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Executive Summary

Many regions in the Great Lakes basin and the Midwest are struggling, both ecologically and
economically. Low-vaue commaodities such as corn and soybeans dominate much of the
Midwest, providing limited opportunity for value-added processing and contributing to persistent
environmental concerns such as nutrient runoff and soil erosion. Rural agricultural communities
have lost much of the local economic cycling that keeps them viable. The lack of jobs and
investment opportunities has resulted in very large farms and the weakening of the stewardship
ethic more prevaent on smaller, family farms.

As an dternative to these dominant, regional trends, a growing number of people and
organizations are promoting the concept of working landscapes. Thisis the premise that
landscapes are the trust from which our health, quality-of-life and the economic vitality of our
communities al depend. Land should not be reduced to providing solely economic or
environmental benefits, but needs to provide multiple functions. Working landscapes |ooks at
ways to couple voluntary, incentive-based policies with landowner innovation and private
enterprise. Working landscapes offers a framework under which efforts for environmental
protection, economic development, cultural preservation, fish and wildlife habitat restoration, and
food and fiber production can flourish and enhance each other.

While the concept of working landscapes offers tremendous opportunity, by itsaf it cannot
facilitate greater investment in ecological services and rural communities. Public investment is
necessary to foster the growth of new markets and opportunities. Government has used economic
tools such as public housing initiatives and Industrial Development Authorities to leverage public
funds into private investment. These private-public partnerships that use market principles offer
an effective and efficient method of generating societa benefits.

Market-based financial mechanisms have not been fully utilized to foster environmenta benefits.
Because of the need to foster the multiple environmental and socia benefits that working
landscapes can provide, this paper explores the development of a Working Landscapes
Development Authority (WLDA). A WLDA would have similar powers to other development
authorities, such as the ability to issue tax exempt, revenue-based bonds. It would be
geographically large enough to capture appropriate collaborative investment opportunities yet
small enough to remain locally driven. A local stakeholder board would decide on priorities,
investment criteria, and other funding decisions.

WLDASs may provide the next logica step in the watershed movement. This type of approach will
expand interest in the production of ecologica services, leverage public investment in the
environment, and create a forum for local stakeholders to determine how to best spend available
resources. We welcome your comments and ideas on the topic.

Sincerely,

Mark Ritchie,
President



| ntroduction

The Ingtitute for Agriculture and Trade Policy (IATP) is currently exploring new ways of
expanding investment in conservation practices in the Greet Lakes basin. Thiseffort is
driven by a number of interlocking concerns, including the following:
The current leve of environmentd progressin the Great Lakes basin, while
measurable and important, is not sufficient to resolve the environmental problems and
to meet the environmenta needs of the basin and its tributary watersheds,
Where new initiatives are coming out of the watershed movement, it is often difficult
to obtain the resources or the ingtitutional leadership needed to implement them;
The creativity and vison that locd citizens bring to addressing long standing
conservation and environmentd problems is not sufficiently utilized or supported,
Exigting resources are largely administered through top-down command and control
bureaucracies resulting in Srategies that are often too rigid to maximize investment
efficiency or to respond quickly enough to evolving environmental and community
needs and opportunities,
Exidting patterns of environmenta investment often fail to srengthen communities
and are too often exclusively targeted on one environmental objective, despite the
growing understanding of and need for holigtic environmental policies;
Many current governmenta environment programs are too fragmented or too
underfunded to provide sgnificant environmental benefits;
Petterns of environmentd investment, particularly in water quality and landscape
management, remain skewed toward large, structured solutions and give little vaue
or atention to combining bands of mutually supportive activities undertaken by many
individuals over a broad watershed landscape;
Thereisagrowing interest in integrating federd agriculturd payments with good
environmental management of farmlands, but current efforts represent only a
beginning towards creating a reformed farm program built around landscape
stewardship and ecosystem services as a key component of agriculturd payments.

