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Introduction to Conservation Finance

What is Conservation Finance?

Conservation finance isthe practiceof raising,managinganddeploying capital for
conservation outcomes. This capital falls into two buckets.

Investmentswith no directfinancial Investmentawith afinancialreturn/profit
return/profit alongsidesocialandecologicabutcomes

While work in the field of conservation finance includes both of the buckietsre, current
innovation is focused on the engagementpolvate capital in investment opportunities that
generatefinancialreturnsthroughthe alignmentof environmental social andfinancialoutcomes.

The Case for Conservation Finance

An estimateds300 - $400 billion is needed each year to restore and conserve ecosystems
worldwide. And yet, conservation projects only receive an estimégdbillion globally,
primarilyfrom publicandphilanthropicsourcest Conservatiorfinanceaddresgsthe question
of how to close thi$250 - $350 billion annual gap by increasing and unlocking financing for
ecosystem restoration and management, with a focus on private capital.

The State of the Conservation Finance Field

The field ofconservation finance is growing and evolving quickly; innovators are developing,
piloting, andreplicatingnewfinancingmodels,andinvestorsare committingincreasingamounts
of capital to the sector. Between 2009 and 2015 investors committed at $&%billion to
conservation worldwide, with average annual amounts committed doubling in the two most
recent years. Howeve$3.1 billion of this amount remained wdeployed at the end of 2015,
indicating that investors are struggling to find investable agynities? Through work with
partners that are developing financing mod#iat engage private capital the Fore&sgrvicecan
package our work to support healthy forests and fordependent communities as
opportunities for investment, thereby increasiagd unlocking funding for our priorities.

1McKinsey& CompanyNov2016.TakingConservatiorrinanceo Scale
2Hamrick K.Jan2017.Stateof Privatelnvestmenin Conservatior2016



Traditional Funding for Conservation

Conservatiorhas historically been supported by public and philanthropic funds. These
investments do not generate direct financial returns/profits.

« Federafunds(e.g.,LWCFCFLRRIoIntC h i &VIFB) | )

» Stateandmunicipalfunds(e.g.,SRFsstate/localgrantprograms)
Public Funding - Ballotmeasures

» Waterutility payments

» Taxes/taxincentives )

.Pr“’ate/ . * Individualgiving
Philanthropic  Foundation grantmaking
Funding « Corporatesocialresponsibility

Frontier Financing for Conservation

The practice of developing, piloting, and replicating models that unlock new financing for
conservation is evolving rapidly. These models, which augment traditional fusdinges,
fall into two broad categories consumerbased solutions and returdriven investments.

Consumer-
based

Voluntarysurcharges
Certification/labeling

* Impactinvesting )
Return-driven . Impgctbonds/Pa)for Succesfnancing ' - -
» Environmentamarkets(e.g.,carbontrading, mitigation banking)
Investments » Loandor conservation
» Paymentdor ecosystenservices )

Conservation Finance Partners

Partnershipsvith the followinggroupsare a corecomponentof conservatiorfinanceat the FS.

Investors. Providecapitalfor projects(individualsfoundations pensionfunds,endowmentsetc.).

Fund Managers. Manage investment portfolios for individual and institutional clients.
Foundations. Provide philanthropic capital to support development and piloting of new models.
Conservation NGOs. Undertake science, planning, stakeholder engagement, and implementation.
Researchers. Gatherandanalyzedatalinkingland managementctionsto environmentl outcomes.
Public sector. Federalstate,andmunicipalentitiesactasfunders,implementers andpolicymakers.»



- Conservation Finance at the Forest Service

Conservation finance is the practice of raisingnanaging, and deploying capital for
conservatiomutcomes.At the Forest Serviceonservatiorfinanceefforts focuson positioning
the agency to leverage sources of capital other than appropriations, including private
investment, noAUSFS publiiminding and financing, corporate sustainability dollars, and
philanthropy. Through creative publprivate partnership models the agency is working with
partnersto bringexternalcapitalto bearonland managemenneedsacrosshe NationalForest
SystemCurrent innovation is especially focused on finance models that leverage private
investmentby generatingfinancialreturns,and on blendedfinancemodelsthat engagearange
of capital sources to achieve environmental and social outcomes.

How Does Conservation Finance Help the Forest Service?

Securing funds to protect and steward National Forest System (NFS) lands has always been &
important part of the ForestS e r v (F&work. songbeforetheterm® ¢ o n s efr ivimavaso e’
coined, FS sta#icross the agency were pioneering creative ways to enlist prs@&teor
investmentthroughthe facilitation of environmentaimarketsanddevelopmentof public-private
partnerships. Continuation of this work, and exploration of new financing models, paotu
agency priorities in the following ways.

A Acceleratepaceand scaleof priority work. Conservatioriinancehelpsthe agencyto achieve
goals around forest restoration and other targets by increasing and unlocking new funding.
By raisingapital to cover project costs upfront it also accelerates the pace of completion.

A Leverageesourcesat multiple levels.Conservatioriinancemodelsleverageappropriated
dollars to engage public, philanthropic, and privatetor capital, expanding funding to
achieve the agency’s mission and sharing
stakeholders.

A Promote shared stewardship and cost sharir@onseration finance models engage many
stakeholdersincludinginvestors beneficiariesresearchersandimplementationpartners.in
addition, conservation finance models distribute land management costs across a range of
stakeholders and seed collaboration tlieanscends specific projects.

A Advance outcomedased decision makingConservation finance models rely on
measuremenbf ecologicahndeconomicdatato 1) makethe businessasefor stakeholder
involvement and 2) measure linkages between financial imvest and environmental
outcomes.Thisengendersa culture of data-drivendecisionrmakingand providesdatato 3
inform outcomesbasedinvestmentstrategies.



Introduction to the USDA Forest Service
Conservation Finance Program

o .

The US Forest Service (USFS) Conservation Finance (CF) Program leads the way in positioning the agency to

leverage capital other than USFS appropriations for priority projects. Housed in the National Partnership Office, we
bring innovative funding and financing@roaches to beaontheagency’' s bi ggest chmsk | e
watershed health, andecreationinfrastructure.Ourvisionisto sparka newway of doingbusinessat USFSpnein
whichwe workwith partnersto routinely leverageexternalcapitalat a scalethat matchesagencychallengesand
opportunities. To advance conservation finaweework to:

I. Develop apipeline of projectsthat demonstrate proof of concept for leveraging external capital

We support units/programs and partners developing innovative finance models and projects with:
A Technical assistance andbest practices for scoping, developing, arichplementing CF projects
A Supportarticulation of economic, social, and ecological benefits derived from USFS projects
A Strategiomatch-making between USFS units/programs and CF partners

. Build capacityand expertise of USF$ersonnelto developprojects that leverageexternal capital.

Weraiseawarenessndbuild expertisearoundCFacrossall levelsof USFS through:
9 Trainings that expose personnel to CF content and provide workshopping opportunities for project ideas
1 Static resources that overview CF models, case studies, authorities, and best practices
1 Communities of practice that build knowledge and relationships across @f€fitioners

lll. Createan operating spacethat positions personneland partners to leverageexternal capital at a scale
commensurate with USFS challenges

Weidentify agencywide barriersand pursue opportunities to address those barriers through:
1 Changes and clarifications dgency-level policy and guidance (e.g., USFS Handbook and Manual)
9 Assist Congress witkgislative requests related to CF



mailto:carmen.young@usda.gov
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Conservation finance is the practice of raising, managing, and deploying capital for
conservation outcomes. Investments in conservation fall into two buckets: thoseltratd do
not generate a financial return. Current innovation in conservation finance is focused on the
engagementof private capitalin investmentopportunitiesthat generatefinancialreturnsthrough
the alignment of environmental, social, and financial outcomes.

At the FS, conservation finance models increase and unlock new funds by engaging a range o
partners in crosboundarystewardship efforts hat advance t lostewag eun c )
nation’s forests for present and future ge
FSprioritiesthroughmodelsthat engageprivate capitalrequiresusto usethe full flexibility of the
authorities documented below. These authorities enable: 1) work witkpfofit entities and 2)

the exchange of resources for common work priorities.

Congressional and Departmental Engagement

Congress and th8ecretary of USDA are increasingly pushing forwaldy, guidance, and
programs that advance thinking and implementation focused on pydniiate partnership,
innovativefinance,marketbasedapproachesandengagemenbf private capital.Forinstance:

A In2018Congrespassedhe Social Impact Partnership to Pay for Results Act, which
providesfundingfor socialserviceprojectsthat meet predeterminedoutcomes;

A The2019 Senate Interior Appropriations Bill includes report languagen“ i nnovat i v
finance for restoration projects;"”’

A The2018 Farm Bill authorizes $10Mayearfor a Water Sourc@rotectionProgranthat
encourages the FS to work in partnership with end water users such as utilities,
corporations, and municipalities on collaborative source water protection;

A USD/restablished amffice of Environmental Markets in 2008 tohelp workingagriculture
and forestry landowners participate in environmental markets;

A USDA Rural Development provides grants and directs loans, loan guarantees, technical
assistancandtrainingfor business development, energyficiency,communityfacilities
and clean water in ruralraas; and

A NRCS administers tlt®nservation Innovation Grants program, whi ch pu-s sue
based’ appr ofaoddne ferestrybredticerserhéinpe sustainable operations.

5



Agreement Authorities

Agreements arénstruments the F8ses when there is mutual interest and mutual benefit to
for the FSanda cooperatorthrough ajointly conductedproject. Thefollowingauthoritiesallow
for an exchange of resources between the FS@aaberators.

Cooperative Funds Act, 1914 (16 U.S.C498). Allowsfor collectionsagreementghroughwhich
non-federalfunds areaccepted angooledin atrust fund andusedto fund work on/near NFS
lands. The Act does not specify any groups taainot participate in collections agreements.

Granger Thye Act, 1950 (16 U.S.C572). Alsoallowsfor collectionsagreementghroughwhich
non-federal funds are pooled in a trust fund and used to fund work on/near NFS lands, and
specifies inclusion of private entities.

Cooperative Funds and Deposits Act, 1975 (P.L.94-148) Allowsfor participating agreements
with variousentities, including private, to achieve pollution abatement, job training and
development, environmental education, and forest protection outcomes on NFS lands.

Watershed Restoration and Enhancement Act, 1997, Wyden Amendment (P.L. 108277)
Amendment permanently allows fowatershed restoration and enhancement agreements
(which fall under the umbrella gfarticipating agreemenisto protect, restore, and enhance
habitat,andto reduceriskof naturaldisasteron state, private,andtribal landsin watershedsof
NFS ownership. Act specifies that private entities are valid partners.

Interior and Related Appropriations Act, 1992 (P.L. 102154). Allowschallenge cosshare
agreementghat enablecooperationin whichboth the FSanda partner contribute fundsor in-

kind work. These agreements are typically used for collaborative work between partners with
joint-priorities, and a cosshare or irkind contribution is required.

Contract Authorities

Contractauthoritiesallowthe FSo work with awardeesnon-profit or for-profit, to accomplish
objectives.

Agricultural Act (Farm Bill), 2014 (P.L. 11379). Permanently allowstewardship contractand
stewardship agreementhat enable federal agencies to enter into-§8ar
contracts/agreements with public or private entities/persons that exchange goodsefuices
(e.g.,timber for services}o meet goaldor NFSandsandlocalcommunities.ThisActalsonotes
the value of publigrivate partnership and collaborative stevaship.



Land Management and Special Uses Authorities

Landandspecialusesauthoritiesinform what activitiescanbe conductedon NFSands,and
how land can be acquired and/or dispersed.

Weeks Act, 1911 (36 U.S.C. 961Allows for theacquisition of land by a variety of means
donation,purchaseandexchange- providedthat landbe essentiafor the preservationof a
watershed or water supply. Also allows for cooperation with states around watershed
protection from wildfire.

Multiple Use Sustainable Yield Act, 1960 (16 U.S.C528). AllowsFSo manageNF3andsand
resourcedor social,ecologicaland economidenefits tothe public. Enables NF&hds tobe
wor king |l andscapes.”’

Federal Land Policy and Management Act, 1976 (16 U.S.C. 552Allows for the acquisition,
sale,withdrawal,conveyanceanddisposabf landwhenin linewith the u n i management
plan andestablishes the Working Capital Fund to fund supplies/equipment that support
programs.

Forest Roads and Trails Act, 1964 (16 U.S.C532-538) AllowsFSto grantandacquirerightsof
way over, upon, or through NFS landstfansport of water/liquid/ gas, transmission lines,
roads, trails, etc.

Gift Acceptance Act, Office of Procurement Gift Acceptance Policy, 2003 (5 C.F.R2635.202)
AllowsFSo acceptdonationsandgifts of real property, money,or other resources.

National Environmental Policy Act, 1969 (42 U.S.C. 4321FS must follow the mitigation
hierarchyfor impactsfrom anyactivitieson NFSands.FSmustprovideopportunity for public
comment on decisions.

Fish & Wildlife Service Endangered Species Act, 1973, Army Corps of Engineers Regulation (33
CFR 332.8FS can host, conduct, and require compensation for impacts from land disturbing
activities on regulated wetland, stream, and habitat resources onl&feS, or through the
purchase/donation of consgation lands.

Recreation Authorities

Permitsgrantedthroughthe followingauthoritieshelpto facilitate publicaccesandmaintain
recreation sites on NFS lands. Private entities are eligible permittees.

Granger Thye Act, 1950 (16 U.S.C. 572Q0llows special use permits for private entities to
operategovernmentownedrecreationinfrastructure.Permitteesmustprovideapercentageof
their growth revenue back to the FS through fee offsets. Funds are used to conduct
maintenance on or near the regation sites managed by permittees.

National Forest Trail Stewardship Act. Authorizes a fee offset program for outfitter and guide
permit-holders. If permittees conduct a certain amount of maintenance on NFS trails they can

offset a portion or all of theiannual fees.
7



Interagency Authorities

Agricultural Act (Farm Bill), 2014, Good Neighbor Authority (16 U.S.C2113a) Permanently
authorized Good Neighbor Authority in all 50 states and Puerto Rico. AlewsS to enter
into contracts oragreements with state forestrggencies to perfornauthorized watershed
restoration and forest management services on NFS lands.

