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. Tim Jones

US EPA, Office of Wetlands, Oceans and Watersheds
1301 Constitution Ave, NW Room 7217 H
Washington, DC 20004

Dear Tim,

Enclosed is a brief summary report on the financial planning we’ve done to date, as well as the draft plan
we’ve developed with a consultant and a “task force” of leaders in our program. We’ve taken the '
approach of targeting an annual amount needed to continue various aspects of CCMP implementation at
relatively high levels of activity. We assume that our current sinking fund (about $3.0 million) will be
drawn down through 2009 (a condition of the agreement that originally directed the funding to our non-
profit); that these funds will continue to effectively leverage large amounts of State bond funds for large
scale land acquisitions, conservation easements and restoration projects; that CWA 320 funding will
continue, but at diminished amounts; that we will continue to target relatively small grants from the State
and private foundations to augment our education and outreach projects; and that we will need to
gradually grow our private sector contributions to cover a greater share of operations and restoration
work. We've developed a schedule of projected amounts by different sources for the next five years that
we feel is realistic.

Another important variable that won’t be known for several months is whether or not a major power plant
project will be approved subject to the payment of a large mitigation fee toward CCMP implementation.
The issues surrounding the case are complex, but presently, both the California Energy Commission
Presiding Committee and the staff of the Regional Water Quality Control Board — the two agencies that
must approve the application — are recommending approval subject to a habitat enhancement program.
The applicant has already agreed to a $12.5 million estuary/watershed restoration fund if the project is
approved. The RWQCB staff is recommending an even higher amount. Final hearings and decisions
aren’t scheduled until October or later. We are proceeding with our planning at this time under the
assumption that no funding will be forthcoming from this source, but obviously, this action could alter
our plan significantly.

Thanks.
Slote
Mike Multari

C: Nancy Laurson, Cheryl McGovern

601 EMBARCADERO, SUITE |1 MORRO Bay, CA 93442
805/772-3834 ¥Fax 805/772-4162 www.mbnep.oryg
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BACKGROUND

The Morro Bay National Estuary Program is funded through several sources. The Bay
Foundation, a not-for-profit corporation is bursar to the program and has approximately $3.0
million in a special fund earmarked specifically for implementation of the CCMP. This money
came from a utility company through a consent decree worked out with the Central Coast
Regional Water Quality Control Board. The terms of the agreement require these monies to be
allocated by 2009. They can be used only for specified implementation purposes, and cannot be
used for either administration of the program or for education/outreach (E&O) projects.

The MBNEP receives most of its funding for administering the program and for E&O projects
from a CWA 320 grant from the US EPA. While recently the Congress has provided funding for
as much as $510,000 per year, we have concerns about the sustainability of this level in light of
other competing federal priorities.

The CWA 320 grant is supplemented by grants from the State of California and privafe
foundations, and from private donations and contributions. In addition, a Volunteer Monitoring
Program is presently funded by a CWA 319 grant which will end December 2003.

Thus, the following reasons argued for planning now for the program’s long term financial
sustainability: 1) depletion of consent decree funds by 2009; 2) completion of the CWA 319
monitoring grant in 2003; 3) concerns about smaller CWA 320 grants into the future; and 4)
stresses on the State budget for grant programs (apart from those supported by large, recent bond
measures). The plan intends to utilize private funds to supplement public monies to support
preferred levels of activities, and to build an endowment to provide future operating funds.

In 2001, the MBNEP worked with Conservation Impact, a strategic planning firm, to identify its
major funding priorities. A critical recommendation coming out of that work was to retain a
consultant to assist the program in developing a more detailed financing strategy. The program
selected Netzel Associates, a well-known consultancy in this field, to assist with the planning.
Enclosed is a draft of the plan recommended by Netzel and reviewed by a Finance Task Force.
The MBNEP Executive Committee and the Bay Foundation board of directors will also review
the plan later this summer.



