APPENDIX A

GENERAL BACKGROUND INFORMATION
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:Sin?DAY, MAY4, 2003 | A21 '
'BIG GREEN, From 41 -
'I‘heConservmmyandxtspartnerssetﬂed

-iil resulting lawsuit last ymrior $1O mxl~
of.

nln Virgima, the Cousexvancyhas -
-vested in a -number of for-profit busi -
nesses on the Bastern Shore: a bed-and-
‘breakfast, an oyster-and-clam: farm, an

*“heirloom” sweet

-potato-chip operation, 2
seaside home development, The busi-

nesses failed, leaving a $24 million debt.

I'I‘heConservancyhasproﬁtedbysellf

ing its name-and logo .to companies,
which use the image to gain-what one cor-
porate executive calls “reputational val-
-uel A Conservancy focus group -study
" found that a few participants said accept-
‘ing corporate cash in certain cases would
. be “the equivalent of a payoff.” .
- mThe charity engages.in numerqtis fi-
. nancial transactions with members of the
Conservancy family—governing - board
j,membersandﬂmrcompames, state and.
_regional trustees, longtime supporters.

The nonprofit organizdtion has bought

land and services from board members’

compam&,andlthasdedmedtorelease“

-property appraisals from the deals. It has
sold cheice Conservancylandtopastand
.present trustees through its “conservation

‘Buyers” pmgnm,whxchoﬁemstzepdxs—_

_ counts in exchange for development re:
strictions. Ithaslentmshtouxexeamves,
including $1.55 million to its president.
-'I‘he()onsemmy’smwonmakesxtre-
luctzntbotakeposmonsonsomeleadmg
environmental issues, including global
warming and drilling-in Alaska’s Arctic
National Wildlife Refuge. Corporations
represented on the Conservancy’s board
dnd advisory council have lobbied nation-
ally on the corporate side of the issues. A
Conservancy official said the ' group

~ avoids criticizing the environmental re-
oordsofxtsoorporateboardmembem
u Some of the charity’s scientists have
complained that the organization has drift-
edfrmmtssumdmmmmnmtmthe‘hest

,available science.” One scientist com-
‘plained in an. internal 2001 Conservancy
study: “Science is not understood o sup-

ported by senior managers and state direc-

tors. [The] entiré focus is on land deals.”
Said another: *T am not convinced [the
Conservancy] is science-based, as. we

While Conservancy officials now ac-
knowledge that the charity made mis-
takes in Texas and Virginia, they dismiss
them ‘as isolated incidents and stoutly
defend their philosophy and initiatives
as a pragmatic strategy for conservatxon
in the 21st century.

“Conservancy  officials say thexr a;r

- zation: said

.proach—which falls under-a larger envi-
‘ronmental philosophy known asﬂmnmmpat~ -
to-

ible. development”—dllows
leverage: corporate America’s wealth to
achieve conservation on a massive scale.
Instead of insisting in every case on the
pristine preservation of land, the charity
p:‘act:c&etheartofﬁmpossxbk its offi-
cials said.

“There are tradc-offs in mnservation

,:Conservancy President Steven J.. McCor-

mick sald in. an interview. “We make a
mdgrmntthatlessﬂlanlﬂOpmtnsac—

.ceptable” - -

Akmg the way, the Conservancy hopes
to entice companies into more environ-
mentally friendly pramces. Alliances

with logging companies, for example,

‘have protected thousands of acres from

,development, eventhougbhggmgan the

land often continues, McCormick said.

. -“Somé of our brethren say we're deal- -
mgwi‘ththedevﬂ,butlsaqutethecon
official Michael

trary,” said

Conservancy
Horak‘Sameofﬂle’dea!sweremalung_

are quite extraordinary.”
Today, the organization says it manag-

es 7 million preserved acres through a va-
riety of means and owns 2 million out- -

right. Much of that land is held in 1,400
nature preserves, which it describes as

the world’s largest private sanctuary sy& :

lnlateZOOO themnpmﬁt

purchasedf
the Palmyra Atoll; 15,500 acres of coral
E reefs,nletsgndhgoonleOOmﬂwsouth

number of orangutans, which the oxgam

Conservancy acquired the 100,000-acre

_BamRamd:,theﬁnalsteptowardcr&atw
ing the Great Sand Dunes-National Park- -
_ in Colorado. .
. Supportctssayﬂnatﬁworganmbons_
enormmswmlthhasenhamedﬁsmﬂn .
ence, within the environmestal -move-

ment and with the government. Last year,

theComemncyreoexvedﬂOSnﬁllmnm,.
govemmt consulting’ fees and .other

board has included protiinent scientists
and. academics. Even. some critics . ac- -

knowledge that global environmiental

health would suffer without the charity’s.
resources devoted to land preservation.

Still, some former high-ranking Conser-

vancy officials believe the orgamzat:oni

hasgmwntooclosetobusmess.
“It was the wrong decision to get so
close to industry,”

(9%)

increased the “known pop-
. wlation by 10 percent. Also that year, the -

said David Motine,

. whoheadedtheclmby’slandacqmsmon

forlﬁyeaxsan helped pioneer ‘the

group’s corporate ties. “Business got in
mderﬁxelent.andwemtheonmmdm
invited them in. :

“These corporate executives are car-
mvorous.Youbnngmemm,andmeymst
take ovet”.

Morine now says lettmg themmwas

‘ﬂxeblggmtmtalmmmykfe.

Becoming Big Green

‘ The Nature Conservancy opened its
doors in-1951 with 2 handful of staffers 1a-

'bonngautofa%shmgtonofﬁceshared'

with another environmental grou
Rarly on, the Conservancy setﬂed on

" buying land as its special niche in.the en-
-vironmental movement. In 1955, the Con-

sa‘vancychlppedmwﬁe!pbuymacres- )
of river gorge in New*York and Connectt-

- cut. That simple su'atzgy-—raxsmgcash
' tobuymland«—becamekmwnthhm
* the group 8 “bucks and acres.”

Eavironmentalism bloomed- thh the

© publication’ of Rachel Carson’s :*Silent

rmg”mlmmdﬂxesxxms activism

' thiat would result in the first “Barth Day”
~ in 1970. In those days of turmoil, the Con-

grew slowly but steadily and

_ servancy grew
- kept to its quiet land-acquisition strategy. -

In the 1980s, the Conservancy’s non-
confrontational approach paid off. The

numbers tell the story. That decade, its rev-
etiue grew from $58 million-to $222 mil-
hon,anditsstaﬁsurgedfmmﬂto%ﬁem—

ployees.
Inthe 1990s, theageofthe bubble econo-

- my and lavish corporate largess, astonish-

ing growth occurred. Corporate donations

mushroomed from $1.8 million in 1993 fo

-$295 million last year. (The Washington

Post Co. is a regular contributor, last year
giving $1,500.) By 2002, Conservancy reve-
nue had reached $972 million, more than
10 times the size of Sierra Club revenue.

meeungsmthworldleaders,so-

’ vplmtxated marketing and cost-benefit

hedtoeonservahon.’l‘he

. analysxs
-group 3 *worldwide” headquarters is in an

elght-story ‘$28 mllhon buildmg in Aﬂmg
ton.
“1 really belxeve that in the next century

that the most influential institutions on the
. planet will be nongovemmental organiza-'

tions,” McCormick said in a speech at the

* Conservancy’s 50th anniversary meeting in

October 2001, “ believe the Nature Con-
servancy will set that pattern.”
- The Conservancy now boasts 1, 900 cor-



‘Eastman Kodak Ce. vice -

porate sponsors.
president Hays Bell recently described the
Conservancy as a “natural choice” for part-

nerships because there was "no conflict po- :
teatial” 'I'heConferemeBoud,anonpmﬁt ,

that advises businesses, said inamporton
with

partnerships environmental gr
ﬂmttbeConaervamyismemallypopﬂar-

* with. corporate executives because of 1ts
dependahﬂztymmtmmre&'
McCormick said: “By

make a big difference.”

'IheOonsetvmy"rehnmshxpswim

Fortune 500 corporations have become in-

stitutionalized. - Its unpaid - 38-member -

BoaxdnfGomnrshssimhdedpastmd

preaentexmutwimddirectorsof

industrial carporations:-Joha F. Sxmth Jr.,
" chairman of General Motors, the. workd’s

car manufacturer; E. Linu Draper

largest

-Jt., chairman of American Electric Power

Co., the nation’s largest electricity produc-

" er; A. D; *Pete” Cotrell, chairman of Geor-

- gia-Pacific Corp., the country’s second-
products business; and AW,

poratxons,whmhcontm!alot otland,A
wlnchareverymﬂmnhai.wettmkwe._

biggest paper
: “Bﬂl“Dahlberg former chairman of South-

femCo anotherimdmgpowerpmduoer

Some of these companies face preswré.

: from more confrontational environmental
groups and from government regulators.
A, recent study of utilities by the Natural

i ol Aerian Bty operaion
4ir polluter. s operations
in Cheshire, Ohio, have tirned that quaiit
tiver town into a ghost. Sulfur dioxide
emissions from one of the company’s plants
have at times enveloped Cheshire, prompt-
mgtheutﬂxtytobuyoutmostofﬂxezzl

who agreed not to sue, A utility -

residents,
spamnmwdﬂ;eplmtisclwt.butxts

operahoasmemcroaciﬁngon come
munity, )

"¢ Rlsewhere, ﬂ:ztmhtymﬁghtmgalaw-
smtﬂedbyﬂmexrmntaletedin

Agencyaﬁmgmmwmhm
- American Electric has joined the Conser-

vamymantllmﬁﬂimiomstprw&m'
initiative in Bolivia. If the concept were ap-

- proved by federal regulators, the project
one day would supply the company with

“pollution credits.” That would lessen its -
medmmﬁcmﬂyenﬁwommm&at,

its U.S. plants,

proacharguethatcorgom&onshaveaeized
‘control of the charity from within. -
“The Conservancy brings in corporate
board members who dou’t know much
about conservation—or even care that
much about it,” said Huey Johnson, the for-
mer head of the Conservancy’s western

USS. operations.and a founder of the Trust

wmmm-wmmm

‘mmhmmammmmmmmmammw



-Sunpay, MaY 4, 2003

for Public Land. Two years ago, he won the
U%Nannm mpenwmnmenhlamrd.

Conservancy offers
aemoummmmammm

cilsmszsamm@ Once there, exec -
utives can “meet with Nature

individ:

"Council members include Pacific Gas
and Electric Co., which paid $333 million
toseﬁkchmxsﬂmt:tsplantspaﬁnmdwa»
ter and caused cancer among nearby resi-

,,dfms ah@albaﬁledmmatmdintheﬁhn
“Erin Brockovich.”

- Another member is Dow Chemical Co.,

: ownerofUnionCarblde.Laatyear,the

Conservancy’s Louisiana chapter gave Dow
its conservation leadership award for ex-
panding a greenbelt bird

has drawn the attention of a grand jury in-
vestigating vinyl chloride contammaﬂonof
area water, Dow officials recently con
firmed.

Avoiding Controversy

- Sometimes, the Conservancy’s noncon-,
frontahamlappmachputsxtonﬂxesde-
vl&gee(siadﬂxzmﬂmeuwronmenmlmmof
' LY,

In Alaska, the Conservancy has-stood si-
jent as environmentalists battle proposed
oil drilling in the Arctic National Wildlife
‘Refuge. The decision to skirt the fight fol-

Jowed intense debate in 2001 by the Con-

semncy’sboard,whmhyieldedmﬁmend
to the'wishes of its Texas and Alaska chap-
ters.seniorConservancyofﬁcmlssmd.

the A
bil—hold

called “ideological factions” in the Alaska
debate, Hedeucﬁbedthemzeas"notan

Getting involved, he said, compme-
Iy drain our credibility.” Hzconch:dzd“!t‘s
more courageous to stay on principle and
get conservation through some conces-
mnsﬁ'omthoaew}museﬂwland.'

servancy’s strongest corpo)

mpporﬁersr
ExxonMobilandGM,haveopposedwff

emission-cutting effc
ExxunMobﬂforyearsledtheGlobaldl

mate Coalition, dn industry group that de-

bunked global warming. Exxon Mobil has

'!ongbemaleadmglobbmstagmstme

One environmental group, Environmen-
tal Defense, has dubbed GM “Global Warm-
er Number One” because its vehicles are a
major source of carbon-dioxide emissions.
GM Chairman Smith headed the Conser-

pledged
- Centex sits on the

vancy’s&lbdkmﬁmdrmmgwnpam

. omthepast&cadethemmpanyhas
Mﬂle%mwmy and vehicles
worth $22 million.

“Twenty-two million dollars is going to
gnalnngwayw help. preserve biodiversi-
ty,” said Terry Pritchett, GMs director of
global climate issues.

McCormickﬁnaﬁy took up the global
warming issue in the Conservancy’s bk

ymagazmemﬁmfaﬂofﬁml
the Conservancy

hasavmde&-

ﬁxepalihceidehateomglobal

warming.,”
McCormick wrote. Wmhﬁm’tbﬂﬂ@d,

our institutional head in'the sand.”
He said that climate change was “real,”

and the Conservancy needed o figure out.

how to confront it “with a cool temper and
a vigilant eye for solutions.”
Last year, the Conservancy launched an

sanctuary around *  initiative adopting the approach that would
‘its plant in Plaguemine, La. The plant also

supply corporations with pollution credits.
GM contributed $10 million to the plan.

Greenwashing
Scientists rate the conversion of land to

human habitat-—urban sprawl—as Barth’s

greatest mepace. “Sprawl is. without a

noncon-, - doubt the most pervasive threat,” an un-

identified. Conservancy scientist wrote in

response to a survey in 2001, obtained by

’ﬂ&eﬂost.“&ihretowmgnweandadéma
this threat on all levels, not just buying
mﬁﬂmﬂtmammnmumlpohcy
Despitemmhamessmts,the()mser
vamyhasfnrmdadoeepartnerstupthh
Centex Corp., one of the nation’s largest
residential construction firms. Centex and
its subsidiaries have built almost 400,000
houses, many at 28 sites ringing the Dis-
trict of Columbia.
Centex and its divisions have given and
$3 million to the Conservancy.
s leader-
ship council; and the chairman of Centex
Homies served on a Conservancy advisory
board. Two years ago, a Conservancy chap-
ter in Texas gave Centex Homes its Conser-
vation Leadership Award for “corporations
Mhawshmleadasthinandm
tion to coniserving natural regources.”
Centex also has helped the Conservancy
retain its claim of having 1 million mem-
bers. The charity handed out more than
40,000 free membesships to Centex em-
playees and customers, a November 2001
Conservancy memo- said. Other corpora-
tions, nwluding Enron, also have given
away.
Althnughtsadmﬁsenmxtsieatmenho-
tographaof&emeforem.the(bnservancy
is allied with two of the nation’s biggest
tree consumers, Georgia-Pacific Carp. and
International Paper Co,
The Conservancy defends its partner
ships with loggers by arguing that it has
pefsuaded them to adopt more conserva-
tion-friendly

methods—reduced clearcitt-

ting, fewer access roads and wider buffer
zones-along rivers and streams. The Con-
semncysaymthasalsomadebggersmore
sensitive to endangered species, such as the
red cockaded woodpecker. Company

spokespersons agree,
TbeDogvmodAl}xance,amahﬁaaoﬂu
grass-toots environmeatal groups; says the
change in methods is superficial and the
damagemnmnsmnmdm&c Rurther, the
mﬁmshxpngesioggemapubh c relations
m “greenwashing,” Dogwood and
oﬂxermwnmentalg‘rwpschﬂrﬁe
Geargia-Pacific and International Paper
have used the Consetvancy “to pull the

-woal over the public’s eyes,” said Trevor

Dogwood’s former spokesman.