Consolidated Appropriations Act, 2012, Service First Authority (P.L.11376, Sec430). Allows
the Secretarie®f Interior and Agricultureto combine,coordinate,and collaborateon projects
and programs for common objectives.

Economy Act, 1932 (31U.S.C1535) Authorizeshe FSo useinter-agencyagreementdo
sharematerials,suppliesequipment,work, andserviceswvith other agencies.

Other Authorities

Cooperative Forestry Assistance Act, 1978 (P.L. 95313) States the necessity of FS support on
non-federal forest lands, and authorizes federal support for forest health, utilizatidéorest
products/timber,andurbanforestry. Financiasupportthroughgrants(opposedo contractsor
agreementghat contractuallylay out anexchangeof resourcesand/or servicesanbe usedto
fulfill the mission of this Act. Private secignmoups are a major feature of this Act.



phservation Finance Project Development Phases

Conservation finance is the practice of raising, managing, and deploying capital for
conservation outcomes. Investments in conservation fall into buckets: those thatio anddo not
generate a financial return/profit. Current innovation in conservation finance is focused on the
engagementf private capitalin investmentopportunitiesthat generatefinancialreturnsthrough the
alignment ofenvironmental, social, and financial outcomes.

Theprojectdevelopmentframeworkbelowlaysout guidancefor USFStaffinterestedin the processof
vetting, developing, antnplementing conservation finance projects. We developed this framewgork
be generally applicable toonservation finance, but the phases/steps laid out below may differ slightly
depending on the financing tool in question.

PHASE 1: SCOPING NEED AND OPPORTUNITY

A Defineecological/socialisksor resourceimpactsthat requireaction.
(e.g.,recentdisturbancesdgeclinesn water quality, risingpopulations failing infrastructure etc.)

T

Clarifythe driversof theserisks.

™

Identifyinitial stakeholderghat are a) contributorsto thesedrivers,b)impactedby opportunities/
risks, c) care about the opportunities/risks, d) could benefit from activities that address risks.

A Assessvhethersociopoliticalandecologicatonditionswill allowfor effectivecollaboration.
(e.g.,existingnaturalresourcecollaborativesn place,favorablepoliticallandscapeetc.)

PHASE 2: IDENTIFYING PROJECT ACTIVITIES

A Identify project activities that address risks/needs and determine cost of planning/implementing.
Note: If total projectcostis<$3MA (b€stto usetraditional funding(e.g.,appropriationsor philanthropy),
as high project development costs omigke these projects cost effective at >$3M scale.

A Identify social ecologicalandeconomicoutcomestheseactivitiesdeliver.
(Outcomesre ideallymeasurablepredictable andattributable to activities;sometimegproxieswork best)

A 1dentify specificstakeholderghat benefitfrom projectoutcomesandhow/how muchthey benefit.
A Determinewhether projectactivitiesare scalableacrosssimilargeographiesvithin Unit/region.
A Determinewhetherimplementation ofactivitiesrequiresfurther planning,andlikelytimelinesfor

projects to be “shovel ready.
Note: If timelinefor initiating work exceed? years,the opportunityfor conservatiorfinanceis not yetripe.

A Identifywhetherthere arefinancialflows (i.e.,enhancedevenuesor avoidedcosts)associatedvith

the outcomes,andwho benefitsfrom thoseflows. o



PHASE 3: EVALUATING POTENTIAL FOR CONS. FINANCE

A Analyzehe businessase(e.g.,avoidedcosts increasedevenues)or all potential projectactivities
by conductinga costbenefitanalysiseconomicanalysisand/or feasibilitystudy.
Note: TheTotalcostof activitiesshouldbe lessthan the financialflowsfrom projectoutcomes.

A Understandpotentialb e n e f i vdllingness/abitityto dedicateresourcedo projectovertime.

A Decide whether to employ a
fundingor financingapproach Criteria for financing approach:
based orcriteriain greenbox _ . _ _ .
to the right. O Require >$3 million to plan/implement project activities
(i.e.,investment without a O Adequatefundingnot availablethroughtraditional sources
financialreturn(funding)vs. o Funding is barrier to timely project completion (not
investment with a return planning, policy, capacity, etc.)
(financing)) O NEPAlecisioncomplete,projectplannedand’ s h o e a b|
A If the project does not meet | @ Potential for social/envir. outcomeandfinancialreturns
criteria for financing (see O Multiple beneficiaries willing/able to pay
greenboxto right), pursuea , . : .
funding approach instead. (=] Capacn;forscaled/as:celerqted.T.lplementatlone.)qsts
(i.e.,philanthropy, CSR, public O Collaborative capacity/socipolitical support exists
appropriations) O Ability to predict/monitor project outcomes

PHASE 4: ESTABLISHING THE PARTNERSHIP

Phase 4 activitiewill depend on thespecific projecand partnersengaged. Inmost caseshe Unit will
take part in the followingctivities butwill not be responsible fdeading them. Units can work with
externalproject developelpartnersor receive support from the USFS National Partnership Office.

Decideon/articulate ajoint visionandgoalswith partners.

Conductduediligenceon potential funding/financing tool(sandselectbestoptions.
Assespotential for philanthropic/publicfundingto coverprojectdevelopmentcosts.
Createplanfor projectadministration,staffing,andgovernance.
Developimplementationplanthat verifiescollaborativecapacityfor up-front activities.
Developplanfor monitoringoutcomes/success.

If applicable projectdevelopemegotiatescontractswith payors,nvestorsandimplementers.

PHASE 5: IMPLEMENTING THE PROJECT

Implementprojectguidedby administrationandimplementationplans.

To To To To To To Ix

Monitor projectoutcomesanddocumentsuccess/lessonearned.
Adaptprojectmanagementindimplementationbasedon resultsof monitoring.
Conveneaegularlywith partnersto discushallenges/opportunitiesndnextsteps.
Sharesuccesses/lessonsarnedwith other units,ROsWO,andthe public.

To Do Do Do Do Do

Leverage communications and marketing to mobilize additional beneficiaries/scale up.

10



Conservation finance is the practice of raising, managing, and deploying capital for
conservatioroutcomes.Investmentan conservatiorfall into two buckets:thosethat doanddo

not generate a financial return/profit. Current innovation in conservation finance is focoised
the engagement of private capital in investment opportunities that generate financial returns
through the alignment of environmental, social, and financial outceme

Thechecklistbelow providesaninitial screernto helpdetermine whether &Sorojectisripe for
conservatiorfinance.If your projectdoesnot checkall the boxesbelowit maynot be agood fit
for conservation finance; alternately, it maydicate there is more worto be done before
moving forward with an idea.

Checklist for Conservation Finance Readiness

Definedecological/sociathallengeandneedfor action
(i.e.,declinesn water quality, naturaldisturbancesincreasingvisitation,etc.)

Landscape/ NEPAlecisionsignedprojectsplannedand” s h o veald y "
Project (i.e., NEPAecordof decisionpublishedandindividualproject plancomplete)

>$3Min fundingrequiredto addresschallenge
(if <$3Mrequired,considerphilanthropicsourcesnstead)

Marketdemand
(i.e.,regulatorydrivers,municipaltargets,costsincurred,sustainabilitycommitments)

Business Potentialfor ecological/sociahND financiabutcomes
Case (i.e.,timberrevenue marketcredits,avoidedcosts,tourismspendingetc.)

Beneficiariewvillingandableto pay
(i.e.,entitiesbenefitfrom outcomes andanenter contracts)

FSpositionedto be avalueaddedpartner
(i.e.,staffing,planrevisiontiming, localleadershipyegionalsupport,etc.)

Localkapacityto implementon-the-groundproject
(i.e.,dedicatedprojectmanagersg¢ontractorsavailable)

Capacity
Collaborativecapacityand sociapolitical support
(i.e.,partners,electedofficials,communitybuy-in)

Data Ability to predictandmonitor projectoutcomes
(i.e.,baselineanalysicomplete,monitoringprocess/expertisavailable)

15
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What is a Ballot Measure?

Ballotmeasures-also called ballot referenda, initiatives, propositions, or questieage bills

that are directly approved or rejected by voters when they go to the polls. This instrument of
direct democracy is employed at both local and state levels andaiae largescale, reliable
public funding for | and protection and man
that direct funds from a specific financing mechanissuch as lottery revenue income, sales

tax funding, water charge, a general igiaition bond, corporate business tax, or real estate
transfer tax and fees to conservation work on public and/or private lands.

How do Ballot Measures Get Passed?

Getting a ballot measure drafted and approved takes time, funding, and the expertise and
support of many partnersAs a federal agency, the FS cannot run a campaign to raise support
for ballot referenda However, the FS can be a vahkokded partner in idetifying priority
landscapes in need of protection/restoration, sharing best practices related to environmental
interventions, bringing together public and private partners, and undertaking land
management activities. Nonprofit partners.§., Trust for Pubc Land and The Nature
Conservancy) typically spearhead the work of running ballot measure campaigns by raising
and deploying philanthropic resources to undertake the following steps.

1. Researchlaws governingoallotreferendato understandstate or localspecificprocesses.
2.  Withthe helpof localgroups,identify environmental challenges in needof funding.

3. Identify a publidinancing source (i.e.,municipal/state bond, tax, fees) that coube
used to address identified needs.

4. Build a diversecoalition of partners to championthe me a s uappeovas,including
NGOs, government agencies, local businesses, and elected officials.

5. Conductpublic-opinion research to test supportand messagingtrategies.

6. Draft bills based on environmental needs, interests of coalition, political feasibility, and
legal counsel on crafting a law to withstand legal challenges.

7. Perfectthe ballot measure language that votersreadon electiondayto ensureit is clear,
simple, and conveys the measure’s benef.i

8. Launcha campaign basedon poll-tested messagedo generatebroad public support.
Campaigns typically include TV, direct mail, and online outreach.

9. Conductongoing advocacy to defendnew sourcesof fundingand ensurethat fundsare
spentaccordingo termsof legislationpassedoy voters. 16



How Do Ballot Measures Work?

g Ballot R
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How Do Ballot Measures Help the Forest Service?

To To To To  To I

Bringlarge-scalereliableandconsistenimunicipal/statefundingto projectson NFSand

Committed ballot measure funding helps leverage additional investment from the
public,philanthropic,andprivatesectorsfor foresthealth efforts

Builddiversecoalitionsof supportfor forestandwatershedhealth
Fostermrelationshipsbetweenentities with sharedstakesn foresthealth
Demonstrateébroadpublicsupportfor naturalresourceconservatiorand management
Bringhighpublic visibilityto the importanceof NFSands

What are the Enabling Conditions for Ballot Measure Success?

Criteria for Success

Landscape

Community

Partners

Timing

Capacity

Identifiedneed(e.qg.,forestrestoration)andprojectsthat canaddressneed
Anchorlandowner(if the FSNEPAlecisionsignedandnotice published)
Plandor implementationcompleteandprojectis® s h o veald y ”

Supportof electedleadershipanddiverseon-the-groundcoalition(NGOs,
businesses, government)

Populationsizesufficientto supporta ballotandgeneratefunding
Partner(s)with ballot measurecampaigrexperience
Clearbusinessasefor projectsto be fundedfor all stakeholders

Windowof opportunity to passmeasure(naturaldisaster scientificresearch
highlights inaction risk, existing bond retiring, interest of elected officials

Pollingindicatesvoter supportfor fund collectionand potential projects
Thebusinessasefor the projectsto be fundedis clearfor all stakeholders
Projectimplementer(s)wvith capacityandexpertiseto undertakerestoration
Issueris creditworthy, hasauthority to bond or tax,andcanmanagefunds



http://www.landvote.org/

Ballot measures — also called ballot referenda, initiatives, propositions, or questiease
piecesof legislationthat are directly approvedor rejectedby voterswhenthey goto the polls.

This instrument of direct democracy, which is employed at both local and state levels, can be
used to raise largscale, reliable public funding for land protection and management. Voters
are asked to wvote * ydirects funds framna speeifteifisahcang 1 C
mechanism- such as lottery revenue income, sales tax funding, a general obligation bond,
corporate business tax, or real estate transfer tax and fets conservation work on public
and/or private lands.

Flagstaff Watershed Protection Project Case Study Overview

The 2010 Schultz Fire, which caused severe flooding and tens of millions of dollars of damage
to infrastructure and private property in and around Flagstaff AZ, demonstrated the
vulnerabilityo f  F | amgter supplyto Wilslfire and subsequentrosion. Two yearkter, in

2012, Flagstaff voters passed 0 million municipal bond with 74% approval to conduct

forest health treatments 010,500 acres of the
Rio de Flag and Lakealy Watersheds with
the goal of reducing wildfire risk and pefste
flooding. The bond, which funds ecological
restoration treatments on th&€oconino
National Forest as well as state and city lands
through a secondary property tax,ttse first
example ofa municipal bond being used to
fundforesthealthefforts. In additionto raising
$10 million from the bond, the measure has
leveraged an addition&l5.2 million for
restoration work—including thinning and
prescribed fire-from the FS and other
partners.TheCityof Flagstaftiecidedto usea

Fort Valley

ballot measure instead of other options to I FWPP City & State Trust Lands o
finance restoration with the goal of raising LS s we [ Mo o

. |____| Flagstaff City Limits i // N
public awareness about forest health and - : Bl ;;/"J
environmental stewardship. —— Mies WV LT o
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Project Impacts

A Wildfire riskreduction A Protectedrecreationopportunities
A Reducediskof postfire flooding A Protectedwildlife habitat
A Protectedwater quality A Increasedublicawarenes®f foresthealth

Project Stakeholders

Forest Service. TheFSsresponsiblgor the environmentalplanningprocess
andall managementecisionsandimplementationon the Coconind\NationalForest.

City of Flagstaff. TheCityholdsthe authority to makefiscaldecisiongegarding
useof bondfunds andsresponsiblgor allmanagement activitieandimplementation
on cityowned land.

AZ Department of Forestry and Fire Management. TheStateisresponsible
for all management activities and implementation state-owned lands.