NEEDS

The MBNEP first categorized its annual implementation needs by general functions. This was
done in recognition that certain funding sources can only be used for specified purposes. This
approach also recognizes that implementation is a long term, incremental process; that most of
the programs action plans are ongoing into the indefinite future; and that, therefore, setting
annual amounts reflecting the capacity of the program is a better approach than trying to estimate
funding for the “completion” of all the CCMP action plans. The following lists those general
implementation functions by projected annual needs:

Category Amount Notes
Land acquisition and This is MBNEP’s estimated need for projects
conserv;ltion casements $400,000 | undertaken by itself or, more usually, as leverage for
State, and sometimes federal, funds
In-field restoration and Again, this is MBNEP S e.st.lmat.ed nged for prOJ'ects, in
. . the watershed, for which it is primarily responsible, or
pollution reduction $200,000 SO .
roiects for which it will leverage much larger funding
proj partnerships
These are for projects specifically aimed at enhancing
. habitats in the bay; they are expected to be done in large
In-bay projects $200,000 measure as local sponsor to the ACOE pursuant to a
habitat enhancement project currently underway
This includes development of baselines and trend
.. analysis of environmental indicators, and utilizes an
Monitoring $200,000 extensive volunteer program; also includes costs of staff
for monitoring program
Education and outreach $100,000 gz;gfj an E&O coordinator and local E&O mini-grant
Administration $200,000 | Rent, equipment, and administrative staff, etc.
TOTAL $1.3
million

It should be noted that depending on the particular needs and opportunities of any given year, the
MBNEP may move the amounts from one category to another. Also, the program can
effectively function with less than this amount. However, $1.3 million annually was seen as
sufficient to fund implementation at a high-level, based on recent experience.




CURRENT FUNDING SOURCES

Based on FY 02-03, the following are the approximate allocations (that is, funds available -- not
actual expenditures) from different sources:

Source Amount Notes
This fund is presently at about $3.0 million and isin a
conservative portfolio. It must be allocated entirely by
Bay Foundation 2009. These contﬂbt_xt.iqns leveraged se_veral milli.01_1
Implementation Fund $600,000 dollarg for land acquisition and restoration woxjk; it is
the primary source of match for the in-bay project with
the ACOE. These funds may not be used for
administration or E&O.
These monies are used primarily for administration,
CWA 320 grant $510,000 travel, E&O projects, monitoring and indicators work.
RWQCB match $60,000 Supports staff working on watershed projects.
CWA 319 $100,000 | This is used exclusively for monitoring work.
These are highly variable from year to year; large
State E& O grants $70,000 amount in 02-03 reflects State support for new estuary
visitor center.
Private grants and $30.000 Largely for E&O projects, notably exhibits at the new
contributions ’ visitor center and an informational booklet.
TOTAL $1.37 million
LEVERAGING

In developing the financial plan, the MBNEP has recognized that implementation of many of the
larger-scale CCMP Action Plans will require substantial funding beyond that directly raised or
controlled by the MBNEP. These primarily involve land acquisition, conservation easements
and large-scale restoration projects in the watershed. The MBNEP has developed a strong
partnership with the State Coastal Conservancy and the Wildlife Conservation Board (the
funding arm of the California Department of Fish & Game). This partnership has led to several
successful acquisition and restoration projects in the watershed. Since adoption of the CCMP,
the approximate leveraging ratio for these projects has been about 5:1 (comparing combined
consent decree and CWA 320 funds to other funding sources). We expect a similar ratio to be
maintained into the foreseeable future, but even at a greatly reduced ratio of 2:1, there would be
well over $2.0 million for implementation per year apart from administration — enough to
maintain a high level of implementation work.

The largest in-bay implementation project (as differentiated from watershed projects) involves
work being done with the ACOE. Presently, the MBNEP has set aside sufficient funds to




leverage the full $1.6 million first phase of a major habitat enhancement project, by providing
one match dollar for each ACOE dollar. In later phases (which will involve design and

construction) the MBNEP will need to raise only 35% of the necessary funds. That later phase is
not anticipated to start until 2005 (or later).