Fitzgibbon,
*“It makes it seem they are doing great

things -for the environment when what
Mmdohgisdm@ymgﬂm&ﬁhsmt-

Fer uw!y a decade, the Cmsetvancy»‘
helped GeorgiaPacific manage. environ-
mtalnsksmmgfmmﬂkomngahng
North Carolina’s InwerRoanokeRivcr

Canmwyboaxﬂmember :
ﬁoritspart,Georgxa—Pacxﬁchssbeen
generous to the Conservancy, donating:$3
milion in 2000 alone.
Taternational Paper is on the Conser-
council. In 1998, the

vaniey's
- company sold 185,000 acres of Maine for-

est to the Conservancy for $35 million, The

then contracted with a Maine

company to log 136,000 acres of the land to
help offset costs.

McCormick sits with International Pa-

_peronﬂwAnxencanForwtandPaperA&

sociation’s Sustainable Forestry Board, a

" panel set up by the. mdustrytocemfythat
foggers are being eco-friend,

has the kind of reputation it does.” -
Board Conflicts

The Internal Revenue Service requires
chanﬁesmdmdmeaﬂhumsd&hthcy
do with board members or their corpora
uons.A;ttthomervancy mehstofmch.

million in transactions with Pacif-
ic. Tn 1999, the Conservancy paid 2 Geor-

ific subsidiary $380,000 for 1,100
acres in Maine. In 2000, the €

mﬁi*?ﬁuﬁﬂionmﬁxemwbmdmyfor
9,500 - acres in Lodisiana, much of it
stripped of trees by clearcutting, Conser-

vaney doctuments show. The charity got a
$lmdhondxscount.aemrdingt°mm'

praisal
duwdtomakepublm'meysdeomﬁm-

‘himself from voting. on the
purchaaee
The Corniservancy’s business with board
mnbmandﬁxexrmmpaniesalsoextwds
to purchases of products, legal assxstance :
and even development rights.



The Conservancy paid Orvis Services
€6.°$649,000 in 1998 foc placing some de:
velopment restiictions on its private,
1,600:acre. Flogida bunting preserve, re-
cords show. The chief executive .of the
osely associatied Orvis sat on the Couser-
vaicy’s boatd.

mCommaMaﬂawed&CJohn—
son & Sons Inc. to tise 'the Conservancy
logoin adsfor toflet cleaner and other prod-
vieks, réceiving $100,000 in refurn. The cor-
poration’s chairman sat on the nonprofit's

ﬁoné Smce]ulyLlQS&ﬂxeConwmy

Hias reported that 11 of its board members
or their'companies have iii one or
miore financial transactions with the chari-

advisory group BoardSource say: “Good:

Mm&maﬁe&eﬂ&{a}bmrdmnbeﬂs
concerns conflict

with the best interest’ of .the. organiza-

tion. ... . Bven the appeatance of 2 conflict
of"inﬁereﬂcnndamageﬂmeorganmﬁms

AIune%GlWirﬂxﬁnreport,obtamdby
Tgc ngat'tthe Consemmy exec-
utives patﬁapancs
‘generally good.” B&t

porate partnesships *
it eautioned about the potential-déwnside
afselﬁnganwpmﬁt’saechbﬁxtymdtmst.

mnwdthetonmamymlgh be helping
ﬂaecmnpmneepresmta"‘&lsemmg‘etothe

‘tolMyers - Squibb Co., Anheuser-Busch
Cos., Wal-Mart Stores Inc., BR.Amoco, In-
tel Corp. and Cadillac.

Whatthempertymmdshm&
; e T

Ammxgtberesulm moat participants ex-
pressed negative feelings about partner-
ships with Anheuser-Busch (“bad”), Wal-
Mart (“absurd”) and BP (“inapprepriate”).
There is-no tndication that theyweremld
BP s;tls: on the Conservancy’s leadership

“Many feel a relationship between [the
Conservancy] and an oil company is inher-
enﬁymwmpaﬁhle,"thereportsmd,

‘The study focused in part on'industries

with which the Conservancy had what re-

searchers described as an “inherent conlict

sfmeresf.'Notunlyoii.butloggmg,mm-~

ing, and power generation. Some partici-

pantsconsﬂewltalungcashfmmsmhm-
dustries unethical.

*There is a minority who feel that by ac-
aepﬁngaﬁnanmlwn&ibuﬁm. fthe Con-

servancy|
ﬁmttheyeondonethebusmesspmchwﬂof
that company,” the report said. “Tb this mi-
nority, accepting- financial -contributions
ﬁmntheeezypesofmmﬂameetstheeqmv-
alent of a payoff.” ‘

Logo for Sale
Toilet cleaner is not the only product as-
soma%edmthﬂm(ionsemncy

The. Conservancy has reated - its name
and logo for use on rieckties, breakfast cere-
al, coffee and credit cards. Companies pay
six-figure fees to stamp the Conservancy’s
oak leaf on their | . Conservancy
vice president Nﬁchael Coda, who devel-

mﬁmmmmmmmmmeoﬂmmmwwqubmmn
the interest rale and the monthly payments, as follows:

Mgmmbfnww&m&m«o&wm‘
wﬁuetmmww«w Wekave provided yoo with & i
m»mmmhmwmmmmwm

other comparsble
foan thatveas provided to McConmick af the titne of his nivies from Culifornia to Washington DC
was made with ax interestrale of ¥ pércent, the markiet rabe at (e time of the Joan, and welf
shové what Is curromly charged In the market. As you know, Mr. MeCormick s in the process of
WCMAMMtWWth@mMWmmmm

oped the program, describes logo sales a5 a
“very good deal” for the nonprofit.

“A-partaership with the Nature Conser-
vancy is good business!™ Cdonservancy liter-
ature says, stressing that its memibers are
“npwsle ‘urban, and have antual incomes
averaging $50,000."

The practice offends some consumer ac-
tivists: When affixed on a raigin bran box,
the log‘o do&e not guarantee the product in-
&ide is more environmentally friendly than
the next brand on the supermarket shelf,
activists say.

“That's misleading—a consumer is go-
ing to think that that breakfast cereal was

produced with some kind of sustainable ag-
rinuitm:e said Urvashi Rangan of Consum-
ers Union, a watchdog group that tracks
logo’ usage and publishes Consumer Re-

ports magazine.

General Mills" Nature Valley . granola
bars have displayed the Conservancy logo
since 1998. ‘There is nothing mote eavi-
ronmentally’ about the product,
Rangan saxd. “We have a big problem with

Theremalsonodxsclosureonthesnacks
that, until last fall, & General Mills Inc. cor-
porate director sat on the Conservancy’s
board. “That’s a huge conflict of interest,”
Rangan said, Senior Conservancy officials
said they were unaware of Nature Valley’s
ties to their former board member.

Staff researchers Alice Crites and Lucy
Shackelford contributed to this article.
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The Nature Conservancy and Its Corporate Allies

MOTORS CORP,
World's largest auto

. GEORGIA-PACIFIC
~ CORP.




' The world’s richest environmental group is governed, funded and advised in

" . PAPERCO.
Largest US. forest and
wood products company

part by well-known corporations. Information on environmental issues comes:

from government agencies, court documents and advocacy groups.

EXXON.
 EXXON MOBIL CORP. -

World's largest private
“oil company

CENTEX

DOW CHEMICAL CO.
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$420,000 a Year and No- -Strings Fund

Conservancy Underreported President’s Pay and Perks of Office

By JorSrepuens and Davip B. Orraway
Washiigton Post Staff Writers

OﬁmalsattheNature{)onservancysaythexrﬂnancesare
an open boak, a stance charity experts describe as essential to
promoting public trust. Still; simple answers can prove diffi-
cult to get.

Questions about the compensation of Nature Conservancy
President Steven J. McCormick and his access to a dis-
cretionary fund required prolonged discussions with Conser-
v:mcy officials or brought conflicting or incomplete respons-

In February 2001, the Conservancy persuaded MeCormick,

a former longtime executive  at the charity’s~ California
» branch,toleavehszananmsoolawpracﬁceandmoveto ’

Virginia to run one of the nation’s largest nonprofit organiza-
tions:

That fall, the Conservancy reported to the Better Business
‘Bureau’s charity-tracking service that McCormick’s compen-
gation was $275,000, plus usual health and retirement bene-
fits. -

In November 2002 Conservancy- commminications director
David Williamson sent The Washington Post a chart showing
that some nonprofits paid their presidents inore—from the
Boy Scouts of America at $308,000 to the American Red
Cross at $377,000. Williamson also disclosed that McCor-
mmick had received a $75,000 down payment on a house.

After repeated inquiries-ever months, McCormick and oth-
er senior officials said that the Conservancy had underreport-
ed McCormick’s compensation. In additidn to his base salary,
théy said, McCormick also got a $75,000 signing bonus, a
Z’IS O&%yeaﬂyhvmgalluwancemdasl .55 million home'loan

om

Conservancy. .
McCormick ultimately provided information showing that

g?éocggzopemauon and -benefits for 2002 totaled about
Hensediheloantobuyanewﬂ?nnﬂmnhousemthel&&

serve, an upscale subdivision in McLean.
Wtﬂxamsonuuhaﬂysa:dtheConsemncymadeihea@zsb

able-rate home loan 4t 7 percent, which he described as the

prevailing rate at the time. McCormick later said the rate was
6 percent. Real estate records showed it was 4.59 percent.

~McCormick apologwed for providing inaccurate information.
“We were wrong,” he said.

' AJmI?nmtohundredsofComervancytmsteesm_

forming them of the mortgage and The Post’s inquiries de-
scribed the rate as “above market.” Mortgage specialists,
however, said 4.59 percent appeared below market for such

adjustable-rate loans last May. Keith Gumbinger, vice presi-

dent of loan-monitoring company HSH Assaciates, md
the terms as a “pretty good deal.”
A Conservancy internial memo suggested that McCormick

- ately repay it with bank financiug to avoid “scri

would hawhadmulﬁesemmgoutsﬁcﬁrmngbemusehe
already hiad a mortgage in California and “did not have the
abxhtyatthatamewcarrytvmleans. After confirming the
Conservancy’s loan, McCormick said he planned to xmox?etgt-
scratiny e
propriety of the loan.” On Thursday, a Conservancy spokes-

-man sdid MeCormick had repaid the home loan,

“I don’t want to do anything that jeopardizes the reputation
of the Conservancy,” McCormick said.

In.an interview Thursday, Williamsoa said he will be Jeav-
ing his job on Friday, afterlZyearsatﬂxeComervarmy to pur-
sue “other businéss opportunities.”

‘Other Conservancy documents obtained by The Post re-
vealed a pool of cash kinown as “the President’s Discretionary
Fund.” Those funds, memos show, paid for ads in six major na-
honal markets featuring nature scenes and Paul Newman's

Qufstxoned about the fund, Conservancy officials were ini-
tially vague. They eventually supphed figures showing it had
swelled from $9.5 million in 1998 to $23 million last year.

Williamsog told The Post the fund had been abolished. Mc-
Cormick said that the discretionary account, renamed the
Quick Strike Fund, held $3 miillion this fiscal year,

The documents identify the fund as the source of millions
spent on marketing. Some of the ftmid’s cash came from the
ge of land considered: ecologically insignificant, a memo

ows.

The fund also paid for donor-tracking software, govern-
ment relations programs, an Jndonesian ecotourism projéct.
and unspecified “emergency needs” determined by McCor-
nick; according to a wntten statement from the Oonservancy

- inrésponse to

teporters” ing

McComuckalsou&cdtheﬁmdhstfaﬂtodnleoutmmo
to losing participants in a United Nations énvironmental com- -
petition.: In August, at a South’ African conference, he an-
muncedthe(:oaservancymxldgmsaomomeac}mfmm’
petitions 20 runnersup. McCormick told The Post his
announcement of the gifts was a spur-ofthe-moment decision, .

Public financial reports do not mention the discretionary -

v'acmunt,butCenservancyofﬁmalswdtheaxndsaremduded

in amounts reported in varfous catégories. Conservancy fi-

nance director Craig T.. Neymandesmbedﬂxeaccomﬁas

money mﬂwhudgeththoutawrrespondmguse

“Told about the furid by a reporter, charity expert Daniel
Kurtz called it “bizarfe.” Kurtz, a former New York charity
regulator and author of guidés for nonprofit managers, said
such ahla’rge sum should be under direct board of directors’
control

“That,” he said of the fund, “is a hell of-a way to run a busi-
ness.”

Staff researcher Alice Crites contributed fo this report.



BY MICHAEL WHLIAMSON —THE WASHINGTON POST

McCormick a $1.55 million loan for this new house in-a McLean subdivision.

The nonprofit gave President Steven 1.
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A look inside the Nature Conservancy reveals a whirring
marketing machine that has poured millions into building
and protecting the organization’s image, lalioring to trans-
form the charity into a household name.

One Conservancy opinion survey measured the Conser-
vancy’s name recognition af only 5 percent of Americans
concerned about the environment, well below the National
Audubon Society’s 8 percent, the National Wildlife Feder-
ation’s 10 percent and Greenpeace’s 17 percent.

Those polled viewed the World Wildlife Fund as more ac-
countable and better at conservation, Audubon and the Na-
tional Wildlife Fund more successful “in local areas.”

Marketing experts recommended an-ad blitz.

“Althoiigh some organizations, such as Greenpeace, have
significantly higher name awareness, they are not highly re-
spected,” 2 1999 report said. “The Conservancy has the op-
portunity to position itself with key segments as the most re-
spected and wellknown conservation organization, before
another national organization gains this coveted spot.”

"The report urged the Conservancy to spend $5 million a
year on its image, in part to counter World Wildlife Fund ads.