Greater Flagstaff Forests Partnership. This local forest collaborative, which is made up
#4  of nonprofit, government, academic, and private partners, supports the project in
publicengagementmonitoring,projectmanagementandfinancialleveragecapacities.

Project Management

To effectively undertake workinded by the bond, project stakeholders increased internal
capacityandsetup collaborativebodiesto facilitate information sharinganddecisionmaking.

A TheFSandCityeachcreated® p r arjaencatgositionsto overseeprojectdevelopment
and implementation and act as point of contacts (FS role at District level)

A Partners established the following intentity teams: 1) Executive (District Forester from
State,Forestleadersip from FSand County/Cityofficials),2) Inter-DisciplinaryT eam(staff
with expertise in analysis and evaluation), 3) Communication, and 4) Monitoring

Lessons Learned

Capitalizeon windowsof opportunity to build support(e.g.,2010SchultZire)
Buildon existingpublicawarenes®f foresthealth (prior planningefforts, etc.)
ManageexpectationgegardingNEPAequirementsandtimelines
Ensureegularandtransparentcommunicatiorwithin the FSandbetweenpartners
Keepmanagemenstructuresimple

Bepreparedto showimmediateon-the-groundsucces®y prioritizingearlywins
Discusshe projectasaninvestmentin the future, not asa cost

To To Do Do Do Do Do

www.flagstaffwaterprotection.org
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U.Sforestscurrentlyserveasacarbon'sink’, offsetting10to 20 percentof USemissiongach

year. As the largest forestland owner in the country, USFS plays a big role in carbon
management. This study guide provides an overview of how carbon markets work in the US,
USFSxperience with these markets, and opportunities for future involvement.

Carbon Markets 101

There are two types of carbon markets that function inthe UStedaywv ol unt ary M
and“ Comp |l i anc e/ Re gTadsemarketsaye bddedonkhe gursehaseand saleof
carbon credits, or offsets, thatrepresenpao | | ut er s ri ght to emit

Compliance/Regulatory Market Voluntary Market

This globamarket allows businesses,

National or suknational policies require
NGOsandindividualsto voluntarilyoffset
their emissions by purchasing offsets.

businesseto offsetcarbonemissionghat
exceed legal limits by purchasing credit

Regulatory Market

The California market is the most active regulatory market for carbon credits in the US. State
law requires entities to reducgreenhouse gas (GHG) emissions by either a) changing
operationalmanagemento reducecarbonemissionsb) payingafeeto the stateto purchase

an emissions allowance, or ¢) purchasing an offset.

A In2015approximatelys.5metric tons of forestryandland-useoffsetswere soldon the CA
market. Offsets were sold at an average price of $9.70 per ton, totaling $63.2 million.

A Federal lands are not currently eligible to host regulatory offset projects for CA market

A Emissiorallowancerevenues($1-2 billion/ yr) aredistributedto stateagencieso spendon
carbon positive projects through the California Climate Investments (CCI) Praggesn.
and partners are eligible for CClI grant funding for work on NFS lands.

Voluntary Market

Companiesndindustriespurchasevoluntarycarboncreditsto offsetemissionsgaincompetitive
advantage, meet consumer demand for environmental stewardship, and prepare for regulatiol

A By20161.1billiontons of carbonhadbeentraded globallyon the voluntarymarket.
A In201663.4million tonswere soldgloballyfor $191.3million at an average$3/ ton.
ﬁ 20



The Case for Carbon: FS Restoration and Reforestation Needs

Il n 2018 USFS completed just 13% of 1its to
annual restoration budget covered only 5% of estimated restoration need in 2016 and 2017,
with CA alone facing a 3fb year restoration backlog. Approximately 1.8lion acresneed
reforestationnationwide,more than 700,000acresof whichrequire planting.Meeting USFS
needsaroundreforestationandrestorationrequiresusto exploreinnovativeapproaches,
includingleveragingvoluntarycarbonmarkets.Belowwe exploreopportunitiesandbarriersto
allowing project developers to generate saleable credits in the voluntary market on NFS land:

Voluntary Carbon Market Opportunities

A New methodologies couldincreasethe quantity of future projecttypeswherevoluntary
carbon funding is viable on NFS lands.

A Industrywide seltregulationis growing demand for voluntary credits (e.g.,airline
and cruise line industry regulation and goals could drive reforestation/restoration).

A Voluntarycarboncreditscouldincrease and diversify stakeholders willing to pay for the
outcomes of proactive management, helping USFS access and treat high priority acres.

Voluntary Carbon Market Barriers

A Clarity on legality. It is unclear whether project developers can sell rigbtsredits of
carbonsequesteredasaresultof reforestation/restorationwork conductedon NFSands.

A Mechanisms to structure projects. USF8nustmeet marketrequirementsfor permanence
after permit expiration in a way that works within ageraaythorities.

A Long term liability. Responsibilitfor longterm maintenanceandmonitoringof stored
carbon must be clear and appropriately funded between USFS and project developers.

Criteria for Success (Example Voluntary Carbon Reforestation Project)

Regulatory  Meetsregistryrequirementsanda g e ndesirédsonditions
Creditsalerevenue>upfront establishment/implementatiorcost
Investment o : : : :
Proximityto city or major corporationwith carbontargets
Forestgrowth rateshigherthanaverage
Landscape Recentlyimpactedbyfire
Project>5,000acres(doesnot needto be contiguous)

Project ProjectisNEPAapproved,” s h o e @& lédndunfunded
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What is Compensatory Mitigation?

Local, state, and federal laws require that developers, or permittees, compensate for the

residual impacts of development projects on regulated resources like wetlands, streams, and

species, with the overarchi ng rcg.®kesldualdnmpactsn o
are damages that remain after permittees take measures to reduce impact in order of the
mitigation hierarchy—to first avoid,then minimize then restoreimpactsonsite. Compensation

activities can include restoring, enhancing, oegerving existing resources, as well as

establishing new ecological resources. There are three ways in which permittees can meet

compensation requirements.

Permitteesconductmitigation projectson
their own, often using consultants. USFS has multiple PRM projects on NFS lands.

Permittees pay fees into a neprofit fund that supports
mitigation projectsto offset permitted impactswithin three yearsof the impact. USF®as

several ILF projects on NFS lands.

Inadvanceof permitted impacts,aprojectdeveloperimplements
mitigation projects across a site/suite of sites called a bank from which they generate

sal eabl e *credits’ ftsor permittees to o4

How Can Compensatory Mitigation Work?

Thisdiagramillustrateshow In-LieuFeecompensatorymitigation canwork on NFSands.

Army Corps of Engineers certifies project outcomes can
mitigate residual impacts of infrastructure project

Wetland is restored by project sponsor on NFS land
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How Does Compensatory Mitigation Help the Forest Service?

Compensatorynitigationisatool that canhelp USF $o:

Restoreor enhanceresourcegocatedon suitablelandscomprisingNFSands
Restoregnhancepr protectadjacentprivate/ other governmentiands,promotingresilience
Contributesuitablelandsfor additionto NFSwnership whereappropriate
Reducemaintenancecostsby removinglegacyinfrastructure

Reduceprojectcostsby distributingcostsacrossstakeholders

Contributeto climatemitigation (carbonspecifically)

T> > T>o T T>o T

What is the Scale of Opportunity?

Analysiof WatershedConditionFramework2020)indicates:
A 288NFPriorityWatershedsn needof restorationto improvewatershedcondition

A Anestimated$79M $96Mworth of financialin NEPAreadyEssentiaProjectsor $675Min non-
NEPAready Essential Projectdready prescribed through Watershed Restoration Action Plan:

Who are the Key Stakeholders?

Army Corps Permittees. Legallyrequiredto compensatdor residualimpactson regulatedresources.
Mitigation Project Developer. Develops the PRM, ILét,mitigation bank to achieve no net loss for
permittees as approved by regulators (could be public,-poofit, or for-profit entity).

Regulator. Approves the impact/mitigation proposals to verify no net loss of regulated resource.
Primaryfederalregulatoryagencyapprovingmitigationprogramsis U.S ArmyCorpsof Engineers.
Landowner. Landownershost mitigation projects (could be private or pudbmdowners.
Implementer. Manageson-the-groundexecution,and longterm managementndmonitoring.

What are Enabling Conditions for Compensatory Mitigation Success?

Criteria for Success

Largescaleor significantimpactto regulatedresourcesreatesdemand
Identified needfor restorationwithin the serviceareaof demand

Landscape UnfundedNEPAsignedprojectsand/or parcelsat riskof developmenthave
restorable resources

Plandor implementationcompleteandprojectis® s h o veald y ”

StrongUSF$eadershipwith interestin innovationat multiple levels

Leadership _ _

Strongpartnerleadership andommitment

Mitigation projectdeveloperexiststo applyregulatorfor instrument
Capacity Contractorsavailableto implementon-the-groundwork

USFSyartners,contractorsableto measure/monitoroutcomes
Project USF$nanagemenimeetsregulatordurability requirements

Structure Agreementsand/or permitscovertermsof reversalandlong-term liability #



Compensatory Mltlgatlon C‘&se Stud(y;ﬁw..-
Danlel Boone NF

Local state,andfederallawsrequirethat developerspr permittees,compensatdor the residual
impacts of development projects on regulated resources like wetlands, streams, and species,
with the overarching goal rmwd ReSidualimpaetsarel os s’
damageghat remainafter permittees takemeasuredo reduceimpactin order of the mitigation
hierarchy-to first avoid, then minimize, then restore impacts onsite. Compensation activities
can include restoring, enhancing, oregerving existing resources, as well as establishing new
ecological resources. There are three ways in which permittees can meet compensation
requirements: permittee responsible mitigation (PRM), in lieu fee (ILE)yatngation banking.

Daniel Boone National Forest Case Study Overview

On the Daniel Boone National Forest, three projects seek to reconnect aguatic ecosystems
improve watershed ability to pass sediment through the removal of dams and the enhanceme
of natural stream complexity. The iteicky Division of Fish & Wildlife (DFWR) is the ILF projec
sponsor for projects on the Forest.

The Basics

A Location: LickingRiverand Upper KentuckyRiver Basinserviceareasspanningthree counties in
eastern Kentucky
A Partners Involved:
0 (USDAorestServicePanielBooneNationalForest(DBNF)
0 KentuckyDivisionof Fish& Wildlife Resource$DRWR)
0 U.SArmyCorpsof Engineers-LouisvilleDistrict
0 RiverineSolutions
0 Collaborativestream restoratiorinteragencyworking group
A Mitigation Authority Used: 33 CFR 332 authorizes compensatory mitigation on public lands; Sectior
404 of Clean Water Act requiring compensation of unavoidable impacts to aquatic resources &
designated under Waters of the United States and/or state piasit
A Mechanism Employed: ProjectlevelChallengeCostShareAgreementsignedbetweenUSFS and
Kentucky DFWR; DBNF granted DFWR access for restoration site design, construction & monitorir
via Right of Entry; sites are also ensured protectibtpugh DBNF Forest Plan; development of a
Forestwide Conservation Land Use Agreement with Army Corps of Engineers is underway
A Resource Impacted & Why: Thesewatershedscouldbe heavilyimpactedbyintensiveland use
practices typical of the central Apahian region, including oil & gas extraction and road
building. These activities could create unavoidable impacts to streams in theofweadiment
pulses and other aquatic impediments.
24



Project Impacts

A 5.3mi< feet of streamchannelrestoredthroughthree phasesof Stonecoal Slab
Campproject

A 4,7000f streamchannelreconstructedon ElishaCreekto reconnectfloodplainandraise
groundwater table

A EastForkIndianCreekprojectwithin WCFPriority Watershecdhasrestored4,500ft of
stream since 2015

Site Protection

Longterm site protectionandadministrationis akeyfeature of maintainingrestorationprojects
on DBNF land. It is ensured through:

Forest Management Plan —Projectsitesarelocatedwithin watershedsowned, protected,
and managed by USFS where Management Area Desired Conditions are compatible wii
stream restoration activities

Project-Level Grants & Agreements — Partnership Agreements (Challenge C8kare) are
used to document the mutual intereshutual benefits of collaboration between the DBNF
andDFWRasthe projectsponsor It allowsfor federalandstatedollarsto be commingledfor
activities within five years

In Progress — Forest-Wide Conservation Land Use Agreement (CLUA) — An overarching,
bindingdocumentbetweenDBNFand ArmyCorpss beingexploredto recognizd JSF&as
project host, establish the Forest Management Plan as sovereign, and establish roles &
responsibilities in the event of an incompatible use

Case Study Roles

Project Sponsor. DFWRlJevelopedthe projectandILFprogramto achieveno net lossfor
permittees as approved by regulators.

Regulator. TheUSArmyCorpsof Engineer@approveshe impactandthe mitigationproposaldo
verify no net loss of regulated resources under Section 404 of Clean Water Act.
Landowner. DBNFhoststhe compensatorymitigation activitiesnecessaryo offsetimpacts
occurring within watershed service areas on or off NFS land.

Lessons Learned

A A new way of doing business: Umbrella agreements allows partners to think creatively atimw
to work acrosshoundarieso meetrestorationobjectivesamenableto both land manager (USFS),
regulator (U.S. Army Corps), and project sponsor

A What’s the value of a forest? Topromote advancednitigation projectplanning,outcome based
protocols areneeded to quantify the restoration value of lands and resources

A Roles & responsibilities: Becauseompensatorymitigationis administeredby a third party, the
USFS becomes a landowner hosting area for work to be accomplished. Proper sideboards ar
management framework is essential for ensuring that projects can meet their intended outcon
over time without unnecessarily encumbering public lananagement

A Proactive prioritization of projects: Adjacencyof restorationsiteswithin andnextto a Forest
can create a synergy for expanded mitigation investments
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Forest Resilience Bond

What is the Forest Resilience Bond?

The Forest Resilience Bond (FRB) is an investment vehicle developed by agenc\Bpertner
Forest with the World Resources Institute. The FRB deploys private capital to fund forest
restoration activities that mitigate wildfire risk to forestosystems and surrounding
communitiesand protect water resourced.he FRBaises the upfront private capitalecessary

to fund forest health treatments and uses a collaborative framework that brings together
stakeholders that benefit from restoration &hare and the cost of reimbursing investors over
time. By engaging private capital to cover the upfront costs of projects, the FRB increases the
pace and scale at which the FS can address backlogs of work to improve forest health.