FUNDING SOURCES AND SCHEDULE

The following schedule of future funding sources is modified from the draft financial plan:

Sources FY 03-04 04-05 05-06 06-07 0708
Private Funding
Major Gifts program $50,000 $100,000 $185,000 $240,000 $310,000
Direct mail $20,000 $23,000 $25,000 $30,000 $35,000
Special events $500 $10,000 $25,000 $35,000 $50,000
Foundation grants $20,000 $23,000 $26,000 $30,000 $35,000
Endowment 0 0 $10,000 $35,000 $50,000
earnings*
Bay Foundation $650,000 $500,000 $500,000 $500,000 $400,000
funds
Public Funding
CWA 320 $510,000 $325,000 $250,000 $250,000 $250,000
RWQCB match $60,000 $60,000 $60,000 $60,000 $60,000
CWA 3]19%* $50,000 $100,000 $100,000 $100,000 0
State grants $100,000 $75,000 $75,000 $75,000 $75,000
Totals (rounded) $1.4M $1.4M $1.25M $1.3M $1.25M

* Assumes gradual development of an endowment through bequests to $1.0 M in 07-08 and 5% annual earnings.
** Assumes successful pending application; if not awarded, alternative funds for monitoring program will be

APPROACH TO MEETING SCHEDULE

necessary.

Private funding. A detailed financial development plan has been drafted (see enclosed). The
final version of the plan is expected later this summer. It focuses on the strategy for raising

private monies. A key element is the eventual hiring of a development director. It appears likely
that we will retain a contractor to assist with the initial set up of the program (using non-320
monies), leading to hiring of that position in (possibly) FY 04-05.

Mitigation funds. This autumn, the California Energy Commission and the Central Coast

RWQCB will be acting on a permit application by Duke Energy to modernize the existing power
plant in Morro Bay. Preliminary recommendations put forth by both bodies include the payment
of approximately $12.5 - $20.0 million toward habitat enhancement projects. The applicant has
already volunteered to contribute the $12.5 million figure. The State agencies and applicant
acknowledge the CCMP as the overarching guide for the use of such funds, and thus, if the
money becomes available, it will be directed toward CCMP action plans. It is not clear at this



point whether or not a fraction of the mitigation payment may be earmarked for operations of the
MBNEP and E&O projects.

How this situation ultimately affects the MBNEP financially depends on several variables: final
decision on the mitigation; the manner in which mitigation funds (if any) are used and
administered; the amount of such mitigation and the schedule for dispersal; the willingness of the
company to proceed with the project under these conditions; and the resolution of any legal
challenge that may arise from the action. Based on these contingencies, the MBNEP is
proceeding as if no funding from this source is forthcoming. However, if it does, it would
significantly alter the financial plan.

Public funding. We have assumed the availability of CWA 320 funds over the next five years,
but in declining amounts. Obviously, if Congress continues to fund the program at current
levels, these projections will be conservatively low.

We have applied for a CWA 319 grant, with EPA Region IX support, for funding over
approximately 3 years for monitoring. If this is not successful, then we will need to find
alternative sources for this function. We are presently exploring both public grant programs and
private foundations.

State grants noted in the schedule do not include those for major acquisitions but are for E&O
projects and relatively small-scale restoration projects. Sources for the E&O grants are largely
limited to the Coastal Commission’s “Whale Tail” grants and similar programs (which the
MBNERP has successfully tapped) and the State Coastal Conservancy which has already provided
funds for the visitor center and may also for other purposes. State grants for relatively small-
scale restoration projects have largely come from the Department of Fish and Game. We were
awarded approximately $100,000 this year which will be used for projects over the next two
years. These programs are expected to continue into the foreseeable future.

(As discussed above, we have not included the total amounts for land acquisitions, conservation
casements or large-scale restoration projects in the financial plan. Funds for those projects have
been made available through recent multi-billion dollar bond approvals. The MBNEP has been
able to leverage several million dollars for this purpose over the past few years, working closely
with the Wildlife Conservation Board and the State Coastal Conservancy. Funding from these
sources is expected to continue for at least the next few years.)
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