New environmenta investments that promote communities and landowners to pursue
consarvation objectives will be more cost effective. Additionaly, they will have many
other positive benefits for the environment, such as soreading good environmentd land
practices far more efficiently and effectively. After aninitid exploration of a number of
potential resource-augmenting strategies, IATP concluded that the most promising
gpproach for obtaining new resources for environmenta investment in the Great Lakes
basin was resource bundling. Bundling grows out of recognition that well managed
watersheds produce multiple environmenta benefits, (such as safe drinking weter, clean
water, natural habitat, public open space, reduced infrastructure cogts, etc.) which havea
ggnificant economic vaue. Thismakesit possible to structure environmenta
investments that would be attractive to multiple stakeholders. For example, a utility
interested in preserving pristine water qudity and awildlife organization interested in
saving habitat both have an interest in preserving unspoiled naturd arees. Asseeninthis
example, the bundling concept has atwofold essence. Fird, on the watershed side, it
assesses the resource goods provided by watershed ecosystems and identifies new



investments that will protect or create those goods more efficiently. Second, on the
investor Sde, it identifies multiple stakeholders and investors who have an interest in
those goods and brings them together in ways that expand the pool of resources for
mutudly beneficid environmentd investments.

In summary, IATP s project objectives can be articulated as follows: IATP would like to
improve the water quality of the Great Lakes and tributaries by enhancing the
environmenta quality of the Great Lakes tributary watersheds. This could be done by
increasing the flow of drategic environmenta investment in those watersheds. In turn,
this increased investment could be accomplished through successfully marketing the
ecologica benefits such asimproved water qudlity, fish and wildlife habitat, natura
habitat protection, public open space, and scenic vidtas that would flow from more
environmentaly sensitive farming, forestry and land use practices by private landowners,
and more effective pollution prevention and cleanup strategies. The best way to
successfully market these green benefits appears to be bundling them so that they offer
multiple benefits and provide an incentive for expanded environmenta service purchases
by watershed stakeholders such as downstream water utilities, fish and wildlife interests,
insurance companies, energy Uutilities, smart growth advocates, agricultural preservation
interests and recreationd interests, either individually or by banding together collectively,
while smultaneoudy providing new and better incentives for watershed landowners and
residents to be stewards of working landscapes and providers of ecosystem services.
Findly, successful marketing of the bundled green benefits would require providing the
necessary market linkages to successfully bring together such buyers and sdllers without
prohibitive transaction cods.



Resource Bundling

These bundling concepts are not only rooted in basic free market dynamics; thereisan
obvious common sense gpped to them. The result has been agrowing interest in the
concept. Ideasfor integrating farm income support with on-farm environmenta quality
investments are now being widdly debated, and federd agencies are crafting such
approaches at the adminigtrative level. In arecent example, the United States
Department of Agriculture (USDA) partnered with the City of Syracuseto jointly
develop and fund a Conservation Reserve Enhancement Program (CREP) to protect
1,000 marginal acres around Skanesteles Lake, one of the 11 Finger Lakes and the
drinking water source for the City of Syracuse. Another example took place in the dairy
farming region of the Catskill mountains thet lies within the New Y ork City watershed,
where bundling concepts have been one of the keys to the success of New York City’s
highly regarded Whole Farm Planning program.

In the Great Lakes basin, numerous ecologica green goods that could be bundled to
apped to multiple sets of buyers have been identified. These include: open space
acquisition and preservation, changes in agriculturd practices, smart wood forestry,
stream corridor protection, recreationa enhancements, bluebelts, wetland restorations,
and flood plain protection. Similarly, IATP hasidentified both many potentia buyers
and new financid indruments for those buyers to use, including wetland trusts, bond acts,
crop insurance, pollution trading, aternative energy producers, carbon sequestration
credits, and contracts with private landowners for improved land management services.

