STATE WATER RESOURCES CONTROL BOARD

BOARD MEETNG SESSION--DIVISION OF FINANCIAL ASSISTANCE

OCTOBER 15, 2003

ITEM  4

SUBJECT
CONSIDERATION OF A RESOLUTION TO AUTHORIZE A STATE REVOLVING FUND (SRF) LOAN TO THE NATURE CONSERVANCY FOR THE PALO CORONA WATERSHED PROTECTION PROJECT (PROJECT), SRF LOAN NO. C-06-6085-110

DISCUSSION

The Nature Conservancy (TNC) submitted an application for a SRF loan to fund payoff of short-term interim financing and holding of a critical portion of the property know as Palo Corona Ranch.  The property will be retained while the Department of Parks and Recreation (DPR) and the Monterey Peninsula Park District (Park District) acquires it with dedicated funds over a ten year period.  The amount of the loan request is $9,000,000.

The property is located near the mouth of the Carmel River, and encompasses a portion of San Jose Creek Watershed, a tributary of the Carmel River, as well as the headwaters and substantial reaches of a number of other coastal streams, including Malpaso, Soberanas, Granite, Doud, Joshua, Wildcat, San Clemente and Garrapata Creeks, and their tributaries, located on and immediately downstream of the property.  All watersheds associated with this property drain to the Monterey Bay National Marine Sanctuary.  This property stretches nearly 11 miles from the Carmel River and Point Lobos south to the Los Padres National Forest.

The property is adjacent to the recently subdivided Rancho San Carlos development.  In the spring of 2001, the Palo Corona Ranch was placed on the market at a listed price of $55,000,000.  The property was also being offered separately in three separate units known as the front, middle, and south parcels at a price of $65,000,000 sum retail.  All three parcels were at risk of conversion to the type of estate development occurring on the adjacent property, with the front and middle ranches most urgently in jeopardy.  The potential impacts to hydrology, including increased sediment and stormwater runoff, inevitably associated with such development, threatened to significantly impact the important aquatic and coastal resources on and immediately downstream of the property.

By removing a key portion of the property from the development landscape, this project will address nonpoint source pollution in two significant ways.  First, establishment of the property as a protected area maintains crucial wildland buffers to safeguard source water.  Secondly, preventing development protects hydrological and ecosystem processes by eliminating the host of anthropogenic impacts and potential water quality impairments that result from conversion of natural cover to impermeable surfaces, structures, and roads.

The Project will meet the requirements of the State Water Resources Control Board’s (SWRCB) “Strategy for Implementing the State Revolving Fund for Expanded Use Projects” as follows:

· The Project is in accordance with the SWRCB Antidegradation Policy and helps attain its goals by maintaining and enhancing the water quality in the various Central coast waterbodies.

· The Project will protect or enhance the following Beneficial Uses:

1. Water Contact Recreation (REC-1), Non Contact Recreation (REC-2): Full public access and non water contact recreational activities including wading, sunbathing, bouldering, canyoneering, aquatic life study, and a variety of aesthetic experiences associated with the property’s streams, ponds, and springs.  Several of the streams on the property drain to the coast, where they will continue to contribute to recreational opportunities on adjacent beaches and public parklands.

2. Warm Fresh Water Habitat (WARM): Over 17 miles of perennial and seasonal streams  on the property provide high quality habitat for aquatic and terrestrial species, including California tiger salamander, western pond turtle and a number of other native vertebrate and invertebrate species.

3. Cold Fresh Water Habitat (COLD), Spawning, Reproduction and/or Early Development (SPWN), Migration of Aquatic Organisms (MIGR): The property contains roughly 1.5 miles of San Jose Creek stream channel, which provides spawning and rearing habitat to steelhead trout.  A water supply dam maintained on this stream created a fish passage barrier until it was damaged in 1998.  This structure will not be replaced, and protections will be put in place to ensure no future fish passage barriers are constructed.  

4. Preservation of Rare and Endangered Species (RARE): The aquatic, riparian and terrestrial habitats protected through this acquisition support a number of rare and/or threatened species, including:  Federally endangered species:  Yadon’s Rein Orchid (Piperia yadonii) and California condor;  Federally threatened species: California redlegged frog and steelhead trout, Central California Coast ESU; and a number of Species of Special Concern as Designated by the State of California, including coast horned lizard, peregrine falcon, and horned lark. 

5. Ground Water Recharge (GWR): Approximately 1,397 acres of the property drain into the Carmel River Watershed, a severely over drafted system which is currently under state order to reduce diversions in order to increase stream flows.  Prevention of development and the associated increase in impermeable surfaces will protect the hydrologic functions of this portion of the watershed, including surface waters and groundwater recharge.