 In response, the Consetvancy in the fall of 2001 launched
print and television ads featuring cowboys and loving cou-

ences to associate their emotional affinity for nature with the
g“fk of the Nature Conservancy,” a Conservancy report
The Conservancy’s attention to its image includes an ag

discussed the need for a plan to battle negative coverage. A

Post looked into Conservancy operations.
The nonprofit conducted “opposition research” into the

ples amid sweeping landscapes. “We want the target audi-

gressive and carefully failored media strategy. It Toung ago
coordinated effort swung into action as The Washington’

Image Is a Sensitive Issue

organization’s critics, a.Jan. 15 internal memo obtained by
The Post shows. The Conservancy also planned to meet with
key members of Congress, the memo says, and line up
“prominent tesponders” to protest any damaging dis-

officials, the memo said, worried that the
charity would be portrayed as if it had “systematically collud-
ed with wealthy individuals and corporations to conduct
land transactions that manipulate the tax code to the benefit
of the affluent” - :

Conservancy executives feared their organization might
be depicted as an “environmental Encon,” the memo states.

Nonprofits such as the Nature Conservancy are not sub-
‘ject to Securities and Exchange Commission reporting rules.
But in an earlier meeting, Conservancy officials speculated
they might be compared to “for-profit companies recently in-
volved in accotnting scandals,” according to a memo written
by a Kentucky staffer recounting a Dec. 4 staff téleconfe-
rence. The memo shows that Conservancy communications
director David Williamson informed chapters nationwide
about precautions “taken for the worst-case scenario.”

One concern involved easements, which are binding re-
strictions on land development rights. The resulting reduc- .
tion in the land’s value may be tax deductible if the easement
is “donated” to a conservation group.

“If you loak at our revenues from last year, they’re up from
the year before, mostly due to the valuation of easements,
which can be viewed as subjective and a‘tool we used to in-
flate our income,” the memorstated. -
. Williamson said Friday the Dec. 4 memo contained errors,
the Conservancy never conducted opposition research and
pever inflated valuations on gifts.

~ Joe Stephens and David B. Ottaway

Selling Nature

SOURCE: The Nature Canservancy

The Nature Conservancy engages in sophisticated marketing, including a recent series of ads featuring
the voice of Paul Newman and depicting landscapes saved from development.

" THE WASHINGTON FOST
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BIGGREI'N From Al
toa‘highﬁmbabﬂntyddwh ’
mmmuwmmwmm
national charity the Conservancy of

et o et o e, bt pre o
ﬁtﬁt Weddmtmptmmewuxmmmtmw
mission.”

A Conservancy vice president told a reporter visiting
the preserve 20 months dgo: “We have not been able to
detect any negative impact on the birds.”

Records and mtervwwstdlamemmplezmk:

‘Stealing Our OiF"

Ay e Gl Ok b o il
a

nmal'm:imdbycnckad&il(mﬂmsmdnﬂktedamge
necks. Their numbers shrank as development gobbled

cogstal grasstands.
‘Ibflay each member of the last wild, breeding pop-
MnofAttwam’smnbeﬁmndmwz,wﬂma
mbmmammmmmm

%tﬁe its own intention

‘Conservancy anoounced
Iisaxhtlndm%dwithﬁwﬂ.&l?dmﬂm
plan for the birds

habitat.

) retitrned. The Conservancy stressed
dmtqﬂworkmﬂdbaltbySeptl(omkewzyﬁxthe

Drilling began mid-summer that
mmm@lﬁhavemdedﬂmﬁmforﬂwpatdx-

}rwmtealettcftothe%—yeardd‘mnpmﬁt
Rmaeh&gemmnofmmkmmmm
madé a2 cursory tion” of Texas records and no-

ticed that for decades the foundation had owned partial

ol rights for a L00Oacre plot. -
described his interest as “speculative,”
MMmmdmmdmmw 1“4
milmaway *We have no data indicating your area is, or
~ profitable, Schneider wrote,
Hgo'ffemdmlmythefoundatxmsﬂghtsbrs%,l%
e hmdaumsmtam&s:t!mnttoevamm whx:h
to

‘startling
fordlq&)memncr theptescwesnmeralrtghts
were.worth millions; and that the Conservancy already
had Begun draining the foundation’s natural gas.

driﬂedonthepmpextymﬂlws whmst@ve_

ﬂmwﬁmammmmu\nm
tionally respected nonprofits. The Sage Foundation ulti-

) Mm&edﬂu;@nsexwwyofmdmﬁnga‘m

-, »

piraey lo ¢
‘Asfsraslammnwned,ﬁmsmnl, said James

a former member who coowned a

Roang, r Conservancy
portige of the minesal rights. “They were stealing our oil.”

A Hitden Buyer
Mnmalrightaonthe'l‘mcuy?rme?mbad
Conservancy

avoided di the grouse’s habitat. Unknown to the

north tract owners, the Conservancy’s well had tapped

. into the natural gas deep beneath both tracts. Soon the

Cmmwymmmmmmwmmmum
asmﬂxesmnhmd

m«vaucy’aphnw the north tract min-

eral rights was bofn on a turkey Schineider testified

that that's when he recalls exploring the idea with Tom
Rollins, an honotary trustee in the Texas chapter of the
Conmncyand&ecbapta’sﬁumwrboarddnm
He and other. officials agreed to. send

Schaeider t0 acquire the north-tract rights without dis- - _ '

dosmgmembuyen

“Yt sounded like it was a good ides,” Ray Johnson, then
the Conservancy’s manager for eastern Texas, recalled in
a deposition. Rollins later ‘defended the hiddeirbuyer
mgyaa‘mduat:ypmm and & way to cheaply ac-

© quirethe rf

Sage Poundativn lawyers described it this .way:
‘S‘t:ﬁ;é‘mtdcrand!{olhmhbrmedastorymhﬂethe
truth”

Schnddaw}wddnummtdeﬂmuﬂ&md

ﬁwydndwasbasimlbtrytosmlo\trm&mst.

into late summer and then into the fall. .

Although the Couservancy’s agreements with contrac-
tors required that they complete wock by the end of July
for the sake of the birds, the charity did not halt construc-

i November, accord-

late.
Tberepmsaws%mbekewdtheddayﬁmyhaw

noting that all the captive-

mm*mmwmmmedmmmm

that “well completion delays 2 delay in releasing
chickens] and subjected them to higher prob-

ability of death from raptor i

Williams declined to comment. Bergan said

that, despite his report’s wording, Williams be-

lieved that defays led to the birds’ death. Today,

said, he considers the work to have been one

buﬁswmormenothedmﬁ)epipdine e said.
In his deposition, Johnison said that if the endangered
bhdsm&ewhmmu‘ﬁwuﬂhv&bembeﬁenf

Documents upbsionandanm
speuﬁednumberofoilspiﬂswokﬁweattbem
captivebred birds that the Conser-

hmdrwmdinthe
Ibndemahoan'pmedatﬁxemﬁomdungdem
captivebred birds.

esonthe:

‘Antdeasedpmmedminamaremibedwiﬂ:m

sient ‘poncho-style’ wrote. “These will re-
ted. They lied. They fied some more.” main oa the bird long afte the transmitier has died (in a
Beada‘u:ds few months) and continue to compromise the bird
- hrough 4 its life. There is no way that T can justify this
e g o oy Toas coutbous dee oy P
shows somme Consérvancy offcials feared the drilinghad.  MaNAging Risk
m%mmmmb&dsmm Wlmwmmc&mnfsmmlgmper
to their wild surroundings was “eritical,” 2 bi  ation had generated about $8 million in revenue, Of-
ologist said, placing the preferred release window in late clals planned to spend half additional habitat

pluramet.
When the Conservancy drilled in 1999, it needed a
pmdmcwtranmortﬁmmlumigasmanmmtatehm
Due to construction delays, the pipeline work continued

purchasing
along the Gulf Coast, but fafled to do so. Now, much of
ihie profit has gone toward the lawsuit settlement. .
comrﬂmhon.sfmmﬁsmmmnwwmd
partners, the Conservancysmdxtpmdsssnhlhouw
ward the $10 million settfement.



@ PHILLIPPE DNEDERICK FOR THE WASHINGTON POST

Drilling was Intended to generate funds to be used to expand the habitat of the endangered prairie chicken.

The Conservancy still expects to make a net profit on
the well and says it will spend the money on the en-
dangered birds. After The Post began examining the
Texas City project, Conservancy President McCormick
issued 2 memo to staffers and state trustees describing
“tactics” used at the preserve as “not consistent with our
values.” McCotmick informed the the trustees about the

's inquiry and stressed that he saw nothing to
begﬁnedbywngpadwsquiet' :

That startled partics to the suit, who said that in re-
turn for the $10million settlement, the Conservancy had

MicCormick Iater explained in an interview: “We just
dﬂu’gmmmmmmmm

were.
Lmom&e&mmdmdw&a
trustee of its Wisconsin chapter, to Texas City. Temple
fater said in a report, “The stegs taken to minimize the
possible disturbances agsociated with the current oil and
gas production seem adequate to protect the birds . . . al-
though minor incidents have occurred from time to
gx;e.‘mngofﬂwmhaswenﬁYmsedw-mream

Tdaéghemwcmﬁnmmmmpgas&m

“The takeaway lesson from our experience at Texas
City,” McCormick wrote, “is that we need to learn how
to manage the risk, not how to avoid it altogether.”

In a written defense of the Texas City project, Conser-
vancy officials said: g R

“Our staff and independent scientists, inchuding one
of the world’s leading ornithologists, have confirmed
that our decisions and actions regaiding oil and gas ac-
tivity have not compromised the protection of the prai-

“It is also important to, note that there are no other
mnje@shwhkhﬂxe&nservancyhasﬁﬁﬁatzdoﬂand
md:ﬂling,ltwmkibekmraﬁetosuggestthisisa
common practice at the Conservancy.”  * =

There is another environmental group that has expe-
rience with drilling on one of its preserves. The Audu-
bmSaﬁcty.xweivedhadinl%abngLouis&am’s
drilling started two decades later, and Audubon received
a portion of the proceeds. There were no endangered
spﬁci&eonmehnd,butAmmbonmmﬂyéadded&w
drilling was too destructive. Audubon and the donors
agreed to stop it in the fall of 1999, :

Just as the Audubon Society was getting out of the
drilling business, the Conservancy was getting in.

“We have learned from experience that opening frag-
ile nature areas to drilling causes long-term damage to
the environment,” John Bianchi, Audubon’s spokesman,
said in January 2001 He added in a recent interview:
“This is our cautionary tale for the Nature Conservancy
to think about.”

Staff researchers Alice Crites and Lucy Shackelford
contributed o this report.




“ssapiot] SIBU Yy lje Aq

peumo Aputof seb Bullies Aq pajyosd Adueasasuo)
SY1 "398 Yjoq sapun Aef Jeyl seb jeamey

30 1a%00d aaissew e oyut Buidde; pue Joey Yuou
- BY3 JO 399 76G UMM 03 Buipaesy ‘paemiyyion
PRIUEIS JjIp DL “UMOP JYBIENS BI0G JUPIP ) ‘Toen
INOS BYY LO SM B PP ADULAIDSUOD UL UM

payor Auiearasuo) o) Mol

. 'SI0IS9AUL IAYI0 6€

pue RO} MaN Jo uolepunod
afieg yessmy oyi unm suBy  suBL 9j0s pjay
paieys AJUBAIOSUO) DY ADURAIISUOD By
VRLRLON $11 ANYL A0S L

"gseaf Bulifeme

ofiym aBnp € Bupinp paip ted e

0} PAULUDS SUMNOD Sped “JUPIUY
30 U “UOISOHXS BUO J589] 3¢ pre Sfilis
110 0 3}iS W} USDY Sey Saesaid BYY
SI1E94 JUSOR 1] JRUT MOYS SJUAUNJ0Q

“safped SN0 313 1H9je J0U pIp
KourAsasung oLy *SapIs |0q Lo paresol seb jenyey
10 33000 HORNS PURARIOS DU UL PIJILP 3 USYM
“HUOU U3 1 UL PAIRYS I “Pnos au) vy sybls e
PRUMO ADUBAJDSUOY) BUY] "POPIMIP 310M DARSBL] ]

| apeag AuD SeXdL o mojeq syBu seb pue 1o

SHep ot} U} Siojsaal] pue * *©

“paip spHg pauq-antyded
L1 243 JO yoes Jeak 10y, JaquIaAoN 0}
“pakuiop SEM a5E9[dl SPIIG A pUIeq
1133 uonongsuod auPdid yaym pue
*pue] 3UL U0 1P 01 pAIRHUCD OSE pRY
%gg “pangigar siojepasd ©
Bugealins YN0 pue SYMBY 310j0 1Snipe
0} aung wiany BUAD *666T 0 Jaununs
ey uy Spsiq pasg-aagden Bunponw
g 500l UMD sl S I8jemuy
U 21510 03 pauueld ASueAlssUOD

. éu%ﬁhosu%:%%_és

i -+~ ojqnox uy spg.
aA1aSa1 SBXO] © Ul SBY) 10J S|jUQ AoUeAIasUO) dImeN ay]

T3y 03 y Ssausng pup uoymaIAsUO) UaA | NAIYD DIF

goor ‘8 IV “AVaNOW

16



Monpay, Max 5, 2003

On Eastern Shore, For-Profit
‘Flagship’ Hits Shoals

Local Ventures Launched,
Foundered and Failed

By DAVID B. Omw ami o= errums
Washington Post Staff Writers

ventures the Conservancy
here in the 1990s to convince the dwindling
bcdpowlatmnthammllbmcouldbemoﬁhﬂe
and preservationfriendly,
NowtkeConaervamyhmdetemmmeCobbl&
Station

for
wmtwmm:"ﬂawdcomeﬁ, 'ﬁawedmplan,
“flawed execution.”

The troubles demonstrate the difficuity of the Coa-
aemnqr's strategy o(blmiingfmmﬁt businesses

conservation.
Tﬁergeervesﬁ:nnualmesshdmmereﬂgxnamnof

explicidy
tehargbdthatinplm
.lﬂgﬂmﬂlﬂm real estate, mugershadlostmghto(

inonths, the Conservancy has put most of its
15,000 acres of scasidé farms on the market.

' Cnnsmamyreﬁmedﬁo%mel&sfuﬂauditmpaf&h—
_steasLConsermicy pmndedahm{sagem .

mary. .
Mmmnmmmbaxofﬁxe@nmncy’shmm

’I’heWashingmnPostbe mkughtmgﬁne(bn
business project

_umvebaaedl’md

experiment were Weeks and a former
late]&nCSawﬁﬂ.anemrgyoﬁmlmtheN‘mn,
Ford and Carter administrations.