In its explorations with saected watershed interests and potential stakeholders, IATP has
uncovered sgnificant interest and potentia support for the concept, and thus originaly
conceived of bundling as something that would be carried out by potential purchasers,
with education and technica assistance from existing watershed organizations. In
essence, locd advocates and citizens would recogni ze the advantages of bundling and,
with some initid guidance, be able to make dedls with each other. Unfortunately, more
detailed planning and andysis has suggested thet thisinitia concept of an individudidtic,
unstructured gpproach is not feasble. Watershed organizations are primarily advocacy
groups, who often rely on volunteers and do not have the time, the resources, or the
expertise to devote to the creation of saleable packages of bundled resources. Asfor the
landowners and others who control the sites for the ecological bundles, they havelittle
incentive to band together until there is a purchaser clearly apparent. However,
purchasers have little incentive to coalesce until there are red bundles of ecologica

goods. Itisaclassc chicken and egg problem. Thus, the transaction costs of bundling
ecological goods together turn out to be too high and have too great aleve of uncertainty
of return for landowners and watershed organizations to attempt to bundle ecosystem
service goods in any but the most opportunistic and obvious instances.

On the buyer sde, stakeholder purchasers also turn out to be equaly ill equipped to
bundle themsalves together. There are many potential purchasers of environmental

goods, but virtudly dl of them are organized around pursuing asingle environmentd

good. To create abundling package, they must reach out to organizations who have their



own specidized interests, persuade them that there is a mutua self-interest in working
together, and then find a potentia resource that will have a common payback for al,
when, as hasjust been discussed, the identification of those resources is also subject to
great difficulty and uncertainty. Thus, purchasers bundling themselves together dso
imposes avery high upfront cost with little guarantee that the ultimate benefit will be
worth it. It follows naturaly that some of the most dramatic examples of bundling to
date have occurred where governments played the role of broker and negotiator.
However, government bureauicracies are, by nature, frequently anti-entrepreneurid.
Combine that with the interna fragmentation and politica congraints on government,
and, some dramétic exceptions like the New Y ork City watershed notwithstanding, it is
not surprising that government has done more to explore bundling than actudly carry it
out.

IATP s exploration of the bundling of environmenta goods has identified another issue
thet its origind modd of sdf-initiated dedl making did not sufficiently address. There
are two potentia approaches to bundling environmenta goods. a freestanding goods
mode and aregiona watershed resource mode, and the difference is important, as the
following exampleillustrates.

1. Wetlands can be purchased regardliess of location as long as they provide significant
wetland site benefits (e.g. wildlife habitat). The transactions have no tie to any
watershed strategy or larger landscape improvement.

2. Wetlands can be dtrategicaly purchased in order to re-create a functiona watershed
ecology. These wetland purchases provide both strategic and site- specific benefits.

The second approach obvioudy increases the return on environmentd investment, but
a0 requires aneed for asource of drategic direction. The chdlengeisto retain the
innovation and private creativity provided by bundling whilefitting it into a framework
of overal watershed enhancement and restoration.

The answer to the above problems starts with the concept of a broker. In aresslike real
edtate, stocks and commodity purchases, the problem of matching buyers with a
widespread base of market opportunities that require both time and technica expertise to
properly assess and package has been turned over to professiona brokers, or dedl
fecilitators. Their existence does not exclude direct buyer-sdler deding but, in dl but a
few specidized ingtances, it is more effective to use abroker’s services. Upon andysis,
bundling presents smilar market chalenges and requires asmilar marketing tool. Many
buyers face many potentid sdlers, either with individua circumstances, characteristics,
benefits or needs, dl of which make for complicated transactions. Without brokersto
sort the information and help pair buyers and sdllers, an efficient market cannot exist.
Adding an explicit broker function would aso solve the chicken and egg problem
described above, where sdllers have limited incentives to bundle because of the
uncertainty of bundled buyers and buyers have few incentives because of the uncertainty
of finding a bundled product. A broker of bundled transactions could both facilitate the
cregtion of packages designed to reflect available buyers and could put together bundles



of buyers by being able to more clearly guarantee a beneficid and cost effective
purchase.

Where then would this broker function be seated and how would it be structured? IATP
has concluded that the best starting point is the concept of an investment fund.