How Does the FRB Work?

- of o] @ ol

@ Partners Restoration Activities

T
$§7$ FOREST \
Investors e RESBICL)INE[;‘ e 9 E . % Q |

i ha - > Nt ﬁ

Beneficiaries

Fire Suppression
and Water Benefits

» Outbound Cash Flow « Inbound Cash Flow Resource Flow

Beneficiaries make annual contracted

payments to FRB as environmental and social
o FRB pays implementation partner to cover benefits are realized
restoration costs

o Investors provide capital to FRB to cover
full cost of restoration

e Implementation partner pays restoration o FRB repays investors principal plus a return
crews as work is completed
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How Does the FRB Help the Forest Service (FS)?

Acceleratepaceandscaleat whichforestrestorationcanbe undertaken

Reducegostof restorationprojectsfor FSby sharingcostsbetweenmultiple beneficiaries
Establisheplatform throughwhichto collectdata/quantifyimpactsof ecosystenservices
Fostergelationshipsbetweenpublicandprivate entitieswith sharedstakesn foresthealth
Createopportunitiesto establishandgrow marketsfor biomass/smaltiiameterwood
Guaranteescash flow for implementers (often dependent on reimbursablegrants)

To To o Do Io o

What are the Enabling Conditions for FRB Success?

Criteria for Success

Identified needfor forestrestoration(highfuel load, wildfire risk, etc.)

NationalEnvironmentaPolicyAct (NEPA}lecisionsignedandnotice

Landscape published
Plandor implementationcompleteandprojectis® s h o eald y ”
StrongFSeadershipwith interestin innovationat multiple levels
Leadership

Strongpartnerleadershipandcommitment

Compellindousinessasefor involvementof multiple beneficiaries
Collaboration Locallybasednaturalresourcecollaborative(syvith historyof success

Strongcrossboundaryrelationships

c ) NFSunit with capacityto prioritize partnershipbuildingactivities
apacity . : : : :
Projectimplementer(s)with capacityandexpertiseto undertakerestoration

Baselineecologicabndeconomiadatain place

Data
Abilityto quantifyfuture ecologicahndeconomicoutcomes

FRB Partner Blue Forest Conservation

Blue Forest (BF) is a missidrven nonprofit dedicated to leveraging financial innovation to
develop sustainable solutions to pressing environmental challenggzarf@ters with the FSo
develop and implement FRB projects. As the project developer, BF recruits investors, identifie
and builds relationships with beneficiaries, works with research partners to quantify ecologica
and economic outcomes, and develops tranting mechanisms and financial structuring to
enable private investment. In 2017, the Forest Service and Blue Forest signed a memorandu
of understanding (MOU) to develop and implement the FRB, and in 2018, launched Yuba I, tt
first FRB pilot projecta fund forest restoration across 15,000 acres of the Tahoe National
Forest (NF) in California. Yuba Il, the second FRB on the Tahoe NF, launched in 2022.
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S A Forest Resilience Bond Case Study:
North Yuba River Jahoe NF
ageof SnowyButtes

redit:BlueForest

The Forest Resilience Bond (FRB), an investment vehicle developed by Forest Service
partner Blue Forest, deploys private capital to fund restoration activities that mitigate wildfire
risk and protect water resources. The FRB raises the upfront private capital necessary to func
fored treatments anduses a collaborative framework that brings together stakeholders that
benefit from restoration to share the cost of reimbursing investors over time.

North Yuba River Watershed Case Study Overview

Forest Service partneBlue Forest, in collboration with World Resources Institute, launched
the inaugural FRB pilot ilahoe National Forest’s North Yuba River watershed in November
2018. This first FRB, known as Yuba |, provigdedhillion in upfront private capital from four
investors to fund eological restoration treatments to reduce wildfire risk acra5900 acres of
National Forest System land. Three beneficiarie¢e US Forest Service, Yuba Water Agency,

and the State of California — provided inrkind support and funding at contracted tes to
reimburse investors as restoration work is completed. Restoration activities were carried out
the National Forest Foundation, t he project’s pri mary I n
contractors from 2018, planned to complete in fall 2022. Work fittie second FRB Yuba Il is
underway! Yuba II will bring $25M in upfront capital to continue restoration work on ar
additional 48,000 acres in this watershed. National Forest Foundation remains the he
implementation partner for Yuba Il.

Yuba | Restoration Acres Fire Risk

Yuba Project

Treatments* Planned [ ] Moderate | _a.mp.

AspenWork 225

InvasivePlantTreatments 89

MeadowRestoration 395
Powerline Hazard 323
Tree/VegRemoval
FuelsTreatments 1,630
TOTAL TREATMENT 2,662

*Not included in table: as of June 2022,
thousand<f additionalacresof landsare
prepped to burn.

UpdatedJune2022 28



Project Impacts

A Wildfire riskreduction A Avoidedsedimentation
A Increased watequantity A Protectedhabitat
A Protectedwater quality A Rural jolcreation

Project Stakeholders

Beneficiaries/Payors. Three beneficiaries, motivated by a variety of outcomes and their own
organizationbased valuegrovidein-kind supportandfundingat contracted ratego reimburse

US Forest Service — benefitfrom reduced wildfireseverity,protectedwildlife
habitat, recreation areas, and ecosystems

é\ﬁ,u__%
st Yuba Water Agency —benefitfrom increasedwvater quantity andhydropower
generation, improved water quality, protected infrastructure, ratepagavings

(e ’*m == CA State Government —benefitfrom job creation(restoration,biomassfourism),
clean air and water, protected lives and property
(" panone

Danone —benefitfrom forestresilience, wateguality, water quantity, and plant-
based food systemsssential to its business, community health, and planet. This
beneficiary became involved during Yuba II.

Yuba I Investors. Four investors each provided upfront capital for the Yuba | projeotkefeller
Foundation Gordon& Betty Moore Foundation(GBMF)CalvertimpactCapitaland CSAA Insurance.
The foundations invested to boost public and forest health. Calvert, an impact investing firm, focu:
on the joint promise of impact and a competitive return. CSAA Insurance Group saw inveasee
way to diversify its portfolio while supporting communities it serves.

Yuba Il Investors. Thefour marketrate investorsare Hall Capital ImpactAssetsdRSFSocial Finance,
and CSAA Insurance Group (repeat investor from Yuba I). Lead investors contributing mission
aligned investments include GBMF (repeat investor from Yuba I), and the Inlrenemdation.

Lessons Learned

ABeopento newideasandoutsidethe-box thinking abouhow to put ideasinto practice
AFindchampionsearly onto support thiswork at manylevels(WO, RONFQunits)
ASuccesbingeson relationships- start slow, build trust, communicatefrequently
ADrawon the strength oflocalcollaboratives angartnerships
AProvidemanyopportunities forstakeholdergo understand/gairfamiliarity with FRBnodel
ALayout compelling, targetedusinessasedor all potential beneficiaries
AProjectsizeiscritical (i.e., bigenough tobe investable smallenoughto be manageable)
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What is a State Revolving Fund?

State revolving funds (SRFs) are statmanaged funds focused on investment in water management
and protection projects.An SRF is initially funded by federal grants and state contributions, which
emits bonds guaranteed by the initial capitdlhe funding s revolved through the payment of the
principal and interest on outstanding loans.

TheClean Water State Revolving Fund (CWSRF) anblrinking Water State Revolving Fund (DWSRF)

are U.S. Environmental Protection Agency (Eddte partnerships that provideocnmunities with an
independent source of lowost financing for a wide range of water quality and drinking water

i nfrastructure projects. Since their i nceptic
financial assistance to nearly 43,000 watgrality infrastructure projects and 16,500 drinking water
projects across the country.

CWSRF vs. DWSRF Approach to Financing Green Infrastructure

CWSRIprovides large low interest loans fgreeninfrastructure (no maximum amount, past loans
haveranged from $2M to $18M). The American Recovery Act of 2009 (ARRA) requires all state CWS|
programs to use a portion of their federal capitalization grant for projects that address green
infrastructure, water or energy efficiencymprovements, or other environmentally innovative
activities.Forexample for FY2lnolessthan1 0 % of each state’'s <capital
such projects.

DWSRF provides small low interest loans and grants-1$80thousand) for green infrastructure
projects. AIIWSRF programs can keep approxi mately- 31
asides,’ i . e., miomferya & tor uacstsu rsee amittihv intoines suc!l
technical assistance. DWSRFs can fund green infrastructurecfsopuch as source water protection
activities, only with set asides.

How Does a State Revolving Fund Work?

Clean Water State Revolving Fund (CWSRFndDrinking Water State Revolving Fund (DWSRRundingis
annually appropriatedy Congress to th&PA, therEPA awards capitalizatigmants to the 50 states and
Puerto Rico (in FY20, $7.5 billion for CWSRF and $3.6 billion for DWSRF). States must provide a 20%
funding match. Eligible entities, such as municipalities, special districts, county imgotdistricts,
sanitary districts, Tribes, privatelpwned community water systems, and others, can apply and receive
SRF low interest loans to implement water infrastructprejects. Loanrepaymentmechanismsuchas
userandrentalfees,generalobligaion bonds,water use rates, or voluntary surcharges, are identified and
developed by loan recipients. Repayment amounts are returned to the SRF, which allows for the future

issuance of moreloanshence t he progr a&damndame: ‘revolving
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How Does a State Revolving Fund Work? (Cont.)

[
7/ \
il

A |21

State Governmenmt

State Match

R

Capitalization
Granmt

<EPA

1) State Match. EPAawardsannualcapitalizationgrantsto states.Eachstate provides20%match.

2) Disbursements. SRFs issue leinterest loans to eligible applicants; SRFs nmagvide
additional subsidies in the form of principal forgiveness, grants, or negative interest loans.

3) Cash to Pay Invoices. Loanrecipientagreesto repayloananddemonstratesability to do so.For
CWSREF, since loan amounts are larger, findsmuece of repayment can be challenging. States
offer the following financing mechanisms and subsidies to assist:

Clean and o
l i - ' abundant water
Assistance ’
Reciplont

< ‘ Cash to
Pay lnvoices

Courtesy of EPA. *Figure adjusted to represent a model for Forest Service.

a) Aggregate repayment from multiple beneficiaries: Responsibility for project
implementation and loan repayment is passed through to a tlpedty via a pass
through agreement.

b) Sponsorship lending: Two independent projects—a traditional publicly owned
treatment works project and a nonpoint source pollution (NPS) prejeetre paired,
allowing the borrower to receive a loan with a redudetkerest rate as compensation
for sponsoring the NPS project.

c) Additional subsidies: In the form of direct grants and principal forgiveness ($384 million
provided in FY20) for disadvantaged communities.

4) Clean and abundant water. Loan recipient implements pjects, including on NFS lands.
Projects implemented on NFS lands result in water quality benefits to water users.

5) Loanrepayments. Loanrecipientrepaysprincipal/interestto SRFUSF®ot responsibldor repayment.

SRF Loan Terms

A Belowmarketinterestrates,reflectinga cheaperrate of borrowingthan mostmunicipalbonds.
A Upto 30-yearrepaymentperiod, whichcannotbe longerthanthe usefullife of the project(s).

A Project(sompletewithin 3 yearsof the start of the implementation.
A

Subsidieqprincipal forgiveness grants, reduced interest rates) for projects targeting

disadvantaged communities, stormwater, energy/water efficiency, sustdihab
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What are the Enabling Conditions for a Successful State Revolving Fund?

Criteria for Success

Needfor forestrestorationandprotection (prescribedire, thinning)IDed

Landscape S o . o
NEPAdecisionis signedanoticeis published,andprojectis* s h o veald y ”

Project : _— : . . :

. Projectactivitiespromiseto deliverwater benefitsto multiple stakeholders

Activities
EligibleSRRoanrecipient(s)iDed(USF®ot aneligibleloanrecipient)

Partners Potentialbeneficiariesywho canassistwith the loanrepayment,iDed
Partner(s)Dedloanrepaymentmechanismandcommittedto repayment
Projectimplementer(shavecapacityandexpertiseto undertakerestorationactivity

Capacity Loanrecipienthascapacityto managefunds

NFSunit(s)havecapacityto build andmaintainpartnerships

Strongcrossboundaryrelationshipsare presentor cultivated

Collaboration EarlyUSF®&ngagementvith SRmanagergto ensureprojectslistedin SRAntendedUse
Plan), EPA regional Source Water Protection coordinators

How can SRFs help the US Forest Service?

Providing abundant clean water is a strategic objective of USFS. In the wake of devastating fires and
flooding there is an urgent need to accelerate the pace and scale of watershed restoration. USFS ain
to work with partnersto mobilizeresourcedor restoration,and SRFoansprovidea partnershipbased
approachto doingso through work with loan recipients and project implementers.

Possible SRF Benefits to the US Forest Service

SRF Benefit
Acceleratepaceandscaleof restorationandprotection projects
CWSRF Covermpfront costsassociatedvith implementationof NFSwvater-relatedprojects
Unlockaccesgo additionalnon-USF$unds,e.g.,matchfor EPASection319grants
DWSRF Coversmallerexpensesssociatedvith project preparation

Createincentivesto developandimplementrestorationandprotectionactivities

Fostercollaborationamongstakeholderghat careaboutwater andactivateawarenessround

CWSR& connection between healthy watersheds and drinking water

DWSRF ) ) _ )
Provideon-demandconsultationson loanstructuringto loanapplicant

Provideopportunitiesto implementprojectsin disadvantagegdommunities

¢2 tSFENY Y2NB I02dzu
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What is Outcomes-Based Financing?

OutcomesBased Financing (OBF) is a financing approach that enables grivaieors to
cover the upfront cost of on-the-ground projects. A group of stakeholdersthat benefit
from project activities— beneficiaries or payors — agreeto pay this investmentback over
time at rates of return dependent on the outcomes delivered. iAsplementation partner

then uses investor capital to conduct-time-ground work. By engaging private capital to fund
the upfront cost of projects,OBF acceleratesthe pace and scale of work and shifts
financial risk from implementation partners to investors. The model also promotes
accountability and efficiency by allowing stakeholders to pay for outcomes as they are
delivered. OBF can be used to scale activities with proven results, determine whether
untested activities deliver outcomes as predictelb developand implement OBF projects

the FS partners witlproject developers such as Quantified Ventures (see pg. 2) to assess
feasibility and manage projects.

