– Little or no costs associated w/ wetland construction

– Costs  less than 0.7% of Revenues

• Other Issues:

$53 3 Million annually– $53.3 Million annually

– Cost of 400 acre wetland delineation was $7,500



Business Issues Facing Regulators
• Business viability of mitigation site related to amount 

of credits or “I need more credits to make the site 
work”

– Issue:Issue:
• Number of credits will determine ability to create bank
• Some high ecological sites may not yield a lot of credits

– Approaches:– Approaches: 
• Create more wetlands than landscape dictates (See example)
• Establish protocol or ratio that recognizes higher ecological 

values (e g size of site number of species watershedvalues (e.g., size of site, number of species, watershed 
criteria)



Wetland Creation – “Too Many Pools”



Business Issues Facing Regulators
• Affect of credit release on bank finances

– Issue:– Issue:
• Many habitats takes year to establish function and 

values (e.g., hardwoods, etc.)
Longer phased credit releases reduces ability to obtain• Longer, phased credit releases reduces ability to obtain 
revenues

• Longer sales reduces value and project profitability
– Approaches:

• Increase amount of financial assurances (see slide)
• Require additional bonding for increased credit releaseq g
• Status quo



Financial versus ecological risk Financial versus ecological risk 

Courtesy of Len Shabman 2007



Business Issues Facing Regulators: cont.

• Affect of bank credit release vs. project specific credit release
– Issue:

• 100% mitigation release for projects vs. phased release for banks
– Approaches:

• Require higher ratios for projects vs banks
• Allow project specific (w/ higher ratios) at bank site if identified 

upfront or  in bank instrument
• Ability of banker to pass project costs on to customers or “Just 

charge more for your credits”
– Issue:

• Added project costs can just be passed along to the mitigation client
• Additional costs make projects less profitable and competitive 

– Approaches:
• Ensure that all requirements are standardized for all projects and 

forms of mitigation



Business Issues Facing Regulators: cont.
• Timing of financial assurances: upfront vs. over time (e.g., portion of 

credit sales)
– Issue:

• Upfront financial assurances increase the probability of ecological success
• More costs upfront make projects more costly

– Approaches:
• Provide greater credit release for more upfront financial assurances
• Require all financial assurances at beginning of project 
• Allow phased payment of costs as credits are sold

• Banks only for smaller projects
– Issue:

• Banks provide the greatest benefit for smaller impacts
• Larger mitigation projects have ability to implement large-scale restoration
• Want to maintain supply of credits for smaller impacts

S l f ll j t l k b k fi i ll h ll i• Sales for small project only make bank financially challenging
– Approaches:

• Limit size of project going to banks
• Require banks to set-aside a percentage for small projects
• Ensure timely review and approval of banks• Ensure timely review and approval of banks



Business Issues Facing Regulators: cont.
• Establishment of banks in low demand areas

– Issues:
• Limited demand for credits
• Impacts spread among many watersheds

– Approaches:
• Smaller banks• Smaller banks
• Increase the service area for banks 
• Allow outside of watershed mitigation with higher credits

• Establishment of banks in areas with mitigation alternatives
– Issue:

• Too many banks/mitigation alternatives to fund banksy g
– Approaches:

• Limit number of banks in watershed
• Allow banks to proceed with adequate financial assurances to ensure 

bank implementation



Business Issues Facing Regulators
• Permit applicant prefers permittee responsible 

mitigation over third-party alternativesmitigation over third party alternatives
– Issue:

• On-site alternatives may be/perceived as less expensive
C t f t i t• Current preferences are not a requirement

– Approaches:
• Explain full range of legal and financial obligations
• Require “economic feasibility” report (e.g., LEDPA – type 

economic analysis or financial proforma)y p )
• Status quo



Final Thoughts
• Consider the economics/business, but always does 

what’s best for the environment/biology;what s best for the environment/biology;
• Consider banks in terms of the overall resource and 

“long-term” perspective;   
• Consistency is the key to a well working mitigation 

banking market;
• Level playing field between all forms of mitigation is• Level playing field between all forms of mitigation is 

necessary to ensure sustainable program;
• Timelines for permit review and credit release are as 

important, if not more so, than the overall costs 
associated with projects;



“Questions”