In a 1997 book called “Beyond the Ark,” Weeks ar-
gued that the best way to conserve land was to con-
vince local communities to stop selling fotests and
farms to subdivision builders and instead choose fess

development.

intrusive . .
At Weeks' suggestion, the Conservancy in 1995 es-
tablished the Center for Compatible Economic Devel-

opment, with an annual budget of $1.5 million and to-
%eksmdeveryomelsereimedmatss

Tt launched more than 30 vesitures nationwide with

" was provided as a condition of his job.

seedmmyprovdadby&xmemncydonorsand
foundations, Some of the b , were forprofit,

" others mitially tax-exempt but expected to-soon be-

come self-sufficient. :
mmwmmmwmmm

: aummme\ﬁmnmmawlbctmd pm-
tine barrier ishands owned by the Conservancy. The

cenwhmnhcd&seﬁwpmﬁtﬁrgmkmn%om )

Corp. as 2 holding company for a8 many as 15 en-
terprises. The activities included real estate devel-

nlﬁlmlkml .
'l’hemafvesduectot JolmM.Hall.hwdmtftee

o the reserve in the renovated 17th-century Browns-

" ville Home, which had once been used for community

oﬁidalsmsayﬂwydnmtp«mﬁmmloywsmlm
at Brownsville.)

Haﬂbeganbuymgseaxdefarmandwabetfmnt
properties, using the Conservancy’s Land Conserva-
tion Pund. Some propetties were used for business

Dyuiwdsamlharge, fmmtoxtﬁwdsuﬁanwmmﬂxmﬂatohdpmmm&mmﬁm
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oth&tsresoldtubuyerswhoagwedtohnut
devek;pnmt. The farms were consolidated into 15
largehcﬂdmgsoovermglgm(}acresammdthemwns
of Nassawadox and Oyster.
Ontlxe%&m%ps&eekFarm,Ooumancy
officials plotted oneacre wooded, oceanfront lots,
pﬁmdat$l25000each.’fhe0mwervancy

mthelecalpawandrmveddmmqmml}utthe'

project was halted before any lots were sold.

Hall also spent mﬂiums to develop and renovate
properties. At his urging, the Conservancy’s board ap-
mweda%mmmbmxdmmhelpmrcoetsof
ﬂxeelabﬂtamptqecttoconvett&teﬁom(?obbls-
land Station into a country inn. -

In mid-1999, the Conservancy’s ﬂagshlp Eastern
ShmeComsuddea!ymtb&ﬂyup.Itscoﬁapsesetoff
alarms at the Conservancy’s headquarters in Ading-
ton. The Ford Foundation commissioned an indepen-
dent inquiry in late 2000. :

Parts of that report, obtained by The Pﬂst, docu-
ment how the Eastern Shore enterprise burned
through 86 percent of its initial capital over the first
two years before collapsing in aseaofmdmk”m&u-
gust 1999,

'lhereportexmmmdﬁastem&mresmmgmnent
for systematically refusing to listen to outside advice
or warnings. The report blamed hubris. The Eastern
Shore Corp. “would do what no one else had ever
done—and show the rest of the Nature Conservancy,
mttonmuonthemﬂd,howtodom therepmtas—

Instead of aiding farmers, artisans and business peo-

ple, the EBastern Shore Corp. had micromanaged every-
thmg."!ndmngso,rtbecamemomafanmtmdeﬂhan
a catalyst to local action,” the report said.

The report said the Conservancy’s attempt to go in-
to business was “the story of a fish out of water.”

Direct operation of businesses, the Ford report said,
“was a stép too far” for the Conservancy.

The Conservancy’s own assessment noted that too
much money was tied up in properties of no ecological
import. The project failed in its core mission, the as-
sessment found, and the efforts had not slowed de-
struction of the feeding grounds for millions of migra-
tory birds.

‘The assessment also found that the Conservancy’s
support of the local clam industry with loans and leases
led to “unintended negative consequences™ the farms
polluted the ocean as the “scale of operations begins to
exceed sustainable levels.”

“The conclusion: “Compatible economic develop-
mmtmaycreatcasmnypmblemasxtsuives. :

on the Eastern Shore experience, Con-
servincy President Steven J. McCormick recently ex-
pmseddoubﬁabouttlworgamzamnsabmtytohan—
dle commercial ventures.

“We're a nonprofit organization,” he told The Post.
“We don't tend to think like a business. ... That’s
o'lmy, pmbablyevenappmpmte, butxtmeanswer&

ced in running a business: We've
lmmedﬁ'ome:pannmtsthatxt’smalhard,

In late 2001, the Conservancy merged its Virgidia
&mﬁmm&mﬁs‘fmmm
Conservancy’s executive summary of its internal audit
teport said that as of March 31, 2002, the reserve had
Habilities of $24 million—$20 million of it owed to the
parent Conservancy, mainly for land purchases. Con-
servanicy officials said that that internal debt has since
been reduced to about $13 million through the sale of
several seaside farms.

Ha!l,vdwheadedtheﬂrglmaciomkeservefor
nearly two decades, resigned in October 2001. He said
in an interview he had never seen the Consetvancy’s
audit report or program assessment. But he said when
he left, “we were in very good shape financially” and
“way ahead in paying off our debt.”

He said “mistakes” had been‘made, but added that:
‘wemadealntofkﬁiestepsmﬂmnghtdtrm

Weeks, once number two in the Conservancy hier-
-ardxy;savediorawhﬂeasasmmradmtohf[c%
mick with no specific duties. He left the Conservancy
on April 25.

Reﬁeehngoumonsleaxmd,%ekscommm
primary goal-—establishing successful and environ-
mentally mmpaﬁbie forprofit businesses—had

proved

“We didn’t make that business work,” Weeks said.
“The leason I take from it is, do a better job managing
ﬁxebtlsinessifwe’vegoingto do that kind of thifig
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The Beef About the Brand

Of all the productsthat carry the Nature Con-
semncy :mprxmatm; perhaps the most unex-
pected is bee

Hambnrger, rib-eye, filet mignon and tender-
loin kebabs that can “satisfy your conscience” are
sold under the name Conservation Beef, a brand
the Conservancy co-owns with the tix-exembt
Artemis Wildlife Foundation..

- They use the program to bolster imperiled cat-
tle ranches and, along the way, entice ranchers in-
to exmronmentaﬂy friendly grazing practices.
~ Another goal is to persuade them not to sell their

- land to developers. In an open letter to customers
on the Conservation Beef Web site, 2 Conser-
vancy official writes, “Your purchase will help
save great Westem landscapes for future genera-
tions.”

Conservation Beef costs more than the average
supermarket T-bone. That premium allows the
program to pay ranchers a few cents more per
pound than they could pocket selling cattle on the
openmarket’f'hatcantranslatemto% 000 or so

. . in additional annual profit per rancher.

- The program is designed to sell conservation
values to -ranchers, who have an “Us versus
“Them” attitude toward environmentalists, said
Artemis President Brian Kahn, who developed
the idea while working for the Conservancy, -
' :ll‘his is not some good-old-boy system,” Kahn
said.

" However, Consumers Union, which publishers
Consumer Reports magazine, said the program
has a conflict of interest “since [Conservation
Beef] helps create the guidelines and [Conserva-
tion Beef] benefits from the sale of the product.”
- CU's Urvashi Rangan said, “The ranchers pret-
ty much can do whatever they want, They have
very loose guidelines.”

" Program literature shows that the ranchers
help craft their own “stewardship plans,” follow-

ing guidelines agreed on with the Conservaricy.

‘The stewardship plans vary widely. “It is the

ranicher’s fight and responsibility. to determine

‘specific management proposals to meet the [Con-
servation Beef] Stewardship Standards, -accord-

1inig to the guidelines.

The program works to place develapment re-
strictions on participants’ land. But ranchers may
preserve their rights to subdivide, develop and
sell portions of their ranges. Restrictions may af-
fect only part of the grazing land they use. Guide-
lines have escape clauses, allowing ranchers to
substitute “another mutually acceptable way.”

Madison Valley Ranchlands Group, comprised
of Montana ranchers, helps monitor the pro-
gram. Ranchlands President John Crumley sells
cattle to Conservation Beef himself.

Kahn said that “the monitoring program will
be a serious program,” but added that it has yet
tokbegtn and he does not know what form it will
take

A sales pitch on the Conservatxon Beef Web
site is co-signed by Montapa rancher Randy
Smith, -

Smith said in an interview he has always used
the same ranchmg methods, despite the mention
of “innovative land-stewardship plans™ in the let-
ter bearing his name.

“People learned a long’ time ago in- this area
thatlfyaudonttakecareoftheland it will take
care of you,” Smith said. “That’s been around for
a long time; Conservation Beef is relatively new.”

Smith also said he no longer sells beef to the
program. Some family members did not want to
sign away development rights to their ranch.

- Joe Stephens and David B. Ottaway
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BIG GREEN, From A1

rmd.mshﬂxﬂmo(sephcfzahtw&mns&umonofm
trails and related excavating, filling and bulldozing, It
permits outside benches, tables, chairs, gazebos, bird-
baths and screened tents.
!talkmsmtungﬁrewoodforpmomlusemd.ona
monofthepropexty ;tauthomesueecub
hilhmg and lawn pl all

s ¥

toprovldethcommwlth “enjoyment of views.” Itap

proves-construction of a dock on an ocean cove.
What it does fiot require: public

access. -
audtheres&idwmdidmtﬂfﬁcthfm)

Dougherty
hmmm wwldha gotten
what we e anyway,”
Dougherty ssid. ‘Wemstwuntedabnmem
Pederal tax rules do not aliow charitable deductions

financial
pededbeneﬁﬁsm“wﬂicientb’snﬁsmnﬁalmpmvidea
is allowable,” the

“not illegal,” mmmhmntwdmdemlsbmm
he said he wanted to avoid alerting the IRS.

The trustee, Philip Reed Jr. of New Jersey, explained:

“Idon’t want to attract any attention to this in any way.”

A Creative Mechanism

chant}’amoneymuldneverpmtcotasmuchhndas
‘thiey wished.

Souﬁw(‘omncygxewuhohdlmwaystob
it latched on to a cre-
auwmchmmform&oﬂmgmwﬁxltenmuaged
pi'opertyowners to place

—on their land. IRS

strictions Hmiting development-
ndualk)wmehndownmmmh:taxbmksiorthere

property,
swaﬁﬁwnmdhmmmmummmmmp

scount. The Conservancy stresses that all properties
mwmvakmthatmbeﬁumﬁedbymmmble

'I‘beCmservmwypmmtbedmlnsawaytopte
sefve wilderness by limiting constiuction. Several buy-
‘s told The Post that the restrictions did not affect
their land use, because they had no plans to bulldoze the
property and esect tract housing. Conservancy officials
xpgnladyw try to mdorstmh easements to an individual

4 desires.

A Couservancy brochure seeks to reassure buyers
Mtammﬁmmmntdoesmt&keamyaﬂ

their property rights. “When people own land, they own
nights that go with the property,” mebrochmsmes.
*“The right to graze etect a home, subdivide, ex-

mtnmwnborhuntonthemo[mtymmex-
amples of these rights. . . . Easements often allow con-
tinundgmzmg.ﬁeuang.mgam hunting and other
m{h Prbtoosl Conservancyom
[h a written respanse to questions,
mhkaakdgedﬁwt&ms*&ueﬁmtmnyo(our
onservation buyers have been trustees,” and that the
chantytsprwdotwh&mcm’l’hestmmm

-phissized that Conservancy state
malhgalorﬁdudatyaﬂthomyatthemmm.

That power resides in the national Board of Governors.
ﬁYmCmmcysa:dthaxmmwhmmdeds
amount to a fraction of their overall land transactions
an behalf of preservation: 186 out of 12,000 deals since
1990,
'megoalmeveryeasem[to]ﬁndawitablehxyer
whether that person is'a trustee of not,”
the statement said. It also stressed that charitable gifts
to the Conservancy were “not legally tied™ to the trans-
actions, an assertion that appears at odds with state-

22

“me

Awmmﬂnmmu.v,mmmummmmmsx.smmmm

ments by some parti ts in the deals.
mbycmmmymmn declined to supply a complete list

‘of jts conservation buyers, saying that would violate

thelr privacy. mmmmaammmmm

ugx&mdmmtbe:tu
said protecting land from-.development, if-

cludingmnstmctmno(whattheydﬁsuibedasdmp
and unattractive homes, was a ' motivation. The
mymahosaidﬂmmxhreaksandadmncemdevehp
‘thieir own house in the wilderness sweetened the deals:

_New York: Shelter Island Sanctuary

In the ShelterIaland case, Dougherty, a retired Man-
mmhwyusadhcmmedﬂwpbtnmwthemh
Mashomnkl’resetveaaapommalmtemﬂeslso
wanted to protect the land, located two hours from New
York, from overdevelopment.-But he said the owners
wouldmtletxtgo.
AtapartyDougherlylamm&dtlmlacttoaCmser
v.mcyofﬂciai.whooﬁeted help.

*They sam,%wﬂ!buyltfromthe[owncrs)andm-
mhttoyou.”ﬂough erty recalled..

The Consel rvancybmghtthetmctfotﬁlmﬂhon,
ﬂ‘entxansfemd(td)ebwghutysfortlenﬁﬂmnm



At closing, Dougherty said he and his wife made a dona-
tion to the Conservancy of more than $1 million. Over

the next 15 months, they contributed an additional

$600,000.

“They are basically one transaction,” Dougherty said -

of the donation and the purchase payments. “We made
them whole.” - : " .
Dougherty had committed to the gift before the Con-
servancy agreed o buy the land. '
“I signed a pledge for the $1.6 million,” he said, with-
out which the deal would not have gone forward. “They
ﬁren’t going to obligate themselves if I wasn’t obligat-

" The transaction was approved by his attorney and
provided him with substantial tax write-offs, he said. To
date, the IRS has not objected. The easement re-
stricting development also reduced the land’s assessed
value, slashing his property tax bill.

. Dougherty said his goal was preservation and he sus-
pects he will never build there. He quicldy added, how-
ever: ‘T have a right to; it would be a nice house.”

“It’s great for us because we can, one day, if we want,
have a house next to this beautiful preserve.”

Kentucky: A Bucolic Horse Farm

- A few years aglo, Lisa Estridge was looking for a farm
in Kentucky horse country. Her father, Philip Reed Jr.,
who is a Conservancy state trustee in New Jersey, sug-
gested that she enlist the group’s help.