How Does Outcomes-Based Financing Work?

6, (L

- —

Beneficiaries/ Implementation

Payors O Partner
ORN °
i ‘ \e 9& g ©

Independentevaluator measures
outcomesusingagreeduponmetrics

e Beneficiaries/payors makepaymentsto
investors as outcomes delivered

o Investors providethe upfront capitalto
coverprojectcosts

9 Implementation partner conducts
project activities

Outcome payments made at rates

contingent on project performance alloy
investors to recoverprincipalandareturn 33

Projectdeliversenvironmental social,
and financial outcomes



How does Outcomes-Based Financing help the Forest Service?

Providesapitalfor priority projects

Accelerateshe paceandscaleof projectimplementation
Identifiesandquantifiesoutcomes helpingthe FSdiscusghe valueof work on NFSands
Increasegffectivenesof activitiesby linkingpaymentsto deliveryof benefits
Increasedlexibility of fundingfor projectson andoff NFSands
Fostergelationshipsetweenpublicandprivateentitieswith sharedinterests
Generatedessondearnedfrom measurementndevaluationto re-designFSprograms
BuildsenergyamongFSandpartnersto drive andsustaincollaboration

To To Do To Do Io Do D>

What makes Outcomes-Based Financing a viable tool?

Criteria for Success

Identifiedrisk/need,andprojectactivitiesto addresgisk/need

Landscape _ o _ _
If Foroject— NEPAlecisionssigned,and projects” s h o veald y ”
Projectactivitiespricedout andestimatedat <$3M

Project . o :

Activities Projectactivitieseither provento deliveroutcomesand OBFhelpsto scale;
or outcomes predicted and OBF helps to test
Baselineenvironmental socialand/or economicdataavailable

Data Environmentalsocial andfinancialoutcomesfrom projectactivitiescanbe
measured, quantified, and attributed to project
Businesgasefor payorsandinvestorsis clearandcompelling

Partners

Payorswillingandableto pay
StrongFSandpartnerleadership/commitment

FSunit with capacityto undertakework anddesignatea point of contactfor
Collaboration project
and Capacity Implementationpartnerswith capacity/expertis¢o undertakeproject

Implementation,outcomedelivery,andpaymentscanbe completedin a
reasonable investment term

OBF Partner Highlight: Quantified Ventures

Quantified Ventures works with pioneering organizations to design, capitalize, and scale investible
solutions that improve the wellbeing of people and the planet. As a project developer, QV partners
with the FS to develop and impleme@BFprojects that spport work on NFS lands. QV works with
the FS to define challenges and interventions, assess the feasibility of outd@msed financing,
structure transactions, design models for evaluation, and manageprojects. Learn more abou

OBF anduantified Venturesat http://www.quantifiedventures.com/
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CASE STUDY: BAILEYS TRAIL SYSTEM IN APPALACHIAN OHIO

Outdoor Recreation Catalyzes Rural ®
Economic Growth

The Baileys: A Differentiated Approach Revitalizing Communities in Appalachian Ohio

For centuries, the wealth of natural resources in Southeast As the pillar of the region, the Baileys Trail System is a conduit that
Ohio created jobs and industries, including timbering, brick supports and fosters new business, grows ther e g i ezandny, and
mining, and coal mining. As the market demand for extractive decreases the intergenerational poverty that has plagued Appalachia.

resources continues to decline, economic forces have left

Athens County one of the poorest counties in Ohio, The 88-mile B a i | Teayl System is projected to generate multiple

regional benefits during the next 10 years?*, including:
The Wayne National Forest in Athens County has miles

of abandoned coal mines. More than 20 years ago, the ECONOMIC

community started to see these mines notas i s ¢ @ut asan @ $40 million in increased spending
underutilized asset. Together, the community and the Wayne @ $10 million in higher wages
National Forest re-envisioned this terrain as a world class trail @ $2 million in project revenues
system that could drive visitors to Southeast Ohio. They had a @ $1 million in increased tax revenue

plan but did not have local capacity or access to capital.

- ) HEALTH
Quantified Ventures worked with local partners and the US

Forest Service to move from idea to implementation. We kick-
started the development of the Baileys Trail System, a premier

@ Greater access to outdoor recreation improvesr e si dent s 0
physical and mental health

mountain biking trail system on the Wayne National Forest, by: @ $500k in local healthcare costs avoided

@ Producing a feasibility assessment that quantified the ENVIRONMENTAL

t r aregior@aldenefits and informed political decisions @ Remediate abandoned mine land while introducing a new
@ Creating a local Council of Governments and a non- generation of conservationists to the beauty and biodiversity

profit partner to manage the trail as a social enterprise of Ohiods only National Forest
@ Securing $10+ million from public and private sources @ $2 million for mine land restoration

to finance the 88-mile trail system

Y SOCIAL

@ Providing technical assistance for business strategy,

planning, and local capacity building @ Asset-based recreation tourism brings Southeast Ohio

revenue to maintain critical infrastructure and improve quality

The Baileys Trail System is a sustainable model of shared of life

stewardship in outdoor recreation, providing a recreation and @ Increased local connectivity, with 5 miles of trails connecting
tourism asset that contributes to the ecological, social, and 3 villages

economic growth and sustainability of Southeast Ohio. @ 78 new jobs and 150 jobs retained in Athens County

Quantified Venturesd othasddbbor recreation outcomes
financing approach allows communities to solve problems
together, attract public and private capital, and retain local
asset ownership that generates revenues far into the future.

* Figures from Quantified Ventures report coupling market research with RIMS ||
input/output multipliers

Photo at top by: Joel Prince, Athens County Convention and Visitors Bureau
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mountain bike trail could do for Southeast Ohio

in terms of driving tourism, opportunities for

entrepreneurs, and economic development. The
challenge was always going to be where the money would
come from to develop the trail. Quantified Ventures was

5 fil t wafsr meta enyision what 88 miles of
‘i
=

instrumental in educating us about the pay for success
model, helping us pursue opportunities for investment
and funding, and ultimately unlocking public and private
capital to accelerate the Baileys Trail System.o

0 Mayor Steve Patterson, Athens, OH

Asset-Based Economic Development and
Placemaking Through Outdoor Recreation

As the pandemic has shown, access to nature is crucial to mental
and physical health. Now is the time to ensure that rural gateway
communities develop the infrastructure and tools to benefit from
and conserve their natural assets.

Quantified Ventures has developed an Outdoor Recreation
Playbook built on three core principles:

Joint Management i in this case, the US
Forest Service, Athens Wayne Outdoor Asset
Development Corporation, and the Outdoor

Recreation Council of Appalachia

Blended Financing i through federal, state, and
local public funds, as well as private investors,
private donors, and local businesses

Sustainability T multiple diversified revenue
gﬁ@ sources that stay local enable expansion and
3 create sustainability

This holistic approach enables sustainable economic development
and catalytic project financing.

TheQuant i f i e dlajgekmouves @igldor recreation
projects beyond the creation of a trail or campground to develop
community infrastructure, build local capacity, and enhance the
local sense of place.

This company mests the

Quantified® highest standards of social

and environmental impact

Ventures

—
Gorporation

nature presents an opportunity to rewrite the
narrative of Appalachian Ohio, by using public
land resources to showcase how recreation
contributes to quality of life in the region. Quantified
Ventures provided high-quality reports, strategy, and
counsel that advanced the project and elevated the
conversations with public and private stakeholders
about the opportunity outdoor recreation provides to
diversify our local economy.o

0 Jessie Powers, Executive Director, Outdoor Recreation
Council of Appalachia

Replication Opportunities

Quantified Ventures applies proven economic development
and infrastructure tools, processes, and financing mechanisms
to the fragmented and underfunded outdoor recreation asset
development sector. Our approach has worked effectively to
both develop new outdoor recreation infrastructure and expand
existing assets.

We are replicating this playbook across the country including
projects in California, Pennsylvania, Vermont, and Washington.
Our approach addresses the need for local initiatives to:

Capture and retain project revenues locally

: Monetize project outcomes

e Unify and empower stakeholders through sustai_nable
governance structures that control flexible capital

e Leverage experienced and mission-aligned technical

assistance

We are currently seeking additional mission-oriented
partners to continue the expansion and enable

more communities to realize the economic, social,
environmental, and health benefits provided by access to
outdoor recreation. To learn more, contact Seth Brown at
brown@guantifiedventures.com.

AThis i s just oitseatalytic ai |
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What is a Voluntary Surcharge?

Avoluntary surchargeisamicrod onat i on t hat I s added to a
lodging, or recreation activity bill to raise funds for a specific cause. Surcharges are often
collected to fund work located in the same geographies as participating businesses, meaning
that the surcharge payer is likely a direct beneficiaryheffunded work Partnerships between
environmentalgroupsandlocalbusinessearoundvoluntarysurcharggrogramscantake many
forms depending on the issue being address
interests.

Surchargesanbe setup sothat customerseither opt in or opt out of makinga donation.

Surcharggrogramsmayinvolvejustonebusinesor anetwork of businessege.g.,
all breweries in a specified geography, or all businesses on a certain street).

Surchargesaybe determinedasa percentof the total chargeor asaflat fee.
Programsnaybe long-term, short-term, or singledayin duration.
Programsnaytargetlocalor visitor/ tourist consumers.

Programsanfund acompetitivegrantprogramor setprojects.
Fundedprojectscanincludeon-the-groundwork, maintenancepr generalcapacitybuilding.

To Do To Do Po  To Do

How Does a Voluntary Surcharge Program Work?

[ Patrons pay \ ( Partner \ [ Partner \ [ Work yields \

surcharge when nonprofit nonprofit environmental
purchase at collects implements and social
participating surcharge funds proposed benefits
business(es) I:> I:> activities I:>

)

%
\ J

AN )




How Do Voluntary Surcharge Programs Help the Forest Service?

A Raiseadditional capital to fund FSand partner priorities, acceleratingthe pace and
scale at which work on FS priorities canunelertaken

A Build relationshipswith local nonprofits and businesseshat have shared stakesin
forest health and/or recreation economies

A Raisgublicawarenesof foresthealthandrecreationneedson NFSands
A Raisepublicawarenes®f FShonprofit partners
A Helpconsumersinderstandthe role of nationalforestsin their communities

What are the Criteria for Success for Voluntary Surcharge Programs?

Criteria for Success

Identifiedneed(forestrestoration,recreationinfrastructure,etc.)and
projects that can address the need

Landscape NEPAlecisionsigned andnotice published
Plandor implementationcompleteandprojectis® s h o vvald y ”
Nature/outdoorrectourismisaneconomicdriver (lessburdenonlocals)

Community o ; ; S
Localor out of town visitorswill providea broadparticipationbase
Partnernonprofitto market/administersurchargecollectionandimplement
funded work

Partners . : ..
Anchorbusinesgo helpestablishthe fund andencourageothersto join
Business(esyillingto hostsurcharge

Capacity Participatingousinessefiavetechnologyto intakesurcharggunds

Scale Generateat least$25,000in annualrevenueto be viable

Voluntary Surcharge Partner Highlight: National Forest Foundation

As a federal agency the FS cannot set up voluntary surcharge programs on its own, it must
collaboratewith partner nonprofits,such as thé\ational ForesEoundation(NFF)fo do so.
Toestablisha successfuprogramNFFvorkswith the FSto understandlocalneedsandgaps

in funding. NFF then conducts outreach to local businesses to raise awareness of FS needs
and invite participation in the surcharge program. Outreach to businesses typically focuses
on how the specific tde-fundedwork bendits the business, as well as the larger
reputational benefits of participation. Once participants are confirmed, NFF works with
businesses to create joumharketing for the surcharge campaign, and trains participating
staff in the logistics of implementinthe surcharge. In addition to tracking and collecting
surcharge payments over time, NFF maintains relationships with business owners to

stewardthe relationshipandsustainor increasehe commitment. .
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Avoluntary surchargeisamicred onat i on t hat I s added to a
lodging, or recreation activity bill to raise funds for a specific cause, in this case nonprofit
part ner promotedore&t hetlih or recreation opportunities on National Forest System
(NFS)ands. Surcharges are often collected to fund work located in the same geographies as
participating businesses, meaning that surcharge payers are direct beneficiariesiohdeel
work. Surcharge programs can take many forrpgograms can involve just one business or
many,be optin or opt out, chargeconsumersa percent ofthe total bill oraflat fee,target local

or visiting consumerdund on-the-groundwork or capacity building, antde short,long,or one-
time in duration.

NFF Ski Conservation Fund Case Study Overview

TheNationalForestFoundation(NFFcreatedthe Ski Conservation Fund to raisefundsfor on-
the-ground conservation and restoratioprojects that improve forest health and outdoor
experiences on National Forests that house ski mountainsretited businesses collect
voluntary surcharges in the form of optout donations attached to lift tickets, hotel stays,
dining, and guiding selces— from guests. Donations are then collected by NFF and awarded
on a rolling basis to local groups (nonprofits, ffederal agencies, tribes) to implement-on
the-ground projects on NFS lands via competitive and noncompetitive grant processes.
Surcharg donations fundwork suchastrail repair, habitatimprovement,riparianrestoration,

and tree planting, on the specific national forests visited by guests.

All  grants awarded through the Ski
Conservation Fund include two sources off#
fundi ng: liage santsbutions
and a $0.50 match from NFF for every
dollar collected. NFF often requests that
grantees provide a 50% ndaderal match.

NFF runs another similar voluntary
surchargeprogram,the Forest Stewardship
Fund, which raises funds fronguests at
non-skirelated lodges to fund work on
nearby National Forests and Grasslands.
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Project Impacts

A Improvedforesthealthandrecreation A Enhancedautdoor experience®n NFs
infrastructure A Increasedechnologicaindmarketing

A Increasedublic awarenes®f NFsamong capacity of local businesses
localor visitingconsumers A Heightenedpride of placeandsocialcapital

Project Stakeholders

Forest Service. TheFShostsall work fundedthroughthe SkiConservatiorFundon NFSands
andis therefore responsible for all environmental planning processes and management
decisions that impact funded work.