6. Areas of Special Biological Significance (ASBS): Although the property does not directly encompass a designated ASBS, roughly 3,000 acres of the ranch drain to the Carmel Bay via Carmel River and San Jose Creek, and several of the other coastal streams which occur on the property drain to the immediate vicinity of Point Lobos State Reserve.

The Project is consistent with the “Plan for California’s Nonpoint Source Pollution Control Program” (Plan) making it eligible for SRF funding under Section 319 of the federal Clean Water Act.  The Project incorporates the following Management Measures from the Plan:

· Agriculture 1A – Erosion and Sediment Control

· Urban 3.1A – Watershed Protection

· Wetlands/Riparian Areas Protection 6A

Responding to the urgent threat of acquisition of the property by land developers, in May 2002, the Big Sur Land trust and TNC jointly purchased Palo Corona Ranch.  Interim financing was provided through loans from the two organizations, with an expectation that the property would be quickly transferred to public ownership.  The two organizations are in the process of transferring the 7,129 acre southern parcel to Department of Fish and Game and the 681 acre front parcel to the Park District.  The Park District and the DPR have joined to purchase the remaining 2,088-acre middle portion of the ranch from TNC and the Big Sur Land Trust (BSLT) for its appraised value of $10.2 million.

The SRF loan will allow TNC and BSLT to meet its $9,000,000 obligation to payoff the short term financing and hold the property while DPR and the Park District acquires the 2,088 acre middle portion of the property with dedicated funds over a ten year period. In the interim, TNC will enter into a Land sales contract with the Park District, which will allow it to develop public recreational access.

The dedicated source of repayment for the Project will come from State Proposition 117 funds (Mountain Lion Protection funds), which dedicate $1.5 million annually to acquisition of resource lands in the Santa Lucia Mountains and Big Sur region.  DPR and the Park District have agreed to dedicate future annual payments from this fund to the project starting in 2005.

Prop 117, which is found in Sections 2787 et seq. of the Cal. Fish & Game Code, was adopted in 1990 by a statewide voter initiative.  It provides for bonds to be sold by the state to fund the acquisition of wildlife habitat lands in specific areas each year for 30 years, until 2020. Among other things, it provides for $1.5 million per year for projects in the Santa Lucia Mountain Range in Monterey County, to be expended and administered by DPR and for grants to the Park District.  Our legal counsel has reviewed the Bond language and approved the use of the funds as a dedicated source of repayment.

Starting in 2005, the annual $1.5 million Prop 117 funds will be available to MPRPD for acquisition of the Palo Corona Middle Ranch.  State Parks will make the annual grants of $1.5 million directly to Park District, without any deduction for administrative costs, and MPRPD will then transmit the funds to TNC/BSLT who will use them to make annual payments to the SWRCB to pay off the $9,000,000 loan. 

DPR and Park District currently administer funds from Prop 117 consistent with an existing memorandum of understanding (MOU).  This MOU will be amended  to dedicate and allow for the use of approximately eight years of Prop 117 funding by MPRPD to acquire the Palo Corona Middle Ranch, starting in 2005.  TNC has provided a letter of intent August 4, 2003, 
from the parties to the MOU, indicating they will negotiate the amendment contingent upon SWRCB approval of the loan to TNC and prior to contract execution.  SWRCB staff will review and approve the amended MOU prior to contract execution. TNC has also provided a letter of intent, July 31 2003, indicating they will diligently negotiate the land sales contract with the Park District upon approval of the loan.  SWRCB staff will review and approve the land sales contract prior to contract execution.
1. 
If the TNC is unable to resell the property or is unable to obtain sufficient grants to repay the SRF loan, it will use its revenues from membership donations.  The TNC will also Secure repayment of the loan by providing the SWRCB with a Deed of Trust to the property.

The Project is categorically exempt from the California Environmental Quality Act, Public Resources Code Section 21000 et. Seq., as a project to protect natural resources and the environment (Cal. Code Regs., tit. 14, §§15307 and 15308).

POLICY ISSUE

Should the SWRCB approve a Resolution to authorize a SRF Loan to the Nature Conservancy for the Palo Corona Watershed Protection Project?