Investment funds pursue specific investment goas for groups of individua investors.

The relevant modds are investment funds that promote socia investments, with the most
refined examples coming from the area of affordable housing. These funds have both
public gods (e.g. increase the availability of affordable housing by a certain amount) and
private economic goas. Often, given their public purpose, they obtain the ability to offer
investors specia incentives such astax credits, limits on losses, or access to tax free
credit. Thismixture of public and private profit invesment has played an important role
in the strengthening of affordable housing in many urban arees.

Another modd isthe Industrid Development Authority (IDA). A successful IDA can st
gpecific, socidly beneficid targets (e.g. creating a knowledge-based corporate industrial
park in conjunction with aloca university), identify the investments needed to achieve
them, and raise the financing to do so through a combination of investor bond purchases
and participant capital investment.



Working Landscapes Development Authority

|ATP has concluded that some entity modeled on these public-private partnership models
would provide the mogt effective tool for redizing the potentid of bundling to increase
environmenta investment in the Great Lakes basin. The creation of a\Working
Landscapes Development Authority could provide that service. Using powers smilar to
atraditiond Industrid Development Authority, (or perhaps utilizing the provisons of
Interna Revenue Code Section 6320, which providesin certain circumstances an
dternative way to set up a privately run, invesment authority able to issue tax exempt
bonds) the Working Landscapes Development Authority (WLDA) would have the
following characterigtics and tasks:

1. The ahility to issue tax-exempt, revenue based bonds as one mgor source of
investment capitdl.

2. Management direction by aloca watershed citizen and stakeholder board, with tiesto
relevant government agencies and its own locally based professiond saff.

3. Initid gartup funding through borrowing from the State Revolving Fund or smilar
governmental resource.

4. Investment criteria based on an investment plan for the watershed created through a
process of outreach and consultation with both local landowners and stakeholders and
government resource and regulatory agencies. For example, an initid plan might
identify that a watershed needed a certain reduction in eroson, aswell asin nutrient
discharge, and a stretch of restored stream corridor. It could then set targets, such as
acres converted to sustainable forestry practices, conservation tillage and perennia
crops. It would then attach initid investment targets to support each of these
programs and begin to develop sets of bundled environmenta goods whose
investment would be structured to achieve them. The WLDA would commence deal-
making between potential purchasers of environmenta goods and the watershed
stakeholders. Some of these efforts would produce a revenue stream that could be
bonded; others would be financed through funding from exigting government
programs. In addition, it would integrate its environmental goas with specific
programs for improving the economic viability of working landscapes and
landowners, following New Y ork City’s pioneering examplein its Whole Farm
Planning program.

5. The WLDA would have the authority to offer a premium for packages of bundled
goods that have critical importance on awatershed scade. For example, assume that
the investment goa is 300 miles of stream corridor retoration. To achieve that by
working with eech individua landowner would be time consuming and cumbersome.
The WLDA might pay $40 afoot (the following figures are arbitrary and chosen
s0lely to make an easy to follow example) to an individua landowner who offersto
carry out such arestoration. The WLDA could aso offer $50 afoot for agroup of
landowners restoring 2,000 feet of stream corridor, and $70 afoot for 2,000



continuous feet, and so forth.

6. The WLDA could become, in its watershed, a catalyst for many government support

programs that ded with individud landowners, provided it could attain a certain
minimum level of criticdl mass. For example, the WLDA would get a priority
dlocation for swvamp buster investmentsif it could provide a certain percentagein a
sngle transaction of an overal watershed' s environmentd god. Similarly, aWLDA
could offer an ongoing revenue stream in exchange for agriculturd conservation
easements. The WLDA would bundle public and private money together to leverage
relatively small public resources. Also, dl of the USDA current categorica programs
could be administered as one pot of money on awatershed basis. A WLDA approach,
by promoting watershed scale efficiencies, could provide alow cost way to improve
the reach of this money.