National Forest Foundation (program administrator). TheF Scorsyressionallghartered
nonprofit foundation, NFRadministers the Ski Consation Fund. NFFecruits local businesses
as participants, sets up and manages voluntary surcharge programs, and disperses funds
through a grant program.

Local businesses.Sevent een ski mountains | oc8&kied ol
ConservatiorFundsurchargerogram.At theseresortsvisitorsmakesmalldonationswhenthey
purchase lodging, lift tickets, and guiding services, unless they choose to opt out. Participating
mountains include Arapahoe Basin, Beaver Run, Copper, CrestediBaytstone, Monarch,
Purgatory, Telluride, Vail, and Winter Park in CO; Ski Apache in NM; Timberline in OR; Snowk
in UT; Stevens Pass in WA; Snowshd&'V; and Jackson Hole and SriGwg in WY.

Local Implementation Partners. Locahonprofits,non-federalgovernmentakntities,and
tribes working on or adjacent to Nghds are eligible to apply fgrant funding fronthe Ski
Conservatiorirund.Thesegroupsimplementon-the-groundconservatiorwork that enhances
forest health and/or outdooexperiences on NFS lands.

Lessons Learned

Engagdocalbusinessesvith in-personoutreachfocusedon the direct valueof
conservation projects to the business as well as overall reputational benefits

Establistan opt-out (opposedo opt-in) surcharggprogramto raisemaximumfunds
Keepthe surchargesmall(neverexceedfive dollars)
Donot tie surchargdo atime-sensitivepoint of saletransaction

Educatestaffat participatingbusinessesaboutthep r o g roeerallp@poseandwhati t ' s
funding on | ocal National Forests so the

Acknowledgeparticipatingb u s i n fugpserften andcontinuecultivatingrelationships
on an ongoing basis

o Do Do Do Do D>



https://www.nationalforests.org/grant-programs/stewardship-funds

What is a Water Fund?

Water Funds are institutionalized collectiaetion platforms that connect upstream and
downstream water users through integrated financing, governance, and management with
the goal of improving water security throughatershed protection/restoration projects.

Incentives ——,
e.g, cash, assistance, —
A materials
Upstream community < §
Stewards and pgoviders —— Balances upstream and \
of waterhsedServices downstream interests
Payments

Downstream water users
Beneficiaries of watershed services

-4,
22
&
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R
N
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-
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Courtesyof
TheNatureConservancy

While water funds can take a variety of forms, they share the following characteristics: a
funding vehicle, a muhstakeholder governance structure, scieduz@sed planning and
analysis, implementation capacity,@ooordinated communications.

How Does a Water Fund Work?

Downstream users (€.g.,cities, businesses, utilities, privatéizens) provide funding and/or
in- kind contributions to support watershed protection and management strategies that are
implementedby upstream land managers (e.g.,USFS)Projectsfunded through water funds

are collaboratively developed by upstream and downstream users, and benefit all parties.
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How Do You Create a Water Fund?

TheNatureC o n s e r WaterFundToslkitlaysout a5-phasewaterfund developmentprocess.
1) Feasibility. Confirm throughresearch/analysis and conversations wibtential partners that
there arel)regionalwater securitychallenges that could) be addresghroughawater fund.

2) Design. Develop a plamrticulating how thewater fundwill improve water security and use it
to engage upstream/downstream stakeholders and donors/investors to fund development.

3) Creation. Formallyestablishandpubliclylaunchthe water fund.

4) Operation. Developand implement a work plan that guides1) implementation of project
activities, 2) measurement/evaluation, 3) communication around successes/lessons learne

5) Maturity. Securedlongterm financingin a policy/legalframeworkto ensuresustainabilityof
the waterfund.

How Do Water Funds Help the Forest Service?

Reduces cost of watershed management for FS by sharing costs between downstream and
upstream water users

Fostergelationshipdbetweenupstreamanddownstreamwater users
Providessustainabldong-term fundingsourceto supportlongterm planningefforts
Establisheplatformthroughwhichto collectdata/quantifyimpactsof ecosystenservices
Achieved-Smissionto meet publicneedsby ensuringwater quality and quantity

o To Io Do o

What are the Enabling Conditions for a Successful Water Fund?

Criteria for Success

Identifiedecologicakthallengehat puts water securityat risk
Landscape Anchorland ownership(e.g.,NationalForest)
NEPAapproved/inthe works

StrongFSeadershipwith interestin innovationat multiple levels
Leadership _ _
Strongpartnerleadershipand commitment

) Compellindpusinessasefor involvementof downstreamusers
Collaboration _ _
Strongcrossboundary/crosssectorrelationships

c NFSunit with capacityto prioritize partnershipbuildingactivities
apacity o : : : :
Projectimplementer(s)wvith capacityandexpertiseto undertakeprojects

Baselineecologicahndeconomicdatain place

Data
Ability to quantify future ecologicahndeconomicoutcomes
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Water Fund Case Study

Rio Graﬂ_r)dve__v\_‘N»ate-r Fund, Santa Fe NM

Water Funds are institutionalized collectivaction platforms that connect upstream and
downstream water users through integrated financing, governance, and management with
the goal ofimproving water security through watershed protection/restoration projects.
While water funds can take a variety of forms, they share the following characteristics: a
funding vehicle, a muhkstakeholder governance structure, sciedm@#sed planning and
andysis, implementation capacity, and coordinated communications.

Rio Grande Water Fund Case Study Overview

After the Las Conchas fire burned 156,592 acres and caused an estimated $246M in damages
2011, FSpartner The Nature Conservancy (TNC)conducteda feasibility analysisto determine
how bestto scaleup proactiverestorationin the Rio Grande Watershed. The Rio Grande Water
Fund (RGWHaunched in 2014Through the
RGWEF, TNC directs funds to restoration
projectsthroughacompetitivegrantprocess
that disperses funding across 4 geographic
priority areas identified through scientific
analysis. This area coverg million acres,
with implementation occurring on forests,
agricultural lands, and communities from
south of Albuquerque to the Clkbrder.
Between 2014 and 2018 the RGWF
generateds$45 million from public and
private sources to support restoration, and
supported forest thinning and controlled
burnsacrossi08,000 acres. 2018markedan
1,000%increasdn acresrestoredcompared
tobef ore RGWF’'s | aunct
treated vs. 3,000). Studies estimate that
implementation of the comprehensive plan

[] Rio Grande water Fund

— [] san Juan Chama Source Watersheds
" wmem= San Juan Chama Diversion
Ownership *Forast shown in darker colors

B usFs 0 Tribal Land
I valles Caldera | State Trust

B nes B other State
BLM I Other Federal

¢ O 0510 20Mies
’ v | BT | )

Courtesyf TheNatureConservancy.

could avoid up to $870 million in damage
costs from wildfire. RGWSupports projects
on theCibola, Santa Fe, Carson, andSan
Juan National Forests. Onthe-ground work
Is conducted through a participating

agreement, using the Wyden authority to
satisfycrossboundaryconnections. 43



Project Activities Project Impacts

A Research burning, stream } Jobcreation £ Forestproducts

A Planning restoration,flood £ Accessofirewood — market

A ForestTreatments  mitigation, post £ Student development
(thinning, fire rehab) engagement A Acrestreated
prescribed £ Tourism

Project Stakeholders

The Nature Conservancy. TNC manages the RGWF, including establishment of a governance
structureandwatershedrestorationplan,conveningof the advisoryboard,fund collection,etc.

Advisory Board and Members. 80 watershed stakeholders serve as charter signatories.
Contributingmembersincludenonprofits,water utilities, foundations,andgovernmentagencies.

Funders. TNCaggregatesndividual,corporate,foundation,andgovernmentdonationsinto one
fund for centralized dispersal. In 2017 the fund collected $3.6M, including $1M from a utility.

Forest Service. FSexpertisecontributedto setting priorityareas structuringsite selection,and
fund management for crogsoundary implementation.

Lessons Learned

A Sustain public engagement nNawreyy 80 Charter Signatories :
throughoutthe collaboration. t“}‘j”““‘d\_‘. P A
Partners can be a bridge. e O @ . e = S

A Personal relationships are the R‘ G "
backbone of successful o ? g'v‘v’é’%'r‘? nal i
partnershipsandtheytake m e e DM wesT z»;;.-‘ eEeT s
time. Aspa OHUB SWCA TADS ‘f Gamo CNVD

A Developsharedunderstandingpf ___M e%f« . «L movs am M . g_’g: A
each partner ’ S |ooe i s or:_:r_-msmm e

A Engage Grants & Agreements ﬁm & '\ e H i ® == &;:_,.
staff early in croskoundary
workwith crosssectorpartners.

A Startwith smallsuccesseandestablishproof of conceptbefore goingbig.

A Connecipartnersat multiple levelsin anon-legallybindingdocumentand sharedvision.

A Invite electedofficialsandwater utilities into sourcewater protection processearly.

A Usemonitoringto build the casefor sustainednvestmentandadaptivemanagement.

A Useresearcho generatebuy-in anddevelopplans.

A Collaborateandplanfirst, the moneywill follow.

A Anavoidedcostsanalysior costbenefitanalysisanbuild donorsupport.

A Utilitiesunderestimatethe willingnessof ratepayergo contributeto watershedhealth

a4
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What is a Watershed Investment Partnership?

A WatershednvestmentPartnership(WIP)is a collaborationfocusedon sharedinvestmentin
watershedscaleprotection or management. It provides a means for diverse stakeholders to
develop and support work that accomplishes joint goals at the watershed level.

How to Develop a Watershed Investment Partnership?

The USFS National Partnership Office (NE@jservation Finance Program and Watershed,
Fish,Wildlife, Air andRarePlant(WRWARRPtaff developedthe following five-phaseguidance
to direct WIP development and implementation.

Phase 1: Scoping Need and Opportunity

1. Identify water-related challengesand drivers.Referenceexistingresearchand planning materials
developed before filling in gaps in understanding with new analysis. Identify root causes/drivers of
challengesd.g.,population growth, increased tourism).

2. Assessocicpolitical landscape Gaugethe quantity and quality of relationships between players
in your watershed. Understand priorities of elected officials. Frame the context for WIP collaboration.

3. Conductbaselne ecologicalanalysis.Develop éaseline understanding @cologicahealth, the
drivers of current conditions, and future risks to watershed health upfront.

4. Assess opportunitiefor funding. Gauge the feasibility, scale, and duratiorpotential funding
andfinancingopportunities,includingopportunitiesto engagepublic,philanthropic,and private capital.

5. Cultivaterelationshipswith potential partners. Startforgingrelationships withpotential partners
and stakeholders earlyvlake sure to engage both upstream and downstream water users.

Phase 2: Determining Land Management Activities

1. Determinegeographicbhoundariesof activities. Define cleageographidoundaries earlpnin
order to focus analysis of potentidrest-based interventions, funding/financing opportunities, etc.

2. Analyzeactivity options.Pickaroundfive interventions that addreswatershedchallenges ityour
chosen geography and analyze the financial and human resources requiredlément each.

3. Identify outcomesfrom activities. Analyzethe outcomes ofpossible interventionso determine
which will yield maximum benefit.
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4. |dentify financial flows. Determine whether therarefinancialflows associated witlproposed
interventions such as 1) avoided costs/reduced risk, 2) sale of environmental market credits, 3)
increased revenues, and/or 4) enhanced benefits.

5. Develop the business case for project activiti€seate targeted return on imstment/cost
benefit analysigor WIP involvementCases should Heased oranalysisshowingthat the financialflows
associated with foresbased interventions exceed the upfront costs of these interventions.

Phase 3: Deciding Whether to Move Forward

After completing work in Phase 1 and 2, this checklist will help to gauge whether the appropriate
conditions existo launcha WIPin yourlandscape. Iyour casedoesnot checkall of the boxesbelowit
may mean that a WIP is not the right toolémploy in your landscape at this time. Alternately, it may
indicate a need to revisit work in Phase 1 and/or 2 before moving forward.

Watershed Investment Partnership Checklist

Definedwatershedmanagementhallenge®xist(e.qg.,floodingrisk, wildfire risk, threatsto
forest health, etc.)

Demandsn water-relatedservicesandbenefitsareincreasingex:increasingoopulations,
expandingourismor industry)

Sociepoliticalandecologicakonditionsprovideafoundationfor effectivecollaboration

Funding to cover staitip and ongoing WIP costs exists and is realistically accessible

Proven land management activities exist to address management challenges

Capacityexiststo implementland managemengctivities

Outcomesof land managemengctivitiesdeliverbenefitsto multiple stakeholders

Longterm benefitsof for land managemengctivitiesare measurableand quantifiableagainst
baselinescenariosandexceedestimatedtreatment costs

Stakeholdergutilities, municipalitieswater-dependentcompaniesetc.)understandhe
business case for involvement and are willing and able to support partnership efforts

Phase 4: Establishing the Partnership

1. Developa plan for administration. Determinewhat rolesandresponsibilities differenpartners
should take on for WIP development and implementation, and how much staff time is required.

2. Staffthe partnership.ldentify dedicatedstaff to overseeWIPdevelopment/implementation.

3. Evaluate funding and financing option®etermine what public and philanthropic funding
sourcesandprivatefinancingtools, will providestart-up andongoingfundsfor the WIP.Seefull report
for a comprehensive list of funding and financing options.

4.Develop a watershed planCr eat e a pl an for WI P i mpl ement a

visionandgoals,andlaysout agovernancestructure,schedule ofctivities, anccommunications plan.
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Phase 5: Implementing the Partnership

1. Implementwatershedplan. Move forward with implementation. Regularlsevisityour planand
adapt work based on changing operating conditions, ongoing results, and lessons learned.

2. Monitor projectoutcomesand documentsuccessDefinesuccess, identify metridsy whichto
gauge progress, and adapt WIP management based on measured outcomes.