Estridge was captivated by a bucolic 350-acre Ken-
tucky River tract. She persuaded the Conservancy to
- buy the land and resell her a portion adjacent to a Coun-
servaucy preserve, .
In April 2000, Estridge said, the Conservancy pur-
chased the tract, paying about $367,500 for 146 acres.
The Conservancy added an easement, records show,
which allowed construction of two houses and devel-
opment of a horse farm, but otherwise prohibited indus-
trial development. The Conservancy resold the plot to
her father seven weeks later for $252,500.

"At the closing, Reed recalled in an interview, he -

signed a letter of intent to make a charitable contribu-
tion. A month later, Reed said, he made a tax-deductible
donation to the Conservancy for the difference between
the two amounts—an amount he remembered as
. $132,300. (Conservancy officials report slightly dif-
fering figures, calculating the group’s original purchase
price as $335,800 and Reed’s donation as $113,200.) By
designating the check as a donation, instead of part of
_ the purchase price, Reed said he could deduct the

amount of the gift, offsefting income taxed at 39 per-
cent. In effect, he said, “the federal government is buy-
ing part of the land for you.” _ ]

Reed structured the purchase and the donatien into
two payments so that, he explained, “you don't get into
an argument withthe IRS.” . . ‘ ’

“You don’t want to put it in there as part of the actual
purchase contract,” Reed said of the contribution.
“What-you do is sign a letter of intént to make the dona-
tion. . . . The IRS cannot argue with fact; thére’s noth-
ing you can do about it.” o :

His daughter used similar wording, explaining that
the IRS could challenge an appraiser’s estimate of the
reduction in the land’s value. By instead writing a

- check, Estridge said, “They can’t debate that you have.

given a charitable organization $125,000. You did.”
She stressed that the cash donation was requiréd.
“They wouldn’t sell it to you for a lower price,” Es-

tridge explained. “That was just a strategy” to generate

atax break. .
When told some tax experts questioned that strategy,

- Reed balked at explaining further and described the top-

icasa “minefield”

“I don’t want the IRS to think they've suddenly got
something they can use,” Reed said. “T don’t want to at-
tract any attention to this in any way.” :

He described the transaction as “not ijlegal” dnd pref-
erable to the more common—and widely accepted—
arrangement under which a landowrier donates an ease-
ment. Under that system, the owner values the lost de-
velopment rights and deducts that amount from taxes.

“Generally, the buyer puts too much value on it” for
tax purposes, Reed said, citing his experience as a Con-
servancy trustee. “Land donators almost always try to
value their land at more than the [true] value.

“This is a business,” he said. “We sort of wince and
look away at some of the values buyers put on these
transactions. We're not the IRS.” : :

Reed eventually transferred part of the farm’s acre-
age to his daughter, who built a six-bedroom house and
created a 20-stall horse barn. Cattle also graze there.
The easement has not affected her land use, she said. In
fact, Estridge said she and her father might have bought -
the tract and used it in the same way even without the
Conservancy’s involvement—and without the gift from

U.S. taxpayers.

*Iwanted this land,” Estridge stressed. =~

The easement authorizes construction of two hotses,
outbuildings, garages, toolsheds, a barn, fences, drive-
ways, paths, septic systems, underground pipes, over-
head wires, swimming' pools and tennis courts. It per-
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mits commercial farming, hay cutting and’ cattle
grazing. mhndmayahobembdmdedforsalemtwu

“There aren’t big restrictions,” skeackmwiedged.“[
wmldnthaveagreedhuthememtlhtwmﬂdhave
ghangedmyplms .

wsanentwntxmmsavehetmnersmwd
the county assessor values her 146 acres and the new

mx»bedmomhouseatSISDOOO It was so low I

laughed,” she
Estndg‘esaxﬁﬁmt.bdomsheaxvltlw(hmemmy
stepped in, former owner Lawrence Morton planned to
crowd the farm with mobile homes. In an interview,
Morton said that it would have been too ex-
pensive to construct roads and water lines, so the land
probably would have ended up much as it will now:
large houses on 50-acre lots,
Morton said hie concocted a story about towing in

double-wide mobile homes in a successful ploy to proda

Comncypurcbase.
“That rveally shook them,” Morton recalled with a
chuckle. "I'hwdon’tklmdmbln—mdas

Kentucky: A Heuse in the Country

Co:wvancydmlonaﬁﬁmplotnw}?stﬁdg
€'s land, the fink between the contribution and the land
purchase was more direct.

*There was a contractual ior to make the do-
nation,” exphmedtlmbuyec.l(enﬁmok&‘w“hawed
upaibhtcknmgwx&tt&mnmnytomahethedomﬂm
Tt was all tied into the contract—it had to be done.”
i e Vil e S e

at preserve,
Ken Brooks called the seller, who warned him the Con-
servancy was interested, too. Brooks interpreted the
warning a5 an attempt to spark a bidding war.

*He would have sold to me at a kigher price,” Brooks
saxl thﬂed:dlmkrmwlwasamxnmcrof the Conser-

. Brooksml!ed.laxmsR.Aldrd\ a Conservancy vice
pmaulentmdmegrmpsxenhmwmmdmm
“Let us buy it,” Brooks recalled.
“IfIwouldkaepouLofﬂmmd, of the quid pro
hemd.'[‘lmtdeal,he
added.‘wnsneverredlyxmdezwﬂahhtooﬂmm
ple,” a contention that the Conservancy now disputes.
ByeoardimﬂngwxﬂxtheComemncy Brooks said,
he avoided paying a premium to persuade the selier to
) mmo&apmﬁoadﬂsehrgm%mcm!wmof

"memmgsreﬂlymmmcubihlytohxyhrge
amounmofmgpand then subdividing it,” Brooks

Aldrich said in an mterviewthat the Consexvancy
askshuyerstosignvdnthedescrfbedasa “charitable
douation pledge.” Aslcedxfthepledge:slegaﬂyenfm
able, Aldridge responded, “It should

!fabuyerrenegedonanagmmnt.hesmd.u“would
be terrible.”

COMMTESY.OF S5 BSTRINGE

o Kentucky, mmmw:ﬁmkmmmmmmwmmmmmw
the Conservancy. The IS, she says, “can't debate MmmMamm&:&msizW”

The Conservancy has resold land to about 10 buyers
in Kesitucky in recent years, he said, stressing that ouly
one was 3 state trustee. A Conservancy spokesworian
later confirmed that another of those parcels was sold to
an employee of the Kentucky chapter, 2 sale examined
ﬁanﬂmandapmwedby

- Bach buyer gave the nonprofit a tax-deductible gift
that Aldrich described as “all legal and ethical.™ His

Peoplcsaw,‘l’dlikemhxveapﬁoemﬂxecom&y"
Aldmhsaxd. ving the fiexibility to boild a cabin or
resﬂﬁnmmomofmethmgamtmahealumm

M‘tdﬁgamlwyt:mound

Tn Michigan, former Conservancy state trustee Jerry
Jung says the organization bought 185 acres on Lake
Huron, paying $1.7 million. The Conservancy added an
easement and resold the land

restricting development
mhimmDewnhamw“ﬁ.lmﬂhoa.plmamwo

he

Jung estimated bis overall, after$ax savings on the
deal at $300,000. Yet the easement did not alter his
plans, either. Jung said he acquired the wooded getaway
a8 a “farhily compound” that he can pass on to his chil-

24

drea.

“There isa house o the property, and [am able to re-
build it under the easement,” Jung said. “This is quite
exmhng;lhave myown private bay and 4,000 feet of
golden, sandy beach.”

Jungaaulﬁledomxhon was his idea and was made
dvmdybefmedmmgmﬂwpmpmymﬂlﬂw&m

Cmservancywpummotbmsu&dealsm

1t is seeking abuy&foral.sm-acretxwvamndat
QIGmﬂhon.The includes several thousand feet
frodting & glacial lake. It features cédar swamps, beaver
ponds, rare species and apectacu!arvwwsofLalneSupc-
rmrfmmampa?%ﬁmt

Rearby, the Conmvancy:smarkehngasl,ﬁmﬂﬁan
gatcel of 635 acres bordering a mile-long lake. Th
ment will permit home construction but offer no ™ au:ess
tuthepuhhc, 2 real estate Web site listing states.

“Listea! What you can’t hear is wonderful,” the list-
ing says. Advanceﬂmmrkoﬂhe()onmncymdat
the same time enhance yous d self-int by
ownmgt}mpmpertyforywrpexsoml,exdumveuse

Staff researchars Alice Crites and Lucy Shackelford
contribided to this report.
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EASEMENTS, From Al

in, the mountams, developed a
thmi of the land, then claimed a
$20 million deduction. Such tax
bonanzas have become a Kttle-
tibticed byproduet of the maturing
enmmmnenhl movement, which

ly entwines preserva-

tion of land with preservation of
on o wil on
wealth.- :

* Without question, conservanan

growing arm of the environméntal.

movement, fueling a boom in land
gonservation and helping to pro-
tect more than 6 million acres na-
tionwide, Baserents have helped

safeguard fragile ecosystems crit-
ical watersheds, land bordering
national parks and some of the na-

ance. “Ninety-nine percent of
these transactions are good, solid
conservation.”
Bntaseasunmtslmeptoﬁﬁerat»
ed, so have problems and abuses.
The Senate Pinance Committee
earlier this year opened a wide-
ranging inquiry into easement
practices at the Nature Conser-
vancy, the world’s largest environ-
mental group, The committee’s in-
vestigation followed a Washington
Post series that revealed the Con-
servancy had repeatedly bought
seenic properties, added devel
opment restrictions, then resold
thelandatredncedpmesto(lon-
servancy trustees and supporters.
The buyers, some of whom re-
tained the right to build houses on
the land, in turn gave the Conser-
vancy cash donations that sup-
" plied them with hefty tax write-
offs. After the series, the Conser-
vancy board banned such sales.
Now ¢onservationists are wres-

thngthhotherethxcalconwns

about easements.

Stephen J..Small, a leading ease-
ment consultant and former IRS
attorney, wamned that “some
things are starting to get out of
hand” in an address delivered at a
conservationists’ gathering earlier
this year in Sacramento.

‘Wearegettangmnaﬁompe&
ple who are totally misinformed
about conservation easements and
the potential tax benefits,” Small
said, “Lawyers and accountants
and promoters and investors are

-giving them bad information, tell-

ing them they can do this or that

and claim a big deduction, and

there aren't enough people. out
there telimgﬁxemdmym’t.’ .
Conservation' easements have

been around for decades but only

gained : prominence after 1976,
when. Congress. made them tax-
deduetible. Today, easements are
held by 4 host of government agen-
cies,  wnational- envummental
groups such as the
and about 1260 local land
trusts—nonprofit corporations de-
voted to consérvation. '
Those trusts often operate be-
hind closed doors as they decide
which. tracts - to protect—and
therefore  which Iandowners get
the tax breaks. The trusts also de-
cide how much building can be
done. Thie benefits often go to the
wealthy, and routinely to- board
members and staff at the land
trusts. And although the devel
opment restrictions are pubhdy
described as lastmg “in per-
petuity,” conservationists pnvate
ly fret over whether this is true,
parﬂybecausecasanentseontmue
to face court challenges. . -
Enforcement is also a problem.
Surveys of land trusts around the

- nation, often conducted by the

ﬁmd drt?cllss»t—s-perh tho o
i aps usands—
of easements have been violated or
altered at the request of landown-
ers. Many of the owners have al-
ready pocketed the tax savings
generated by the easement. Many
easements explicitly allow addi-
tional development if the land
trust approves.

Meanwhile, companies and indi-
viduals claiming huge write-offs
Eacehtﬁenskofaudtt.luthepast
two fiscal years, an IRS program
aimed at identifying inflated de-
ductions taken for easements and
other non-cash gifts to charities
produced thousands of leads but,
because of competing priorities at
the agency, did not produce a sin-
gle apdit, according to the General
Accounting Office. :

“It’s complete smoke and mir-
rors,” said John Echeverria, a for-
mer general counsel of the Nation-
al Audubon Society. “Donations of
conservation easements gexm}ly
do not really give any value away.”

Echeverria, who now directs the
Georgetown Environmental Law
and Policy Institute, instead favors

preserving land through more

time-tested processes, such as re-
strictive zoning and the issuance

29

of building permits. BEasements, he
says, have “the potential to un-
dérmine the cause of environ-
mental protection itself.”

FPearful of damaging the land-
trust movement, many conserva
tionists are reluctant to broadcast
theﬁawsmeasements.'l‘beynxm»
nate instead on easement short-
‘comings in the dry text of academ-
ic studies and legal journals.

AnAprilZﬂOﬂsmyofl& New
Bng:md land trusts and edsement-

public agencies, for ex-
found that 14 acknowledged
that' they had discovered one or
more easement violations. Most
said they had agreed to alter re-
strictions in one or more existing
easements. Another study, in 1999,
discovered that almost half of the
protected tracts examined in the
San Francisco area were not reg-
ularly monitored to make sure the
restrictions were being followed. .

“Failure to adequately ‘monitor
easements results in the public pay-
ing for nonexistent benefits,” statad
the report, by the Bay Area Open
Space Council. A third study con-
cluded bluntly: “There are serious
threats to the use of easements.”

Some tax specialists say deduc-
tiomgeneratedbyeawnentdom-
tions increasingly are attracting
the attention of affluent families
seeking tax shelters. -

- Small, the conservation lawyer;
estnnated in a recent land-trust
newsletter that a third of his.po-
tential clients “think they can get
away with something by donahng, '
a conservation easement,” Some
developers argue that land sep-
arating homes in subdivisions
qualifies for tax breaks; others pro-
duce land appraisals that appear
wildly ted.  Although
Small turns such clients away, he
believes that an incréasing number
of abusive deals are quietly being
made, sometimes facilitated by
nonproﬁts with questionable cre-
dentiale—what are known as

scorn
for developers who donate ease-
ments on golf courses, then seek
tax breaks for preserving open
space. All but a few such ease-
ments, he said, are on their face
“ridiculous.”

He wrote in a recent email to
other conservationists, “This is a
very, very bad direction the land
trust business is going in and we
need to stop it.”



How It Works

Conservation easements gener-
ally work this way: -

- Landowners amend their deeds
to permanently ‘restrict  some
‘types of intrusive development—
such as shopping malls or hotels—
‘while often continuing to allow
construction of homes or other
limited improvements. The owner
then finds a nonprofit land trust or

a government agency willing to~

take the easement as a gift.

By accepting the gift, the land
trust in effect certifies that the re-
strictions are meaningful and ben-
efit the public. That allows the do-
nor to seek federal income tax
deductions and, in some cases, re-
ductions in federal estate taxes
and local property taxes. In many
communities, the land tnist be-
comes the sole entity responsible
for monitoring the site and suing if
violations are uncovered.

Easement donors ¢an seek tax
deductions for any loss of property:

value caused by the restrictions,.