7. The WLDA could become the centerpoint for nutrient and other pollution trading

schemes. I1dedlly, the WLDA would provide atool to create ad hoc TMDL
management, based on overdl ecologicd benefits, within awatershed.

8. The WLDA would provide funding for public information and education about the

implications of new bundling strategies, as well as new watershed and working
landscapes approaches to watershed protection, Great Lakes water quality
improvement and landscape community revitalization.

9. Both asresources and local confidence builders, a broad network of advisory and

10.

11.

12.

technical assistance groups should be interacting with and asssting the WLDA.

Financidly, the WLDA would operate as much like an affordable housing fund asa
traditiond IDA. Traditiond IDAS, except for legidative supplements, must make
back dl of their bond investment through ongoing project-based revenue streams. In
the affordable housing arena, it is recognized that likely revenue streams will be
insufficient to cover both debt services on capitd investment and ongoing operating
costs for dedrable projects. Funds often use a combination of public capita and
public financia incentives (such astax credits) to subsdize and lower the capitd
cogts, while using tight business and financid planning to identify aleve of market
rent that is within the range of an affordable housing renter or purchaser. This
combination of market-based rents, targeted on renters with limited incomes made
possible by publicly supported capita investment, has many gpplications to the issue
of environmenta invesments.

The WLDA would be subject to dl modern accounting standards, full financia
disclosure and gpplicable conflict of interest standards.

The WLDA would idedlly be able to sdll purchasers environmenta progress without
an advance linkage to a particular project. For example, awater utility interested in
minimizing the cogt of filtering water could purchase participation in a series of
individual project investments (i.e. constructed wetlands, soft path water trestmernt,



etc.) or smply conclude that it does not want to sdect among particular investments,
only that it wishes to buy a clean watershed. The utility could then provide the
WLDA afixed amount of cash flow over afixed amount of years as an ongoing
investment in a clean watershed as defined not be specific projects, but in terms of
watershed performance measures.

13. The WLDA should have an initid life gpan of ten years with a carryover sunset
clause (i.e. continue to manage existing projects until some later trandfer date, but no
new projects). The same process for establishing the WLDA would have to be
repeeted after ten yearsto ensure it would not be sdlf- perpetuating.

14. Animportant potential resource for bundling and for effective cregtion of working
landscapes is exigting entities such as drainage didricts and lake authorities who
dready have taxing power. However, both legd and political congtraints tend to keep
their investments and land management strategies focused in narrow, traditiond
ways. The WLDA's ahility to raise additiona resources and pool them could be used
in asengtive, collaborative way to induce these entities to consider restructuring and
pooaling their benefits to provide more goods for both their purposes and the larger
purposes of their condtituencies. One tool for doing so would be joint investment
agreements between the WLDA and other such entities.

15. Findly, the potentid of the WLDA, as a private, locdly based entity that has the
ability to go where government cannot go or would not be accepted will be very
vauable and potentialy akey eement in atracting stakeholder investment. For
example, effective endangered species protection is going to require widespread
interaction with private landowners. Endangered species initiatives have long found
this to be amgjor obstacle, as many landowners have strongly opposed wildlife
agency attemptsto control their private land use. A WLDA, with aboard rooted in
the loca watershed and a commitment to integrate environmenta protection with
landscape based economic devel opment, could be a powerful tool for overcoming
these obstacles and bringing environmenta investment to areas where it has o far
been resisted.

A particular point of discussion should be the relation of the WLDA watershed
investment agenda with gpplicable environmenta regulations and regulatory targets.
These targets are generaly not set in a holistic, watershed context. Rather, they tend to
be sngle mediatargets set with little exploration of whether thisisthe most cost effective
or urgent environmentd investment for that watershed. The ultimate potentid of
resource bundling isto leverage environmental investments and to steer them towards
targets of greatest opportunity. The WLDA gpproach, by creating a mechanism for
resource bundling, by putting resource bundling in a watershed context, and by
developing a priority plan for environmenta improvement for the watershed, offersan
important advance over the exigting structure of environmenta protection that can
accelerate environmental progress to the benefit of the Great Lakes and other important
environmental resources.