Types of WIP Funding

Fundingor WIPstakesa variety of forms,includingbut not limited to the followingexamples:

DirectCostSharePartnership(ex: Denver,Colorado) DenverWaterandthe FSpartnerto accelerate
forest restoration on public/private forest lands that sustain water quality and flow originating from the
Front Range. From 2010 to 2016, Denver Water matched the FS commitment of $16.5 million throug!
standard water rate structure increasesnwnicipal users. In 2017, the partners signed another 5 year
agreement to include treatments on private lands and engage the Colorado State Forest Service and
Natural Resource Conservation Service.

Municipal Fundingex: Flagstaff AZ).In November 202 Flagstaff, AZ passed a bond measure with
74% approval committing $10 million for forest thinning to reduce severe wildfire and subsequent
flooding risk. The project funds 14,000+ acres of thinning/harvesting, and prescribed burning/biomass
removalacrossthe Coconind\ationalForest,NavajoNationlands, AStateTrustLandsand Cityparcels!

CollaborativeFunding (ex: Santa Fe, NM3anta Fe, NM worked with the FS to develop a
MunicipalWatershedvianagementPlanto protect sourcewaterthroughcrossboundaryforest
management. The Nature Conservancy teamed up with the City Council to create a water fun
that helps the FS and partners pay for the planning, implementation, communication, and
monitoring of crossboundary restoratiort.

Voluntary Incentive (ex: Eugene, Oregonlhe Willamette National Forest, Eugene Water and
Electric Board (EWEB) and other partners are working together as the McKenzie Collaborative
protect Eugene’s drinking water sugrgstorg by
riparianbuffers. TheFSutilizesthe WydenAmendmentto directunit fundsto highpriority private
lands. EWEB and the FS monitor water quality outcomes.

Corporate Partnership (ex: Coca Col@pca Cola contributed $1.1 million for watershed
regoration on NFSandthroughthe NationalForestFoundation Anew $700,000grantfrom the
Coca Cola Foundation supports projects by youth crews in the Angeles National Forest.

Business/ Consumdfunded Partnership (ex: NFF Ski Conservation Fdi.National Forest
Foundation’s Ski Conservation Fund support
experienceby awardingfundsfrom voluntarysurchargest skiareas/lodges adjacentto FSands?

FederalPartnership(ex: UWFP)Launchedn 2011,the UrbanWatersFederaPartnershigf UWFP)
directs federal resources to support communatgiven initiatives, with a focus on investing in
underserved communities. UFV¥Bpports 19 project locations. FS is the USDA lead.

IReferencehe USF&onservatiorFinanceToolkitoverviewandcasestudyon ballot measurefundingfor more information.
’Referenceghe USFEonservatiorFinanceT oolkitoverviewandcasestudyon water fundsfor more information. 47
SReferencehe USFEonservatiorFinanceT oolkitoverviewandcasestudyon voluntarysurcharggrogramsfor more information.



~ Public and Philanthropic Funding‘hSources

Conservation finance is the practice of raising, managing, and deploying capital for
conservatioroutcomes.nvestmentsan conservatiorfall into two bucketsthosethat doanddo

not generate a financial return/profit. Current innovation in conservatimamce is focusedn

the engagement of private capital in investment opportunities that generate financial returns
through the alignment of environmental, social, and financial outcomes.

Public and philanthropic funding remain critical for FS work, aqubrtant points of leverage to
engage private capital. Public and philanthropic funding provide critical support for innovation
andstart-up costs,aswell asongoingprojectfunding. Thefollowingfederal,state/municipal,and
philanthropic sourcesomplement the mechanisms for engaging private capital reviewed
throughout the rest of this toolkit.

Federal Funding Sources (USDA)

Collaborative Forest Landscape Restoration Program. This FS program provides funds for the
collaborative sciencebased restoration of priority forest landscapes. Projects must encourage
sustainability, reduce wildfire risk, demonstrate ecological restoration techniques, and promote
utilization of restorationby-products.Theprogramcanfund up to 10 projectsper year,up to 50%

of the costs of implementing/monitoring treatments on NFS lands, and up to $4 million/project
annually.

Joint Chiefs’ Landscape Restoration Partnership. Thisjointly-administeredFSandNRC$®rogram,
which focuses on improvin@e health of forestsvhere public forester grasslands abut private
or tribal lands, funds restoratioactivities that reduce wildfir¢hreats andprotect waterquality.
Each year, the FS and NRCS select new-fr@aeprojects to fund.

Landscape Scale Restoration Program. Thi s FS program funds st at
implementationof restorationactivitieson non-federalpriority landscapesdentified in State
Forest Action plans.

Land and Water Conservation Fund. ThisFund,a portion of whichis administeredoy the FSuses
revenues from offshore drilling and gas to assist fedstale,and local governments in
conserving land and water through the purchase of property or conservation easements. The
Fund is capped at $900 million annually, although funding levels have only twice met that level
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Federal Funding Sources (USDA) Cont.

Forest Legacy Program. Administered by the FS in partnership with state agencies, this
program supports the protection of privately owned forest lands through conservation
easementsandlandpurchasesUpto three projectswith atotal costof up to $10million
can receive funding in each state annually.

Forest Stewardship Program. ThisFSorogramsupportspartnershipsbetweenthe FSand
state forestry agencies and conservation districts focused on managemenvtafgtyi
owned forests and woodlands.

Urban and Community Forestry Program. This FS program supports forest and
community resilience, with focus on job creation and the growth of regional wood
economiesthroughgrantsto localgovernmentsnonprofits,universitiesandtribes.

Conservation Innovation Grants. Administeredby NRCS&his programsupportspublicand
private sectorinnovationin resourceconservatiorto governmentabndnongovernmental
organizations, tribes, aniahdividuals. The program focuses on development of market
based solutions to resource challenges on working lands.

Regional Conservation Partnership Program. ThisSNRC@rogramsupportspartnerships
between local and national partners, includifegleral and state agencies, nonprofits,
tribes, private industry, universities, and others, around private lands conservation.

Water Quality Incentives Program. ThisUSDAprogramhelpsagriculturalproducersinvest
in the planning/implementationof agriculturalsolutionsthat conservenaturalresources.

Rural Development Water and Environmental Program. Throughthis USDAprogramrural
communities can obtain support for activities related to drinking water and waste.

Federal Funding Sources (beyond USDA)

Water Infrastructure Finance and Innovation Act (WIFIA) Loans. ThisEPAprogramprovides
long-term, low-costcredit assistancé€loans)to helpfund water infrastructure.Local state, tribal,
and federalgovernmental entities are eligible, as are corporations, partnerships, trusts, and
staterevolvingfund programs Fundscansupportwatershedrestorationaslongastotal federal
assistance does not exceed 80% of project cost. The program tamgsts >$20M.

Other Federal Grant Opportunities:

A HUDCommunityDevelopmenBlockGrants
A Departmentof CommerceEconomidevelopmentAdministration
A Departmentof DefenseReadinesand EnvironmentaProtectionintegrationProgram

Tax Credit Opportunities:

A NewMarket TaxCredits
A OpportunityZones
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State and Local Funding Sources

State RevolvingFunds. EP A’ s Cl ean Water State Revol vir
Revolving-undsprovidelow-interestloansandleveragingopportunitiesfor water protection
projects in all 50 states. They are increasingly setting aside funds in loan pofftiolgreen
infrastructure solutions to clean water delivery.

Bonds. City and state entities issue bonds to investors, eitffieectly or through the public
market,to raiseupfront capitalfor landmanagementctivities.Bondissuergpublicentities)
repay bond holders (investors) the principal, with interest, over time.

Tax Incentives. Stateandlocalgovernmentcanusemanyformsof taxreliefto increasehe flow
of capitalto projectsor transactionghat yield environmentaland/or socialbenefits.

Municipal Taxes. Citytaxescanbe put towardsfundinglandmanagemengctivities.
Water User Fees. Utilities canchargeusersadditionalfeesto helpfund watershedprotection.

Trust Funds. Some states have environmental trust funds that provide support for ecosystem
managementndrestoration. These~undsaretypicallyfundedthroughenvironmentaldamage
feesincurred by land developers.

Development Impact Fees. Onetime chargedor newdevelopmentinfrastructureor projects
enacted by local, state, or tribal governments can sometimes be put towards conservation.

Earmarked Proceeds. Voters/legislatorcansetasidefundingfrom state or municipalactivities.
Examples include earmarked funds from license plate sales, hunting permit fees, and state
income tax donations.

Private/Philanthropic Funding Sources

Corporate Social Responsibility. Corporatepartnersinterestedin generatingpositivepressand/
or associatingheir brands withconservationprovide financial/inkind contributionsto advance
conservation work or undertake work to green their supply chains and operations

Individual and Foundation Giving. Foundationgrantmakingandindividual donomivingprovide
seed money or other funding support for land management activities. These funds can be use
to leverage private capital.
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Glossary of Key Terms

Unfortunately, jargon abounds in the conservation finance field. At USFS we attempt to steer clear of
unnecessaryargonthat makesconservatiorfinanceconceptdessaccessibléo diverseaudiencesyhile
recognizing that it is important to understand the language of the field. We also strive to use consistent
language that makes sense to internal and external stakeholders. The USFS Conservation Finance Tee
believes the following key terms are imparit for anyone working on conservation finance projects at
USFS to familiarize themselves with. At the end ofglussarywe ” ve al so | i sted so
that we avoid using because we believe they are confusing, inaccessible, arsaxker

Glossary of Conservation Finance Terms

Additionality Requirement. Therequirementthat environmentalmarketprojectsdeliveron-the-ground
benefits beyond what would have occurred if the project was not undertaken.

Beneficiary. Astakeholdeithat benefitsfrom projectoutcomes.

Benefits. The positive social, environmental, and economic/financial results of project activities.
Bond Issuer. Apublicor privateentity that bringsabondto marketto raisefundsto conductwork.
Capacity. Social, human, and financial resources available to implement a project.

Compensatory Mitigation. Therestoration,establishmentenhancementpr preservationof regulated
resources (wetland, stream, habitat, or other) for the purpose of offsetting regulaapproved
unavoidable adverse environmental impacts.

Conservation Finance. Thepracticeof raising,managinganddeployingcapitalfor conservation
outcomes.

Conservation Finance Model. Aconceptualpproachto bringingnewfundingandfinancialinvestment
to agencypriorities.

Conservation Finance Tool. Adefinedandprovenconservatiorfinancemodel (seedefinition above)that
can be replicated and scaled across landscapes.

Consumer-Driven Approach. Aconservation financenodelthat leverageghe purchasepowerof end
users (.e.,consumers) to fund activities that deliver outcomes.

Corporate Social Responsibility. Voluntaryactivitiesconductedby corporationsto achievepublicgood
and mitigate negative impact.

Easement. Alegalagreementhat defines,sanctionsand/or restrictsrightsfor landuse/access. 51




Financing. Financialresourcesdedicated to project activities with an expectation of financial returns
(that may also have amxpectation of environmental/social outcomes). Certain conservation finance fools
are specific to leveraging resources through financing strategies.

Funding. Financial resources dedicated to project activitieish no expectatiorof financial returns
(although there may be expectation of environmental/social outcomes). Certain conservation finance tqols
are specifido leveraging resourcethrough funding strategies. Toolshat leveragefunding strategiean
be used as a return and layered into financiagls.

Impact investments. Investments that promise to deliver financial returns in addition to
social/environmental benefits.

Implementation partner. A partnerthat usesproject fundingto executeon-the-groundwork.

Market-rate returns. Financial returns from an investment that are at or above standard interest rates.
(Seedef i nition o) “returns” bel ow

Outcomes. Thesocial,environmental,and economic/financiatesultsof project activities.

Outcomes-based financing. A tool thatallows investorgo cover upfrontproject costs,and the
beneficiaries of project activities pay the investment back over time based on measured project outcomes.

Payor. A beneficiary that agrees to pay back thgfront cost of a project based on agreagon terms. See
definition of .“beneficiary” above)

Philanthropy. Fundingfor project activitieswith no expectationof a financialreturn.

Project developer. An entity that leads the process of developing a conaton finance project by
structuring financial terms with investors/payors and facilitating contracts with implementation partners

Resilience. Ability to recover fromor withstand a disturbance.
Returns. Financiaprofit on aninvestment,includingevena smallprofit like .001%.

Sustainability. Capacity for a resource to exist or a practice to continue in its current state indefinitely info
the future.

Conservation Finance Jargon to Avoid (and What to Use Instead!)

Intervention.Use” acti vi ty.
Investment Vehicle. Use* mo dog“l t” o (béedefinitionsabove)
Mechanism. Use" mo dog“l t” o (Béedefinitionsabove)

Pay for Performance or Pay for Success. Use” o0 u t c-ltagedf S n a n c idefigition apave) e

Payment for Ecosystem Services. Us e “ mo d e | or t ool "iedrcd rdeanc rfii ne

Public Private Partnership. Use* p ar t nat md dapddéscribethe specificpartnership.(i.e.
“wat emwdineedtp ar t ner shi p”)

Service Provider.Use" i mp | e m @arther’ {Seedefinitionabove)
Third-party Restoration. Use* ¢ 0 mp e nmnsi a ti ogr éyeededintion’above)

Triple Bottom-line Returns. Use" s 0 envieohmentalandeconomioo ut ¢ o me s . o
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I. THE BASICS OF PRIVATE CAPITAL

1) How do investors earn a financial return from investments in conservation?

Investorsmakeareturn by capturingapercentageof moneymadeor moneysavedby stakeholderghat
benefit from the outcomes of funded activities.

Example®f moneymadeincludethe following:

A Activitiesthat supporthealthyforestsalsoimprovebusinessperations.
(e.g.,Waterreplenishmentrom foresthealthimprovementsncreaseshe sustainabilityof Coca 2 { suplst
chain, and therefore their bottom line.)

A Saleof environmentalmarketcredits.
(e.g.,Companiepurchasecarboncreditsin the voluntarycarbonmarketto meetinternalemissionsargets.
These credits can come from forests where management activities are verified as sequestering carbon.)

A Diverserevenuestreamsfrom workinglandsincreaseeconomicviability of keepingforestsforested.
(e.g.,A conservation easement, timber sale, or hunting lease, among other revenue streams, can make
management of working forests a compelling alternative to land use change.)