That value is generally established
by appraisers hired by the donor.
Propelled by such savings, conser-
vation easements held by the local
land trusts have grown more than
fivefold nationwide since 1990, to
an estimated 12,000 today. Local
fand trusts hold easements total
ing 2.6 million acres, more than
double the land they own outright.

There are no reliable figures on
the total value of the conservation
tax breaks. But legislation to ex-
pand allowable deductions that
passed the Senate this year would

sacrifice more than $1 billion in -

additional tax revenue over the
next decade, according to the Sen-
amFmameComuntbee.

ponpiofit corporatio
may be simply a handful of local res-
idents. Filed at the courthouse as
deed amemiments, the easements
A & by the Land
recent survey
Trust Alliance, anaﬁonaltradeas-
sociation for conservation organi-
zations, found that half of all trusts
are run entirely by volunteers.
Half have annual budgets of less
than $27,000.
Such  organizations decide

Local Land Trusts:
A Closer Look

Land i‘ms&e——pnwte nonprofit

corporations that work to

conserve wildlife and open
space—have exploded in number
since 1976, when Cangress first
approved federal income tax
deductions for gifts of conser-
vation easements to land trusts.
As of 2000, local and regional

land trusts had used easements’

and other strategies to protect 6
million acres of open land, an
area twice the size of Connecti-
cut. These figures exclude
national land trusts and’
government agencies, which also
accept gifts of conservation
easements, which gre permanent
restrictions that limit develop-
ment on selected plots of land.

Number of local and regional
tand trusts, n bundreds

Land under conservation easements
held by focal and regional land trusts .
as of 2000, in acres

Hodata 10,000 30,000 100,000

Ga_ 2799 | Oka. . nodata

Hawail 4 | Ore. 13597
88316

9,282

vaime 64 L
Md. 125 334 | Va

180,255
Mass. . 50,061 .| Wash. 21285

Mich, 20,877 | Wva

72 o 94 Joo
'85 50 '98
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Miss. 4225 | Wyo. A

Mo. - 1452

SOURCE: Land Trust Altance -
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which tracts to preserve and who

wmpocketthetaxswings“mth
no public input whatsoever,” Eche-
vemamtaemameent&mhrs;s.
He describes the process as “a
gross fraud on the US. taxpayer.

'Lmdtmsmuyusemmtdma-

they otherwise might have sold to
‘developers. But some of the big
gest and bestknown ecasements
have been linked to major corpora-
tions and some of the nation’s rich-
est individuals, from Ted Turner
and David Letterman to the
and DaPonts.

Rockefellers
University of Utah law profes-

sor Nancy A. McLaughlin, writing
“in a recent issue of the Idaho Law
Review, described the useai tax
incentives as “upside-down.

. *Tt provides upperincome do-
nors with  disproportionately
greater tax savings than middle

and lower-income donnrs she -

'ceminti&,ﬂseptmmts'say

donors give out of a desire to pro-

tect land they cherish, and most ul-

tmatdy lose mgney on the tram
proponents say.

“Most in the land-trust commu-
mty meet their ethical responsibil-
ities, and well,” Vermont Land
Trust premdcnt Darby Bradley
said in an October address to oth-
er preservationists meeting in Cal-
ifornia. Bradley none’cheiess ad
for .improvements, saying, -
‘must do better.”

Big-Buck Deductions

There are mounting concerns

about the size of the tax deduc-
tions that donots claim, based on
the asswmption that easements
lower property values. Some aca-
demic researchers believe ease-
ments can increase property vak
ues by making neighborhoods
more exclusive and seenic, with
less density. Real estate ads some-

times tout easements as a selling
point.

“Landowners may well be re-
ceiving double compensation,” ac-
cording to a recent analysis by
Purdue University professor Leigh
Raymond and University of Cali-
fornia at Berkeley. professor Sally
K. Fairfax, writing in Natural Re-

sources

Donors can ket the tax
breaks, then profit as well from the
appreciation of their new, trophy-
home sites. The authors described
that possibility as “troubling, to
say the least, given the fnvolve
ment of public funds in financing
their original transactions.”

in the Great. Smoky Mountains
near Asheville, N.C,, investors two
years ago bought 4,400 acres,
placed an'easement on 3,000 acres
and then- began developing 350
home: sites and an 18-hole golf
course on the remaining property.
A master plan for the develop-
ment, called the Balsam Mountain
Preserve, shows that the easement
area is broken up by the iwways
and home sites, which spot

- land like mushrooms on a pizza.

Tnvestors paid about $10 million
for the land and shared in a tax
writeoff *in the $20° million
range,” emd James A. Anthony, a
partner in the South Carolina de-

- velopment firm of Chaffin/Light

Associates. The deduction was

* based, in part, on an appraiser’s #s-

sessment of how mich the land
would have been worth had they
filled the acreage with 1,400

Par from a liability, the ease-
ment has become a marketing
tool. Sales literature déscribes the
subdivision as “a community with-
in a park” and thé indeveloped
portions as ‘maintained “for the

enjoyment of members.”

Anthouy said: “It does add value
to the remaining land. Kind of like
a limited-edition print—the fewer
you have, the more the value.”

Appmsem factored any appre-
mmm into their calcalations of
the tax benefit due the investors,
Anthmy said. The firm is consid-
ering placing an easement duecﬂy
on the golf course once it is com-

pléted, he added.

Broad data about the reliability
of claimed deductions dre scarce.
But 2 1984 IRS study examined 42
deductions for easement dona-
tions. and determined that all but
one appeared inflated, resulting in

evervaluanmstotalingnearlym
McmdmgtoaG&Oreponon

‘the, study, “The taxpayérs gener-

ally overvalued their conservation
easement, déductions by an aver-

'ageafahout&!)pemmt."

Seiting values continues to
prove nettlesome. In the case of
Brmdon Park, the personal re-
tratofchemx&lhamWﬂheknb
na duPont Ross, New York state
officials and federal officials came
to different conclusions.

Visitors to the family estate in
the Adirondack Mountains pull np
at a gated and guarded entrance.
The road then winds through a
27,000-acre. private forest dotted
with nine ponds and traversed by
10 miles of the St. Regis River.
The grounds feature. at least 16
homes, cabins and other buildings,
linked by more than 60.miles of
roais and trails, court records

In 1978 Ross gave the Nature

ing commercial development on

the remote site andreqmmgthzt
it femain forever a “patural and

scenic area. Backedbyanappraw
al, shc claimed that the restric-
tions slashed the property’s mar-
ket value by 44 percent. That
qualified her for a federal income
tax break of mote than $1 mil-
lion—3$2.5 mx)honm ‘today’s dol-

lars,

Two decades-later, during a lo-
cal property tax dispite, a panel of
state judges pointed out that Ross
hm:iretamedthenghttobmlém
additional ‘homes, mine gravel

pits, drill for ofl, cut trees, sub-
vzdeﬂtelandmdexpclthemb
lic. They pointed out that local

governments alreaﬂyhaiv‘tlyreg
txiateddevelopmentofﬁxeestate,
meaning that Ross actually had

i enshe

‘Any further development of the

tand was unlikely, even if the land

was not subject to the conserva-

tion easement,” the court ruled fn

1999 rejecting requests to slash
taxes.

Rass died in 2000, Her lawyer,
H. Dean Hebeddig J&; explained
that, unlike. New York officials,
federal authorities factor ins prop-
erty’s potential future value when
establishing tax breaks. The IRS
initially challenged the deduction,
he said, but ultimately agreed that
$1 million “was an appropriate de-
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duction.”
The IRS said it could not com-
mtpubhckymanmvndualtax
A Conservancy

spokesman
sami hss group
easemcnt donors give up “real val-

Policing cmﬂiets

Preservationists laud the grass-
roots nature of the easements: De-
cision-making devolves into the
hands of private groups that know
their community best. But that ap-
proach also makes the easements
difficult to track and police.

Raymond and Fairfax describe
conservation easements in general
as protecting a patchwork of par-
tially developed tracts, using
strictions largely desxgmd by the
landowners to meet their own

“lesemd fand thus comes un-
der protection because it is avafl-
ab!etoahndtrnst,nntmwrﬂy
because it is an appropriate parcel
to ¢onserve,” they wrote in theit
analysis. “The land owner, rather
than the trust, drives the process.
Moreover, during negotiations pri-
vate landowners . . . generally de-
fine the nature of the protection on
the land to suit their own priori-
ties.”

Small, who wrote the federal in-
come tax regulations on conserva-
tion-easement donations while
working for the IRS in the 1980s,
says that at the time he and his col-
leagues expected land trusts to re-
ject abusive transactions and po-
lice the proecess. Regulators
thought that.charities would turn
away easements that allowed too
much building or were designed
aolgly to benefit the wealthy, he
sai

Today, however, urgamzamms
often are for policing
restrictions on property owned by
their own officers, directors and
donors. On an Internet discussion
list, landtrust officials from
across the country tecently spoke
out fervently in defense of employ-
ees and board members who do-
1iate easemients to their own non-
profits.

‘Tom Bailey, executive director
of Michigan’s Little Traverse Con-
servancy, wrote ou Oct. 9 that
land trusts should “make every ef-
fort"® to persuade insiders to do-
nate.




i Chester Couty, Pa, the Tattersall golf gourse & covered by & “conservation easement” that inclsdes the fairways.

The property is part of a

ﬂceﬂainlyhopethatah&vd
mermber’s having an easement on
their land would not-be consid-

ered a conflict!” Bailey wrote, “Or

a staff member either. . .. .
" “Certainly when enforcement
issues are involved, the board

member would be required to ab-

stain from discussion or decisions
on the case. But let's not get car-
tied away with this conflict stuff.”
* The Medina Summit Land Con-
gervancy of Ohio holds easements
oa four properties owned by its
trustees and two more deals with
{frustees are in the works, said its
eéxecutive -director, Chris -Banch.
The North Branch Land Trust of
Trucksville, Pd., is in charge of en-
forcing easements on farms
owned by its presidest and its
board secretary, who say they re-

ceived tax deductions exceeding

$300,000. :

" The secretary, Ed Zygmuat,
said, I personally don’t see any
conflict of interest.”

Increase in Problems

. Studies funded by land trusts
show monitoring and enforce-
ment problems are widespread
and growing worse.

on 450 acres that unce housed a historic farm-—with 163 home sites.

ponprofit or government agency
holding the easement. Many of the
m'einadeqnate,ﬁmsuwwsaid.‘
And even that monitoring discov-

" éred violations at 14 percent of

the sites. S
*“Problems are more likely to oc-

" dur with second-generation land-

‘owners,” added the report, by the

Bay Area Open Space Council, a

regional group of land trusts and
changes of ownership in the future

. should be expected to increase the

pumber of violations.”

" Nearly a third of the organiza-

tions surveyed had no list of the

éasements they held, and some.

failed to record the original condi-

tion of the restricted properties.

" “Years may go by without any
tation on the easement,”

- the study said. “Without proper,

timely, and consistent monitoring,

- ‘easements are difficult to defend

legally, and violations become
practically impossible to remedy.”
" Many of the nonprofits also

32



"pi0da4 3y 03 PIINGLTI0D
SO440) DONY 45Y04DOSTY

_ « Sunphue’
usyjo aAey. JUpMOYs SH, PIES
SOuTH 1Ry} 30] JJO-9311M XE] B 30T}
Pinod noA Moy mowy 3uop i,
-Kembne ‘ooeds uado o) Judwmdopa
-op sy Jo Jusoxed (g 18BIY Je ANe!
-pop 0} pey aAwy pRos SSUTPH $9
-OUBHIPIO GIYSUMO} JOPUN JB1) N0
pojuiod oym “1f SUIY Yoef 1988
-uey dRysumo], projpelg IS\ 03
ssudms e'se sured snuoq jey],
JShUOQ B SeM
1, Ows © YL pres 9y ,'sowod
SUI[} X¥) USYM JARY 0} 90U S I,

. . Jaapogs e, se
amgy Teuy Y} paquIOsIp H "pAre
-0} ‘sostedde ue Jo dpY oY) M
pajeofRR . ealq Xe) S|y yonm
Moy Aes jou pmom sBURPH

: * "jo0} sofes ajqentea
© om0daq sey pue ‘pies sdulPH
“soorsd puey s3sooq sovds uado ay ],
. Bupjpred mopIaso Lresoduy, 0]
sa108 TET S} Jo yed Fumow o213
-oyjne Aay) pue suoyjerado ssou

-IS1q 913 PIM 2I54I0)U] SjqRuoseal

-im §u Eﬁl seale gt@@@ a O 5
Je} 9JEpURW SHUIOWISEd SYL
. I19ADI0)
‘aoeds uodo juouruned, urewsal
pmos 2smod Jjod o3 Jey) pams
-2 ‘pue ‘Kenb Jjem Surpnpul
‘SO0INOSAY JRIMEU JARISUNS PN
-01d 0} podjoy SHURISES Y} Pres
vewsajods summipuelg y ISR
pue] eiuRA[ASULI ] poysTqelso-JoM
© “oURAIOSUO)) SULMApUEI] ) Aq
pojdaooe 2JoM SJUSUISED A,
: *suaa1d Sunnd pue siaqung

‘sKeaaire} 213 Suxpnjout ‘asmon Jjjod -
1} Jo $AIOX (F VO A[JORHp JudW
-ose0 puodss e paoeyd Aoy uoy
2108 UR JO SYJUIPXIS Se [jews
sE duo ‘pure] pa3o9j0ad Jo spuelst ud
0P & SULIGADD JUSUIISED U JJ0IM
s30ime] sSSuNPH  ‘ysna)  puel
[e20] B WOY duEpms AuIs()
.- Jsemedpqesn
<um,, TEY Se SaqLISIP SSUNPH e
pue] Jo Jjqumi poJaYEds e ‘Sapis
-7y doxs awos -pue ureld poop
100731 ® UO ZIENded 0) Aem e Up
0 s3akme] STy pIp ‘pies sSURPH

“apordwiod sem weyd oy SYe AUO
asmoo Jjod ajo-g1 ve Surpunol

--INS 2108 ()T UO SANS WOy £91

SULIMIe) ‘UOISIAIPGNS SIVINIUWOO
apeosdn we ojul J pouLIOfsUen
pue wyey “ed ‘Aumo) KISAYD
910¢-0GY YLI0ISTY B 0300 SIIZOPIMG
pofios sfunjey ‘ofe s1ea4 MILY

Asnq uadq sey oY "suoneodu
eorydosoqyd ay3 JumSlom sum
yonuw Juads jou sey oy pres Jdo
eadp erydppeinyd 2y ‘sSuPH