The obstacles to this approach will largely come from two areas. Firg, it means a shift
from emphasizing pre-determined, single purpose, hard path, pollution clean-up solutions
such as sewage treetment plant construction to a much more holistic ecosystem
management, pollution prevention, habitat preservation and restoration approach.
Second, it means partnerships instead of a punitive approach. The environmenta
community is often wary of this approach for fear of weskened environmenta standards.
But aWLDA creates an economic interest in the watershed for ecosystem services and
provides a powerful new voice againgt those who, under the guise of seeking to reform
the regulatory process, try to undermine environmenta responsibility.

Though IATP sinterest in bundling was originaly driven by a concern for expanding the
resources addressing environmenta problemsin the Great Lakes basin, the Working
Landscapes Development Authority approach has gpplications far beyond the Midwest.
If thisandysis proves correct in practice, IATP will have created amodd that can marry
the potentia synergies of awatershed approach and a combined environmental,
community development, working farm strategy that can truly integrate the environment
and resource based community development, an integration that is the essence of the
gods of the working landscape and farm bill reform debates.



| mplementation

To trandate the WL DA concept from paper to practice will require an intense planning
and pilot effort approach. In brief, the necessary planning involves building off the
research and contacts developed over the past 18 monthsin the basin. An ad hoc task
force would be created in at least one watershed, leading to the sdlection of alocaly
based WL DA board, identification of a specific legd framework and assembling the
necessary startup financing and crestion of aboard. Meanwhile, the task force would
identify an initid watershed agenda and what specific forms of bundling should be first
pursued given the watershed' s specific conditions. Relationships with resource
bureaucracies would be established, as well as connections to local smart growth,
sustainable development and working landscapes efforts. Links would also be created
with other efforts that promote the generation of ecologica services, such as eco-
industria parks, environmenta and green business associations, and especialy with
evolving federd agricultura policies.

Over aperiod of sx monthsto ayesar, dl of this effort would culminate in the creation of
abusiness plan, which could meet both gtrict financid standards of due diligence and
invesment return, while fulfilling its environmenta goasaswel. This business plan

would then become the operating program of the WLDA during its start-up phase, with a
provison for periodic renewd asthe WLDA successfully ramps up. Overdl, the
implementation effort will likely take two to three years to successfully pilot the program,
finetuneit in the light of actua experience, and begin to replicate it esewhere,



Concluson

Over the past 30 years, the United States has made considerable stridesin protecting the
environment. The Clean Water Act of 1972, through the use of regulation and capitd
invesment, has Sgnificantly reduced pollution, especialy from urban and indudtrid point
sources. However, there is still more effort needed to reduce non-point source pollution,
create wildlife habitet and revitalize rura communities.

The watershed movement has made important contributions to that progress. But it has
not been sufficient to overcome the steedy loss of clean water momentum as the country
struggles with the far more intractable problems of eroding soil, nutrient overloading, loss
of biodiverdty, and disruption of neturd stream hydraulics.

Traditional regulatory approaches have had limited success addressing these non-point
source issues. Only the creation of a new working landscape tool, with resource
mohbilizing techniques like bundling, can provide sufficient incentives and coordination
of efforts to make meaningful environmental progress on these issues.

Thus, bringing the resources into the economic framework of the rurd economy is crucid
for achieving long-term sugtainability in Great Lakes and Americanlandscapes. This
means turning the potentia of bundling into redity and thereby dlowing private
landowners to profit from the vaue of the ecosystemn services they can provide. And it
aso means bringing in stakeholders such as cities, businesses, utilities, governments and
others who depend on the economic benefits of ecosystem services. IATP believes that
the Working Landscapes Devel opment Authority, with its flexible and entrepreneurid
adminigrative structure and its combination of sdlected public capitd subsidies and
private market tools, would provide an innovative and uniquely effective way to achieve
these objectives.
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