A Publicbenefitsfrom conservatioroutcomes.
(e.g.,OpenspaceprotectionimprovesNB & A BuBlifyof#if&@ whichin turn drivesup propertyvaluesand
municipal tax revenues.)

Example®f moneysavedincludethe following:

A Reducehe riskof projectednaturaldisturbancesccurring.
(e.g.,Thestate of Louisiandsinvestingin coastalland protectionto reducethe likelihoodof downstream
flooding and associated costs in future.)

A Reducehe impactsof projectednaturaldisturbancesvhenthey do occur.
(e.g.,Water utilitiesin Louisianare fundingforestrestorationso thatwhen floodingoccurs there is less
damageto infrastructure, meaningexistinginfrastructurelastslongerand maintenancecostsdecrease.)

2) Why do investors care about environmental and social outcomes?

Investors care abowtnvironmental and social outcomes for a variety of reasons. Some investors care
because theseutcomes helghem to savemoneynow or in the future (seequestion above)Otherscare
because of external pressures and opportunities including, but not limitethe following:

A Concerroverclimatechangeandother environmentalchallenges
A Concerrovershortcoming®f public/philanthropicfundingfor the environment

A Wealthtransferto millennialsinterestedin socialchange(~$30trillion, largestin history)
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A Consumepressureon corporationsto run socially/environmentallyesponsiblébusinesses
A Shiftsin consumetbehaviortowardspurchasingsustainableroducts(e.g.,organic fair trade, etc.)

Somenvestorsd o rcargéaboutsocial/environmentabutcomesat all, but investtheir moneyin
conservatiorbecausdheseinvestmentsperformwellin the market.

3) Why are investors interested in investing in forests?

Healthyforestsprovidesocial,ecologicalandfinancialoutcomesto adiversityof stakeholdersWhile by
no means comprehensive, some of these benefits are as follows:

A Cleamandplentiful drinkingwater. (66 million Americansn morethan 3,000communities; includingLos
Angeles, Denver, and Atlantarely onNational Forest Systetands to filter their drinking water.)

Cleanair. (Forestsmprovepublichealthbyfiltering the air we breathe)

Wildlife habitat.(60%of! Y S NJat@iskwiflife livein forests.Regulationgo protectthesespeciesreate
market opportunities.)

Ruraljobs. (Privateforestssupport2.4 million jobsand $87billionin payrollacrosshe country.)

Ruraleconomiadevelopment.(Forestbasedoutdoorrecreation Jogging,wood productsmanufacturing,
biomass energyamong other industries, all promote rural economic vitality.)

Health benefits(Exposurdo forestsbooststhe immunesystemJowersbloodpressureandreducesstress.)
Carbonsequestration(Treesare ~50%carbon.Whentheyburn, theyreleasecarboninto the atmosphere.)

o Po Po Io Do Do Do

Opportunitiesfor recreation.(Forestgprovideopportunitiesfor hiking,camping,cycling hunting,
kayaking, and other activities.)

Beyondthis arrayof ecologicalsocial,andeconomicbenefits, landbased investments alsattract
investors from a diversification and positiyeeld perspective as these assets tend to function
independently from macroeconomic trends like inflation.

4) How big is the market for impact and conservation investing?

Sociallyesponsible investingB ori nvesting that consider s walmas i n
its social/environmental impact, continues to expand in the United States. Totdbl&iled assets
undermanagement usin@Rktrategies grevirom $8.7trillion at the start of 2016to $12.0trillion at the
start of 2018, a 38 percent increase. This represents 26 pereanl in 4 dollars—of total US assets

under professional management.

The green bond market, a segment of the bond market that funds environmental projects, deache
highpoint of$167billionin 2018,up from $37 billion just fouryearsbeforein 2014.Sincethe first green
bond was issued in 2007 bonds have been issued by-fatétial institutions like the World Bank,
corporations, states/provinces, and municipigls worldwide.

The markefor conservation investing specificallyalso growingA ForesilTrends reportrackedatotal

of $8.2 billion in committed capital going to conservation between 2004 and 2015; and found that the
annual amountommitted doubled in the last two years of the study. While the amount of committed
capitalisgrowing,investorsare strugglingto find investmentreadyconservatiorprojects.ForestTrends
found that of the total capital committed, $3.1 billion is unspen

Growth across the impact investing sector, and investor demand for readp investable projects,
signals ampportunity forUSF$o find new models thatenableusto connectun-deployed investment

capital with priority work on NFS lands.
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Il. FS AND PRIVATE CAPITAL

Why does the Forest Service have a role in this market?

Using conservation finance tools to connect impact investing capital with #eady projects on NFS
landshelpsUSF$o achieveits prioritiesand providesinvestorswith opportunities togeneratefinancial
returns as well as environmental/social outcomes. USFS is uniquely situated to provide investors with
compelling investment opportunities for the following reasons:

A OurNationalForestSysterris 193 million acresof forestsand grasslandsiationwide, meaningthat
we have the potential to generate investable projects at a scale that other partners do not

A Research & Development can provide data on baseline ecological conditions, developing replicak
frameworksfor measuring/monitoring projecbutcomes,andusingmappingandanalysido identify
areas that are most at risk as well as ripe for private investment

A State& PrivateF o r e sdnmegtibngo states,tribes, NGOsandprivatelandownerscanhelp
mobilize largescale cros®oundary publieprivate partnerships around conservation finance

A Forimpactinvestorsinterestedin systemslevel changeworkingwith USF$rovidesan opportunity
to be part of shifting the way a large fedéegency thinks about funding its priorities

What authorities allow FS to implement conservation finance projects?

Languagen the 2019Interior appropriationsbill directedthe ForestServiceo,“ e v a | ufaasilglityt h e
of innovative financingnechanisms that could leverage néederal investments in forest health
restoration.”

Authorities such as the Wyden Amendment, Stewardship Authority, and Good Neighbor Authority give
us the authority to work with foprofit partners on projects that genet@a nontimber values on public

and private lands. We can use private money on public land through the Cooperative Funds Act, and
secureprivateinvestmentthrough permitted activitieson publiclandthroughthe SpecialdseAuthority.

We can also worlvith for-profits that meet the mutual interest mutual benefit criteria through

challenge cost share agreements on projects that support NFS lands.

Referencéhe USFEonservatiofrinancerl oolkit: Authoritiesfor Conservatiofrinanceoverviewfor further information.

What are some challenges associated with private investment on public land?

Themainchallengewe faceis not beingableto leverageprivate investment onpublicland at the pace
and scale needed to address the challenges we face. Thehalange for the following reasons:

A USFagreementand contractdurations aremuchshorterthan typicalinvestortimelines, asvell as
the timelines required for project activities to deliver measurable social, ecological, and financial
outcomes. Thiimits the applicability of private capital to USFS projects.

A Investors arenterestedin projects ~$25nillion andabove,andin workingwith stakeholdershat
can make clear and dependable financial commitments over the duration of the project. Total
agency cash contributions towards conservation finance projects must be available in year one,
whichlimits the sizeandscaleofthesep r o0 j e c t isabilityth $BkBlongterm commitments
limits our ability to participate in these projects.
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A Thescaleat whichUSFS undertakgsanning,andtherebythe sizeof USF®rojects, doesot
typically meet investor demand for projects ~$25 million and above.

A Alack of clarity in the USFS Handbook around working witprfit primary cooperators that
meet the mutual interest mutual benefit criteria, and concerns about endorsement and liability,
havediscouragedhis workin the past.Soonto-be published revision® Chapter70of the USFS
Handbook clarify the ways in which USFS cdarento agreements with foprofit entities.

Tomoveforward with projectsfundedthroughconservatiorfinancemodelsUSF®ften workswith
non-profit intermediaries to avoid many of the challenges above.

Is FS liable to investors in these projects?

No! USFS does not repaavestors andloes not enter into contracts with investors. Conservation
finance projects arstructured sahat USFS is not involvedtime financial flowsinstead, we showp
in other ways.USF$ocuseson projectplanningand permitting, implementation, relationshipuilding
and network facilitation, and monitoring and evaluation, among other activities that are critical to
moving priority work forward.

How do we ensure that private capital isn’t guiding our decision-making?

USFS projects funded through conservation finance models are fully planned and pebweitbeel
project developers reach out to investors to secure the private capital required to fund project
activities.Investorshaveno interactionwith stakeholdergiuringprojectdevelopmentandtherefore
no opportunity to influence decisiemaking.

What about augmentation of appropriations?

Augmentation is when a federal agency spends more than Congress appropriated for a
specifiedpurposeby either 1) collectingandretainingreceiptswithout authority to do so,or 2)
using oneappropriation topayfor costsassociatedvith anappropriationspecifiedfor another
purpose. Leveraging public and private dollars to fulfilloigsion to serve the American
public does neither of these things. As such, augmentation is not a cancern

l1l. USFS AND CONSERVATION FINANCE

Is conservation finance new to the agency?

We define conservation financeroadly,asthe practiceof raising,managinganddeployingcapitalfor
conservation outcomes. This includes the piloting of new models that engage private capital, as well
as the use of traditional public and philanthropic funding sources. Staff across the agency have been
finding creativeways tofund USFS priorities since its founding, so conservation finance is not new for
the agency. What is new for us is the testing, replication, and scaling of new finance models that
enable us to leveragprivate capitalto get work done on thground. Models that leverage private
capital open a new scale of opportunity for financial investment in the landscapes we steward.

What lessons has USFS learned from our experience with conservation finance?

USF$xperiencewith conservatiorfinancehasgeneratedhe followingtake-aways.
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A NEPMeedsto beout of the way. Conservatioriinancemodelsaddresdinancialchallenges but
cannot do so until planning and permitting challenges are taken care of.

To

Models thatengageprivate capitalshouldonly be considered wher» $3 millionin funding is
required; otherwise consider philanthropic sources.

It isimportantto haveleadersat USF&ndpartnersorganizationsvho championnewideas.
USF®ustbe ableto devoteamplestaff andother resourcedo be avalueaddedpartner.

If you setthe modelup well the first time it will be easietto replicateandscaleovertime.
Localcapacityandexpertisemustexistto executeprojectsreliablyandin atimely manner.
It iscriticalto integrate Grants& Agreementsstaff earlyandoften in projectdevelopment.
It iseasierto moveforwardif baselinedataon ecologicatonditionsalreadyexists.

o To To To o o I»

Localuniversitiescanaddvalueasthe partnersthat measureandevaluateproject performance.

Formechanisrspecifidessondearnedpleasereferencehe USFEonservatiofrinancel oolkiton Box.
How does conservation finance fit within agency priorities?
Conservatioriinancecontributesto our C h i pribritiesin the followingways.

A SharedStewardshipConservatioriinancemodelsengagemanystakeholdersincludinginvestors,
beneficiariesresearchers, and implementation partners. This work seeds collaboration beyond
specific projects, promoting shared stewardship of NFS lands.

A IncreasePaceand Scaleof RestorationConservation finance helps the agency to achieve goals
aroundforestrestoration andother targetsby increasingand unlockingnew funding.Byraising
capital to cover project costs upfront it also accelerates the pace of completion.

A Improve Recreation, Sustainable Infrastructure ArdessConservation finance models camd
constructionandmaintenanceof recreationinfrastructure,improvingrecreationalexperiencegor
National Forest visitors across the country.

A ImproveCustomeiServicelnformedconservatiorfinancepartnerscancontribute to enhancing
publicbenefits from healthy forest ecosystems with expertise and resources.

A EmpoweEmployeesConservatioriinanceis anothertool in the toolbox that empowersdistrict
to WOevelstaffin findingnew collaborativeapproachedo achieveour mission.

What are some examples of conservation finance at USFS?

TheConservatiorFinancel eamhasbeenbusy!Pleasaeferencethe USF&onservatiorFinance
Toolkit to learn more about specific finance tools and projects.

Who implements conservation finance project?

It depends. USF&non-profit partner,a state or federalpartner, or contractorscando the work. USFS
can manage theontracts,or they can be managed by a partner. The direction of the fund sharing,
nature of the work, benefitsof the work, and operational managememesponsibilities will guidehat
type of legal or partnership tool can best support the collaboration.

Does conservation finance work everywhere?

Unfortunately,no. @nservation finance is not a silver bullet solution tibah address all problems

acrosgyeographiesinstead,conservatiorfinancemodelsaddto our toolbox of solutions, providing
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additional options for us to consider as we work to address challenges facing the agency.

Different conservation finance tools hadédferent conditions forreadiness ana@retherefore better

fits for different contexts. In addition, different tools require different levels of effort to implement.
Howmuchcapacityyour unit or programhasto put towardsconservation financavill influencewhat
kind of approach you’'re able to move forward

Pleasaeferencehe USF&onservatiofrinancerl oolkitoverviewsf specificconservatiorfinancetoolsfor informationon
tool-specific readiness criteria.

| want to do conservation finance in my region/program/forest, where do | start?

We recommend you start by educating yourself on conservation finance. First, review the USFS
Conservation Finance Toolka educate yourself on different models, authorities, criteria for

readiness, and other topics. Next, evaluate whether there are USFS projects that meet the readiness
criteriafor conservation financen your area.If promising opportunities surfacgoucanpursuethem
yourself or get in touch with your region@bnservation Finance point of contact or a member of the
Nati onal Partnership Office’s Conservation Fi

How can | engage with conservation finance at USFS?

Thereareanumberof waysyoucangetinvolvedin conservatiorfinancework at USFS!

A Join theconservation finance community teeepup to date on conservation finance aiSFS and
beyond, and to join bmonthly webinars on conservation finance (to be added to the pdl, please
email carmen.young@usda.ghv

A To expand your knowledge, browse the USFS Conservation Finance Toolkit (inclatjey 2
overviewsof CFCFat USFSCFAuthorities, Ceadinessandeight CAFnodelsandadjoiningcase
studies, among other materials).

A TheConservatiorFinanceT eamoffered aninauguralCFTrainingin Fall2019.Thesetrainingsaim
to be held annuallyBe on the lookout for future training opportunities in your region and
beyond.

Getin touch with the NationalPartnershipOffice CFTeamaboutdetailingwith us.

Startthinkingabout projectghat mightbe a goodfit for conservation financandhaving
conversations with potential partners.

To I
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