SO0V djqesnup,

9301 ASUOyRIN
JsuonjeIousd ominy J0j SUOISIOP
ssnpue; oyewm 0 doudad
100 [EIUY3R) ) Jo¥] M, “ApIey
oo} Se SJUSWSSEd ) POGUS
2p “Ma1A21 ME] §,]00TDS 91} Ul Jeak
jse] Sunum ‘Aouodely °q ®IPf
Jossajoid enuBaA Jo Aysiaatun
"IIYMIS]D A2 JI0W
M S1I0]J2 UODRAIISUOD JET)
wwmw% 10 ‘ongre Loy ‘sjuowdo
JoAap wﬁqsca uey) afewep oW

Op SIOULIEJ JeY) SUJULIARP Aep U0
Aewr s35130]007 21N A VO Im
noy} ssodun 0] SISIUOIEAIISUOD
$,Aep0j) 10§ 9S1M ST 31 JOYIOYM UOT)
-Sonb SISHEJUOMIIONAUD pue S104
-ME] SWIOS ‘OSUIS JOPPOI] © UJ

« Popuaul se ‘Aymjodiod up
Apeday dn pioy Jim Aoy Ioypoym
sunniopep o3 possed sey auwm
ydnoud jou, pue ‘pajsayum £jpan
-E[31 [IS aJe SJUOmIses jery) pajou
syuedponred foams owog uon
“Epuno} UOKEAJRSId  PTUIOJHE])

e ‘puny MNNI 9 4q pouors

-STURDOO A2AMS 661 ® 03 Surpioo
O ‘sme] A ss0e) 31 ‘Surduey

-y Jpdire sey pue SOAIAMS ISBE)

PUR] ¥ UIGM UIAD PUY *SJUSUIISED
Auewr 3010Ju2 0} SUO O 3q Aew
21913 OW} J3A() “IPEISP 811 1Y)
u Jrej sygoduou mau e Jo Jey
UBY} 2I0W Jey) MoYs SSUSHElS

"SUOHIE|CIA POPIOAR 3Ry 0} patead

-de Apmjs iy} Ul SJUSLLIAEED JO JUID
«u&mmwggt&ﬁoﬁ

~I[ING SIIM SIININNS ,PIZLI
-oyneun /pajiqyord,  ‘sosed 67
uy “Suiddoy jo g1 pue Surpno uow

josan JO g7 ‘uoperdfe Sowms
JO S350 Z¢ POPNIUL SUONTIOIA Jof
-eus, Gy 3, ,JOUTWI, SUOHEIOIA
33 J0 £9¢ PaYTed 3] “souess sansod
® Jonss podal s Ing ‘opmuon
-gl wdoﬁﬂawb JuUIosed wQV mvogu
-USPI 666 UE ApIIS 0URHIY UY

- pres
1odo1 9y} ‘1Mod Ul pUSJIp 03 IS
-sodwit 10 JNOYJIp WY} Subjew
‘vapm Appood axom £oams A

Surmp pomaldl SIUSWISED Y] -

3o Auey] "osnot)maod JY) Je 3fj uo
ApeaIye SYUSEIISES dI0UI JO JUO PI

-pusurE FuIARY 0} poyjfupe 1Y Bur
-Jedpnyed suoneziuesio gy JO

. "sjuswmases Aq pajidgoad puey
Jo suopdadsut o spIodaT ou.jdoy
PI & 38y punoj pp0z ul oue
Iy 35041, pue] 2Y) 4q sapuale o
-qnd pure sdnoas BO1RAIISUOD pue|
-Bu] MON JO £oAIns ArejumjoA Y
. "pres 2y “{oam ¥ 3010 Mogqe suad
-dey jey], ‘suopejola pajoodsns

"yodox 0} spopisel uo spuadop

1 08 ‘SHUNLISLD JOJLOU - 0F IUQ
ou sey dpysumo} 9yj pres JoyN
12q0y 120510 Sutuoz [Pemadoy
«Afeontod Suny) jroyyIp
 8,3], "Pres songS 'sjuswosed Jul
-OJOJuS I 3,U0P SHUAILIAA0Y),
. . pue] vﬁoﬁﬁa )
uo JIng uaq. pey] ABpLq e ‘Ised
2uo ur Inq .Ewm ay .u.oSE 2I9M
JSOIN "PIEJOIA UG PpEY sjuour
9582 9} JO ~58&ow§u pumoy
PUR USZOp M3 € PojIsia oY “jusm
-o5eq [Jet] drysumog oY) Ul xoq € 03
U1 PIJFIS WD) JO £OT “SquDseD
00F uey3 a10wm spioy “'N- ‘dijs
-ama], ffesadoy] Jo amoy snj yetp
puno} SOIIS PUnMIpH ISTUOTRA
-33800)) "swajqod umo 1oy} aaky
‘SJUSUIISED JO SPUESNOY) pjoy vs

12 QOIGM “SOIOURFE JUSUILIOADK) .

. . JAAD ST JUaWIACT
It} “S3ea4 §Z 1XOU Y} 1940 PARIURD
SJUSWISED BONPAIIBUOD 0] Ishf
nod J1, pouIem .§£M uosef ‘J0j
-oouatp s, dnoxd oYy, "00L'g paoxs
IpLMUOII¥Y  SUOLIRIOIA JUSIASES
o1} SjewNse 0] ApmiS oY) woy
Bep POsn *30e|] Jo asudja(] ‘dnold
[EJUDUIUOIIALD  RILIOH]RD) SuQ
SR ‘papnjouod pod
21 ) ‘AT8SSI00U JI 1N0O ur Juow
-2580 U PUdJop 0} PI0JJE J04 POs

£00% ‘12 YAEWIDE(] ‘AVANAG

33



© oYy fo OFT saprpaus yosym ‘uaudoraasp ayy fo
a50Yd 3543/ 9y I Y0O] 85O D S} 243} “worONPID
¥y sayfgoun sof Furdddo pup asanoy fjof aiy ue
Juaasos uo Furovld Furapisod a4 Gy ] Sopis
2oy 58 pup 254000 103 7104-8T 4o padopasp

| S4BPPNG Y} SAOD JUTUISTI-UOU Y] UQ) 21D}S

- pangpu 4 1. W8 Paasasaid 9q 0F 20D 250Y] MOND
i3t 2y “ssauzind oy fo suo of Butpaosv
UOTI (28 110D JO UOHINPIP XD} FUi0TUS ID4IP D
POUDIO UIYF *SAID (OO'E YO SUOLILISAL TUuIpIING
Ppoomd ‘uiu OIS 40f SadoD OO p 145n0q 0Fp s4vofs
O3 IN4ISAb] USDTUNOIAT WRDSTOE 2Y] Us S40JS20UL
“O'N ‘oipsaaysy 4oau susppunopy fyows ayy uf

«:@._E.._o_?mn UOIRAIISUOY) |

34



PAIBERIQ UIRIUNDYY WESIER IDUNOS
f FON»

dew 5 sedoppAap Wwnsy SUORFINOIES 1504

OYSTY. 961 MioL

I8 . (TT ewsse T
Yz SE0 Sn.ougmu
o517 vEe  sasewon [

»tr....m
sely  sojw  edf by
dueebs =

ul 95Eq 1957} pURT,

35



Sunpay, DECEMBER 21, 2003

Land-Trust Boom
A Boon for Habitat

By Davip B. Orrawax
and Jor StErPHENS

Washington Post Staff Writers

The use of easements to pro-
tect open space has a long his-

has protected more than 7 per-
cent of total acreage in that
gtate, mostly through ease-

Michi .
-“The vast majority of land

that do not measure up.”™
Although concerns remain

about the legal foundation for

such easements, land trusts

on as a
crashed through the walls of a

style house. The judge had
ture near Philadelphia had
been built in violation of an
easement granted to the trust
three decades earlier.

‘Even that victory had its
costs, though: It came after a
nine-year battle that the Land
Trust Alliance said cost- the

-easement holder ak
most $100,000—an amount
ing the total annual
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Charlty s Land Deals
To Be Scrutinized

Senators to Send Letter to Nature Conservancy

By Jox Strrmens
Washington Poss Staff Writer

The Senate .Finance Committee’s
chairman and its ranking Democrat

said yesterday that they are troubled

by reports that the Arlington-based
Nature Conservancy sold scenic prop-
eft:estmtaowntmsteesandthatthey

charity’s leaders.

Committee Chairman Charl&a E.
Grassley (R-Iowa) and Sen. Max Bau-
cus (D-Mont.) are drafting a letter to
the Conservancy, the world’s richest
environmental - group, seeking an-
swers to a range of concerns about the

deals and other issues. The senators’

interest stems fromi a three-part Wash-
ington Post series, which detailed this
~week the organization’s rapid growth
and described the charity’s financial
transactmns with its supporters, in-
cluding Fortune 500 companies.

“The Post reports shed light on
very questionable practices by this
chantythatmauyhavevxewedasap&-
far,” Grassley said in-a statement is-
sued yesterday. “Tm committed to
holding the Nature Consemncy ac-
countable.”

While the Finance Committee fo-
cused this week on President Bush’s
tax cut plan, the senators and their
staffs found time to discuss a range of
possihle responses to the reports on

the ' respected

conservation go

which bmmamﬂhonnwmbersand
assets worth more than $3 biltion.

“I'm very concerned by reports that
mdmdna}gmand organizations are ini-
properly benefiting from tax breaks
on charitable donations and devel-

oping on enwronmcnm!ly sensitive
lands,” Baucus said.

“It's ve:yunpor&nttﬁatwedzg.

deeper to examine what’s going on in
these situations. If the allegations are
as serfous as they appear on the sur-
face, we must look at ways to increase

mick’s -

enforcement of laws that are alreadyi
- on the books. 1 also

won't hesitate to
move forward with additional legisla-
tion to protect the integrity of our nat-
ural resources and halt tax abuses if
we find that's needed.” -

The Post series, titled Big Green,

.reportedthatthemeexvmcyhaad,

time and again, bought eeologmﬂy

‘gignificant tracts of land, -attached

some development restrictions and
then resold the properties to trustees
and supporters at greatly reduced
prices. The sales were part of a pro-

‘gram that limits iotrusive develop-

ment but generally allows buyers to
build homes on the land.

The buyers then gave the Conser-
vancy cash that -was roughly equiv-
alent to the amount of the discounts.
That allowed the new owners to take
significant tax deductwns for charita-

“ble gifts.

The articles described how the
Conservancy has logged forests and
drilled for natyral gas in Texas, under
the last pative breeding site of an en-

* dangered species of bird.

One article detailed how the Con-
servancyhadg)venmﬁicmtgfwﬂm
about the com of its presi-
dent, Steven J. McCormick, and had
underreported the interest rate on a
$1.55 million home loan the organiza-
tion extended to McCormick. McCor-
compensation  totaled
$420,000 last year. The organization
said he will make less this year and
that he recently paid off the loan.

"Senate Pinance Committee mem-
bers have grown concerned by the ap-
pearance that Conservancy officials

have dismissed the controversy, with-

out issuing any public statement that
the nonprofit .plans a self-examina-
tion. Committee staffers focused in
particular on' a ﬁd[-page advertise-
ment published Friday in The Post
%nogr c;[)zud for by the Conservancy’s
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Sen. Chatles £. Grassiey (R-lowa) said:
“I'm committed to holding the Nature
Conservancy accountable.”

" “For 52 years, The Nature Conser-
vancyhastakeuacuon in pursuit of a
clear mission—to preserve the di-
versity of life on Barth,” the ad states.
"'fhe}obis far from complete, but the .
accomp are real.

“The  Nature Conservancy has
womd to protect over 116 million
acres of the world’s most ecologically
important places. Those who know
conservation recognize the invaluable
contributions we have made in pre-
serving the natural world.”

Grassley is the spousor of legisia-
tion, backed by the Conservancy, that
would expand tax breaks for conserva-
tion. The measure would provide a va-
riety of tax breaks for charitable dona-
tions, including a -~ 25 . percent
reduction in the capital gains tax on
the sale of urdeveloped land for con-
servation purposes. .

- Grassley’s bill passed the Senate by
a vote of 95 to 5 on April 9, but final

‘language for the legislation—known

as the Charity, Aid, Recovery and Em-
powerment Act—must be hammered
out with the House,

“With the sxgmﬁmnt new tax in-
centives provided under the CARE
Act, taxpayers have the right to know
how the' Nature Conservancy con-
duicts its business,” Grassley said. “T'll
be overseeing the charity’s actions,

“asking tough questions and following

throng‘h until satxsﬁctory answers are
gwen,
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Nature Conservancy
Suspends Land Sales

Board of Nonprofit to Review Practices

By Jor Stermens
and Davip Orraway

Washington Post Staff Writers

The Nature Conservancy has sus-
pended a range of practices, includ-
ing the sale of ecologically sensitive
land to its trustees as home sites, in
the ‘wake of press accounts describ-
ing the Ardington-based nounprofit’s
activities and concerns expressed by
someofxtslmillmmanbers

The Conservancy, the world’s
richest environmental group, said it
has halted all “conservation buyer”
real estate transactions until the
charity’s board of governors reviews
the practice in June. A Washington
Post series last week reported that
many buyers have been current and
former Consérvancy state trustees.

The Senate Finance Committee’s
chairman and Democrat an-

ranking
. nounced last week that they plan to .

fook into the sales, which are de-
signed to limit intrusive develop-
ment but generally allow buyers to
constmcthbum.
Under the program, the charity
buys raw land, attaches some devel-

. opment restrictions and then resells

the properties to supporters at great-
ly reduced prices. Buyers give the

wy cash payments for
roughly the amount of the discount,
amunﬁzatwthenwriﬁenoffthebuy~
«ers’ federal income taxes.

Other articles deac:n!:led how the
Conservancy’s board and leadership
council today include executives and
directors from corporations that
have paid millions in environmental

~ﬁnes.'[heaetmxlsoshcwedhow

helped
. than$3 billion.

Tn a statement posted on the Con-
servancy Web site, nature.org, the
organization said it also has:
mSuspended all new logging and
other “resource extraction activi-
ties” on its nature preserves. The
Post articles detailed how in Texas
City, Tex, the organization had
drilled for oil and natural gas under

) ﬂaehstnauvebreedmggmmdofa
inghly wdaﬁgﬂed species of grouse
‘ the Attwater’s

clucicen. The suspension will not
stop natural gas production on the
Texas preserve, a spokesman said.

= Suspended all new “catse-related
marketing partnerships.” The arti-

cles told how the Conservancy had
sold its pame and logo for use oncon-
sumer goods, including toilet cleaner
and other products made by corpora-
tions whose executives and directors
had sat on the Congervancy’s govern-
mgboaréandadwsorymuncﬂ.
» Suspended all new loans to em-
onees\ The articdes disclosed that
the Conservancy had extended a
$1.55 million Imm to'its president,
Steven J. MeCormick, and then mis-
ldentiﬁfdthemterest rate. After bie-
qu&umedbyreporters McCor-

repaldthe n.

