


Proforma Cautionary Tales

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

Hmmm, this is too good to be true:
I can smell a rat...




Bad Proforma Example

e Actual Project Specifics:

— Major urban area

— 400 total acres

— 320 total credits

— Wetlands/species credits

— Following table categories summarized
for presentation purposes only




Actual Proforma Example

2009 2010 2011 2012 2013 2014 2015-2020 Total

Estimated Credit

Price 1,000,000{ 1,000000] 1000000 1,000,000 10000000 1,000,000

REVENUES 53,333,333 53333333 53,333,333 53333 333] 53333333 53333333 319,559 998

Operating

Reserve/Perpetual

Maint. Fund (5,333,333)| (,333,333)| (5,333,333)| (5,333 ,333)| (5,333,333} (5,333 333) 0] (31,999 998)
0

TOTAL REVENUES | 48,000,000{ 46,000,000 48,000,000 48,000,000 48,000,000{ 48,000,000 0 288,000,000

EXPENSES 70000 20000 0 0 0 0 0

Engineering/

Permitting 212,500 55,000 45,000 45,000 45,000 45,000 0

Maintenance 30,000 30,000 30,000 30,000 30,000 30,000 0

Legal/Accounting/

Insurance 50,000 30,000 30,000 25,000 17,000 17,000 0

Implementation 112524 222524 90,524 12,624 12 524 12,524 0

Marketing Budget 30,000 20,000 20,000 20,000 20,000 0 0 110,000

Gen/Admin Expense 75,000 40,000 40,000 40,000 40,000 40,000 200,000 675,000
0

TOTAL EXPENSES 985,048  755,048)  451,048] 285048 269,048 249,048 540 620 2,815,884
0

NFTPIl) A47.014 9521 472449521 ATH4R9521 47.714.9521 47.730.9521 47.750.957 (RAN RN 2R3.924.472




Bad Proforma Example

Estimated Credit
Price

2009

1,000,000

2010

2011

2012

2013

2014

2015-2020

1,000,000

1,000,000

1,000,000

1,000,000

1,000,000

REVENUES

53,333,333

53,333 333

53,333,333

53,333,333

53,333 333

53,333 333

319,959 998

Operating
Reserve/Perpetual
Maint. Fund

(5,333,333

(5,333,333)

(5,333,333)

(5,333,333)

(5,333,333)

(5,333333)

(31,999 998)

TOTAL REVENUES

48,000,000

48,000,000

48,000,000

48,000,000

48,000,000

48,000,000

288,000,000

EXPENSES

70000

20000

0

0

0

d

Engineering/
Permitting

212,500

55,000

45,000

45,000

45,000

45,000

Maintenance

30,000

30,000

30,000

30,000

30,000

30,000

Legal/Accounting/
Insurance

50,000

30,000

30,000

25,000

17,000

17,000

Implementation

112,524

222 524

90,524

12,524

12,524

12,524

(0

Marketing Budget

30,000

20,000

20,000

20,000

20,000

0

0

110,000

Gen/Admin Expense

75,000

40,000

40,000

40,000

40,000

40,000

200,000

675,000

(

TOTAL EXPENSES

985,048

755,048

451,048

285,048

269,048

249,048

540,620

2,815,884

(

NET P (L)

47,014,352

47,244,952

47,548,352

47,714,352

47,730,352

41,730,952

(540,620)

283,924,472




Estmated Credit
Price

Bad Proforma Example

2009

1,000,000

2010

2011

2012

2013

2014

2015-2020

1,000,000

1,000,000

1,000,000

1,000,000

1,000,000

RCVCNULS

Operating
Reserve/Perpetual
Maint. Fund

23,333 333

(5,333,333)

23,333 333

2,333 33:

23333 333

53,333 333

23,333,333

319,930 098

(5,333,323)

(5,333 333

(5,333,333)

15,333,333)

(5,233,333)

(21,970 098)

TOTAL REVENUES

48,000,000

48,000,000

48,000,000

48,000,000

48,000,000

48,000,000

288,000,000

CXPCHSCS

70000

20000

{

0

0

0

Engineering/
Permitting

212 500

55000

45,000

45,000

45,000

45,000

Maintenance

0,000

30000

30,000

30,000

30,000

20,000

Legal/Accounting/
Insurance

50,000

30,000

30,000

25,000

17,000

17,000

Iimplementation

112,524

222 524

30 524

12,524

12,524

12,524

Marketing Budget

30,000

20000

20,000

20,000

20,000

d

110,000

Gen/Adimin Expense

75,000

40000

40,000

40,000

40,000

40,000

200,000

675,000

0

TOTAL EXPENSES

985,048

755,048

451,048

285,048

269,048

249,048

40,620

2,815,884

0

NETP ()

47,014,952

47,244 952

41,548,354

47,714,952

47,730,952

47,750,952

(510,620)

283,924 472




Bad Proforma Example

2009

2010

2011

2012

2013

2014

2015-2020

Estimatad Credit
Price

1,000,000

1,000,000

1,000,000

1,000,000

1,000,000

1,000,000

53,333 333

53,333 333

53,333,333

53333 333

53,333,333

53,333 333

REVENUES

319,999,998

WL g
Reserve/Perpetual
Maint. Fund

15,333,333)

(5,333,333)

(5313.333)

(5333,313)

(5,333333)

(5,333,333

(31,959 958)

) cWERN

| 48,000,000

48,000,000

| 48,000,000

| 48.000,000]

- 48,000,000

48,000,000

288,000,000

EYPENSES

70000

20000

0

0

0

I

Engineering/
Permitting

212500

55,000

45,000

45,000

45,000

45,000

Maintenance

30000

30,000

30,000

30,000

30,000

30,000

Legal/Accounting/
Insurance

50000

30,000

30,000

25,000

17,000

17,000

Implementation

112524

222 h24

90,524

12,524

12524

12,524

Marketing Budget

30000

20,000

20,000

20,000

20,000

[

110,000

Gen/Admin Expense

75000

40,000

40,000

40,000

40,000

40,000

200000

675,000

0

TOTAL EXPENSES

985,048

755,048

451,043

285,048

269,048

249,048

540620

0

2,815,884

47,014 952

47,244,952

47,548,952

47714952

£7,730,952

47,730,952

283924 472




Proforma “ Fables”

Timing 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

— 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:
* Number of credits will determine ability to create bank
« Some high ecological sites may not yield a lot of credits
— 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, watershed
criteria)




Wetland Creation — “Too Many Pools”




Business Issues Facing Regulators

e Affect of credit release on bank finances
— |ssue:

« Many habitats takes year to establish function and
values (e.g., hardwoods, etc.)

* Longer, phased credit releases reduces ability to obtain
revenues

e Longer sales reduces value and project profitability
— Approaches:
* Increase amount of financial assurances (see slide)

« Require additional bonding for increased credit release
e Status quo







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
» 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




Business Issues Facing Regulators: cont.

e Establishment of banks in low demand areas

— Issues:
* Limited demand for credits
* Impacts spread among many watersheds

— Approaches:
 Smaller banks
e 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 banks
— 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 alternatives
— Issue:
* On-site alternatives may be/perceived as less expensive
« 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)

e Status quo




Final Thoughts

Consider the economics/business, but always does
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
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”