FISCAL IMPACT
The SWRCB adopted Resolution No. 99-40 on May 20, 1999, which changed 
the method for determining the amount of funding available for new SRF loans.  The adopted system is based on the availability of federal capitalization grants, cash from SRF loan repayments and miscellaneous SRF investment earnings and takes into consideration actual and forecast cash disbursements for approved SRF loans.  The SWRCB completed the sale of the 2002 series revenue Bonds.  Revenue bond proceeds of $295,033,224 are included in the available cash totals.  To fund this project , the SWRCB must find that this project warrants waiving the minimum cash balance of $25 million.  The SRF account balances, anticipated repayment amounts, and project approvals under consideration by the SWRCB in October 2003 are as follows:
	(as of 9/5/03)
	SFY
	SFY
	SFY
	SFY
	SFY

	
	2003-04
	2004-05
	2005-06
	2006-07
	2007-08

	Beginning Balance:
	554,437,753 
	107,009,591 
	6,897,188 
	103,086,739 
	220,444,552 

	Estimated Repayments
	141,550,297 
	177,010,483 
	188,994,350 
	201,464,252 
	207,215,059 

	2002 Series Revenue Bonds Debt Service
	(28,451,654)
	(33,807,716)
	(33,807,241)
	(33,806,729)
	(32,641,816)

	Capitalization Grants
	94,000,000 
	55,000,000 
	55,000,000 
	0 
	0 

	Est. SMIF Interest:
	2,000,000 
	2,000,000 
	2,000,000 
	2,000,000 
	2,000,000 

	Estimated Disbursements
	(667,526,805)
	(300,315,170)
	(115,997,558)
	(52,299,710)
	(25,000,000)

	Subtotal
	96,009,591 
	6,897,188 
	103,086,739 
	220,444,552 
	372,017,795 

	Commitments for October:
	
	
	
	
	

	Reduce NPS loan C-06-6075-110 to Valley Small Business Development Corp. from $25M to $5M
	20,000,000 
	
	
	
	

	Loan to the Nature Conservancy C-06-6085-110
	(9,000,000)
	
	
	
	

	Available for Commitments
	107,009,591
	6,897,188
	103,086,739
	220,444,552
	372,017,795


Notes:

· Estimated Repayments include repayments from existing loans and from loans forecast to be executed in the next few years for projects with existing commitments.

· The EPA Capitalization Grant for SFY 2003-04 is estimated at $94,000,0000.  A conservative estimate for EPA Capitalization Grants of $55,000,000 each is forecast for SFY 2004-05 and SFY 2005-06.

· Estimated disbursements include disbursements remaining on existing loans as well as disbursements anticipated on loans executed for projects with existing commitments (including SFY 2002-03 commitments).  Each month the Division will revise the estimated disbursements total as cash draw forecasts are updated.

RWQCB IMPACT
Yes, Central Coast Regional Water Quality Control Board

STAFF RECOMMENDATION
That the SWRCB approve a Resolution to authorize a SRF Loan in the amount of $9,000,000 to TNC for the Project.
STATE WATER RESOURCES CONTROL BOARD

RESOLUTION NO. 2003-

RESOLUTION TO AUTHORIZE A STATE REVOLVING FUND (SRF) LOAN TO THE NATURE CONSERVANCY (TNC) FOR THE PALO CORONA WATERSHED PROTECTION

PROJECT (PROJECT), SRF LOAN NO.  C-06-6085-110

WHEREAS:

1. TNC submitted an application for a SRF loan for $ 9,000,000 for the Project ;

2. The Project is in accordance with the State Water Resources Control Board’s (SWRCB) Antidegradation Policy and will protect and enhance beneficial uses for the various Waterbodies in the Central Coast region;

3. The Project is consistent with the SWRCB’s “Plan for California’s Nonpoint Source Pollution Control Program” and is therefore eligible for (SRF) funding under Section 319 of the federal Clean Water Act;

4. The Dedicated Source of Repayment for the Project is the State Proposition 117 funds (Mountain Lion Protection funds), which dedicate $1.5 million annually to acquisition of resource lands in the Santa Lucia Mountains and Big Sur region; and

5. The Project is categorically exempt from the California Environmental Quality Act, Public Resources Code Section 21000 et. Seq., as a project to protect natural resources and the environment (Cal. Code Regs., tit. 14, §§15307 and 15308).

6. The Board finds that this project warrants waiving the minimum cash balance of $25 million maintained in the SRF Loan Program.
THEREFORE BE IT RESOLVED THAT:

The State Water Resources Control Board approves a Resolution to authorize a State Revolving Fund Loan in the amount of $9,000,000 to the Nature Conservancy for the Palo Corona Watershed Protection Project.

CERTIFICATION

The undersigned, Clerk to the Board, does hereby certify that the foregoing is a full, true, and correct copy of a resolution duly and regularly adopted at a meeting of the State Water Resources Control Board held on October 15, 2003.





_____________________________________





Debbie Irvin





Clerk to the Board