The Cotiservancy statement crit-
. icizéd ‘The Post series, titled “Big
_ Green,” for containing what it de-
scribed as  “mischaracterizations”
and a “lack of context.” Even so, the
organtization plans a detailed review

of the programs discusséd.

“We take the bioad issuesthe arti-
clesmsedverysenoasiy ‘the state-
ment said “The Conservancy’s
Board of Governors will dedicate its
entire Juaemeetmgtoafrankand
open discussion of our practices, pol
icies, mdproocdures.'l‘heboardwﬂi
facu.s on the Post’s specific charg-

“We will be paying particularly
close attention to issues relating to
how we engage and work with our
Board and state chapter trustees. We
are committed to making permanent
and substantive changes where
needed.”

The meeting will be closed to Con-
servancy members, but will include
tnnefor “some sort of public dis-
cussion,” a said.

Over the past week, the Coaser-
vancy’s board has paid for three full-
page advertisements in The Post,
each stressing the organization’s ac-
complishments and its dedication to
preserving undeveloped land.

Sen. Charles B. Grassley (R-lo-
wa), chairman of the Finance Com-
mittee, and ranking Democrat Max
BaumofMontmmaredrafhngalet
ter to the Conservancy seeking an-
swers to a range of concerns about
the land deals and other governance

issues. :
“Taxpayers have the right to know

how the Nature Conservancy con-

ducts its business,” Grassley saidina -
statement on Friday. “Tll be dversee-

ing- the dmnty’s actions, asking

tough questions and  following

throygh until sat:sfactory answers .
aregiven” 7.
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Chanty Hiring Lawyers to
Try to Prevent Hill Probe

By Jox Stzenzns
and Davio B, Orvaway-
megcon Post 3&&1? Writers

mmmmmwhmg
outsxdc lawyers and one of the nar
tion’s largest public relations coiripa-
nmmhdphmdoﬁamnmss&nal

investigation: following discdlosure

that the riogprofit has: .sold: swmc

properties: to. its own-trustees, m»

tzmaIConsemncymemosshow
“Fhe: Arlingtorvbased charity nas

tetamedEdekmaPublml?e!auons

whose Washington ¢ is headed
by former Republican and Demo-
cratic advisers, as part of a damage-
control strategy that includes Capi-
tol Hill meetings, calls to donors,
tlmd-party letters to newspapers,
.page  advertisements  and at:

tempt&to pacify charitable founda-
tions, the memos show. Conser-
vancy .staffers also are working-to
“place stoties” in the media that de-
scribe s\xcmul conservation pm—
jeots,,
"We will be hiring a Bw ﬁnn by
the end of the day today that will
heipusmﬁathe(}amholﬂmmues,
a Conservancy ‘staffer wrote this
week, recouriting a’ conference call
among the otganization’s -senior:
managers. “There are Congressinen
thataremmemedandasyoukmw
we need their support.

"Wedonotwamﬂlmnmhumh
znmesh@lmn of [the. Conservan-
cy]andtwsﬁtmwdlhelpuson
these issues,” -

SemteF'mameCamnntteeChaxr
man Charles E. Grassley (R-Iowa)
and ranking Democrat Max Baucus
(Mont.) said last. Friday that they.
plannedtnaskthed\am)rtomm
for .a range of practices, including
the sale of raw land af reduced prices
to the organization’s trustees for iise
as home sites. Some of those deals
have coificided with charitable con-
tribuﬁonstotheConsewam:yfmm
the buyers, who then benefited from
gignificant tak breaks. . .

. The senators’ interest stems from
a Washingtori Post seties last week
that detailed the organization’s rap-
1dg‘mwth—«1&assets mwexceed&

Clhelature €3 ==t

mmsmmi.mm =
‘wrote that the charity's reputation
hasbeeudamagedmtamalml :

ba'!!mn-——amidescﬁbedhowthe

including
corporations that have pmd pollu-

tion-related fines. -

- The articles’ reported how the
Conservancy-had drilled for 6il un-
derﬂxebreedmgmmnuiefanm
dangered bird, and how- it had
boughit land and segvices from cor-
potations whose executives-sat. on
themnpmﬁt’sgommgboanf
\Grassleysmdma,swrﬂ.tcnsmt&
ment yesterday: “In my view, the
bestthmgﬁortheNawrema
vancymdaudmn,oomestobothas
dommandoversxg}xtﬁ'omcmgms

wian declined to nientxfy which law
firm was being retained, how much
its services would cost and whether
thebxﬁvﬁnbepaxdthhdomrs con-
tnbubm&

“ Other Conservancy memos olr
tamedbvﬂxc?dsts?wwtheorg‘am
zahon is mountmg a cuonhnaied,

@owwnmmmmﬁsmv

*We ;. are.working to_ identify
ﬂﬁmdm:canhelpusgammm
key offices -on -the HHIL” said one
memo, bearing. McCormick’s name
ande-mailedoandaymtheorga-
nmmsexecuﬁvwmﬂxéi}mted
States and abroad: “We -have
lamcbedaproachvee&mttormch

-out to all eritical members of Con
Ammwhvesmﬁandfed@r

mmmoneormmhmmm
the ecologically ‘sepsitive sxtea. &he
séries

reported. .
"Inm*k_etswtmmesermm‘
nm.Iﬂﬁdkitnsafemsay&mtw
reputzﬁmhasbeendmltam
* McCormick wrote in the
memo,whlchwaslaheled“lmpar

tance: High.”
‘I‘Iusndeﬁmte{yﬁwcaseon

'Capxmlﬂm.'l‘herexsmevﬂeme~
bemgdxstribubedto i

“anyone, .including - partners.
smff,'mwmewasmﬂ;eedm_

protesting the series
Inanopuuonmiunmpubhshed
Tuesday in-The Post, McCormick-

'sazdthat,mrespunaemﬂlesems,

the Conservancy had ‘suspended a

rangeofacﬁwimh@xhghtedmﬂm'

40

articlés, including land sales to trust:.’

‘w&ﬁwmlnmnsaxdﬂxe?ostam

wnzedd:egxmpsmmmandmo-

Edelman’s: Washington ‘office is’
headedbymchaeu‘l)&ver,aﬁm-
‘mier Reagan administration adviser,
‘and Leslie Dach, a-former Clinton,
adnyinistration . adviser. Edelman
wpmmd tke Refi Ctass aﬁm
mmﬁeﬂdama&athe&p& 11
gmtetrmmtatfzdmﬂﬁm

wve_ included " major cor;)omuons
that' have’ vepresentatives: on’ the .

cluding.
Georgiapaaﬁc(:orp and%uthem.

"%hawswghttheadvmeofm-
dependert oylside experts to helpus®
vi@ia h all stages of this’
ﬁomdea!mgthhmnesoi
gamnce and - transparency .-t0
mb&mmmmmto%sh“
ington-area  audiences: about” the
Wthatwemta!ung.’them
=Wsmdmawnttmsmtemenr
to'ThePost. “Our isin con

- sefvation. It:seéms only prudeit to
“engage bthers more versed in somie:
.of these areas to offer us their per-,

specni'@asweworkﬂmughthesc
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12 Home Loans at Conservancy
Nonprqﬁt Says Al but2Have Been RepauL 5 Came Interest-Free

- By Joi StepHENs
and Davip B, Orraway

Washington Post Staff Writers
The Nature Conservancy, which

earlier this month issued a state-
" ment of regret to Congress for mis-

reporting the terms of an internal
loan to ita chief executive, has over

the past decade extended 11 hous-
ing loans to other employees, in-
cluding five who were not charged
interest. :

In one transaction, the Conser-
vancy’s California director, Graham
Chisholm, received “a. no-interest
$500,000 mortgage that requires no
payments until 2011, property re-
cords and an IRS filing show. The
Conservancy will share in any rise
or fall in his home’s value.

Anotherloan,tiusonetoaNorm
Carolina employee, remains out-

interest-free,

“It’s legal, but it's not ethical,”
said Peter Dobkin Hall of Harvard
University's Hauser Center, which
researches charities. “It's very bad
practice and not the sort of thing
that will make donors happy.”

The Conservancy’s board is sét
to meet today at its Arlington head-

ley (R-Towa) and Sen. Max Baucus
(Mont.), the commitfee’s ranking
Democrat, have said they plan to
ask the nonprofit environmental
group to account for activities that

“servancy had used

Grassley has described as “very
questionable.”
'I‘hePostmportedtbattbeCon—

nonprofit funds
toextendStevenJ MeConmck,the

board,
$15mﬂhontowazﬂthepurchaseof

-a McLean home. Although Conser-
_vancy executives

reported
was made at an interest rate of 7
percent, property records showed
that the actual rate was 4.59 per-

The Conservancy suspended new
loans to executives after the dis-
closure, and McCormick recently

. cent,

.repaid his debt. In a 16-page re-

sponse to the Post series delivered

. this month to each member of Con-
gress, McCormick wrote that “we

regret the error.”
Peﬁersonsaidtinsweek, in re-

sponse to questions, that the Con-
servancy has  extended a dozen

loans to employees since -

housing -
1993. All were home mortgages, ex-

cept for $4,000 extended to help an.

employeerenthonsmgmhdone-

serv%myreeords.'lhnloansre-‘

" quired no monthly payments. Of

those, five were interest-free.
former head of the

Chisholm,
Conservancy’s Nevada chapter, was

named to the organization’s senior

California post in January 2001. Six
months hqa; the Conservancy ex-

cords and the
tax filing. The interest-free loan en-
‘abled Chisholm to buy a California
house comparable to- his home in

: Nevada.wherepropertyisclmpen
Pettersonsaid.

No repayment is until
July 2011 if Chisholm does not
move or switch jobs. On the 10th
anmversaryoftheloan.theConser
vancy will receive the principal plus
a share of any appreciation in the

41

" loan” is uncommon,

property I the house’s value falls,
the Conservancy will share the loss.

(hisholmdidnotrespondtophone

calls seeking commen .
C!ﬁshohns‘sharedappmciauon

according to
mortgage specialist Keith Gumb-
inger, vice president of HSH Associ-
ates, He calaulated that, over 10
years, a standard mortgage with
5.125 percen

_the Conservancy $235,000
Last

year, the Conservancy ex-
tended to Terry Severson, who
manages land preserves in North
‘Carolina, a $30,000 loan with 2.88
percent interest for the purchase of
a new home. The IRS filing lists a
maturity date of Oct. 15, 2002, but
Pettersonsaidthebalanceremams.
thathecmddnotiumedxatelyrepay
the loan because a home he owns in
Wisconsin remains unsold. Sever-
son said he is leaving the Conser-
vancy for family reasons on June 18
and has agreed to fully repay the
loan in July.

The filing shows that the Conser-
wncylastyearexteudedtooneof
its lead scientists, John A. Wiens,
andluswxfealoanof$375000for
sxxmonﬂm with § percent interest,

A commercial lender extended

~ Wiens asecond mortgage at 6.1 per-

cent.

Wiens, who did not respond‘to
requests through the Conservancy
for comment, used the loans to buy
3 $1 million home in Vienna, Va. He
Iater sold a Colorado home and

_ used the proceeds to repay the Con-

servancy, interviews and records
show.

The IRS filing states that the
Conservancy loan was secured by
Wiens’s home in Virginia, an as-
sertion not supported by property
records. Petterson said this week
that the filing was in érror and that
Wiens used his Colorado home as
security.

Researcher Alice Crites
contributed to this report.
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By Jor StepnENs
and Davip B. Orraway
Washington Past S&njf Writers

A Senate committee is seek-

, ing thousands of pages of in-
ternal documents from the Na-

ture Conservancy as part of an
“independent review” of the
charity’s practices.

In a letter sent yesterday to
Conservancy President Steven J.
McCormick, the Senate Finance
Committee asked for records
reaching back a decade and
spanning 18 broad topics. Along
with general explanations of
Conservancy policies, the com-
mittee is requesting information
as detailed as the Social Security
numbers of individuals who re-
ceived loans and land from the
nonprofit. .

The letter is signed by com-
mittee Chairman Charles E.

‘Grassley (R-Jowa) and ranking

Democrat Max Baucus (Mont.).
The senators said in May that
they might consider legislation
after The Washington Post re-
ported on a range of Conser-
vancy practices, mcludmg the
group’s sale of scenic property
to trustees who then made tax-
deductible donations to the or-
ganization. )

In the seven-page letter to the
Nature Conservancy, the sena-
tors cite “serious questions

.about TNC's practices regarding

land sales, purchases and dona-
tions; executive compensation;
and corporate governance,
among others.”

As part of its review, the com-

" mittee plans to seek information

independently about the Conser-
vancy from the Internal Revenue
Setvice, a committee staff mem-
ber said yesterday.

The Arlington-based Conser-
vancy said in 2 statement that it
“has been in discussion with
Committee staff, and bhas con-
veyed to them that the Conser-
vancy will work cooperatively
and expeditiously with the Com-
mittee - to address all mtters
within the scope of the inquiry.”

The Conservancy also pointed
out that, independent of the in-

© quiry, the group had thomug‘hly
ed its practices, and its -

reviews
board of governors had made
several changes.

The Senate letter includes

" more than 100 questions and re-
quests for information, some of

: Nature Conservancy
'Faces Panel Review

s«mmmdmmmm:.
. McCormick for Conservancy data.

which could ehcxt hundreds of
pages in respon

The letter asks for informa-
tion on all of the Conservancy’s
land deals with private individu-
als, including so-called “conser-
vation buyer” deals. In those
deals, the Conservancy bought
raw land, added development re-
strictions, then resold the land
at a reduced price. The buyers
then made tax-deductible gifts to
the nonprofit. -

Many of the conservation buy-
ers were current or former Con-
servancy ' trustees, -.who built
homes on the rustic sites. When
the Conservancy board an-
nounced major policy changes
on June 13, it included a prohibi-
tion on land gales to trustees and
other Conservancy insiders,

The committee wants to ex-
amine details of all loans the
Conservancy has made in the

_past decade, including those ex-

tended to a power company and
other for-profit corporations. Its
request covers a dozen home

.loans to Conservancy employ- -

ees, including $1.5 million ex-
tended to MeCormick and a no- -
interest $500,000 mortgage ex-
tended to California state -
director Graham Chisholm.

‘The senators also want to ex-
amine all audits of Conservancy-
operations from the past five
years. The committee seeks de-
tails of land sales to government
agencies, including appraisals |
and any profits banked by the
Conservancy, In particular, the
{etter asks for a list of grants and
contracts involving thre¢ non-
profits: the National Fish. and
Wildlife Foundation; the Nation-
al Forest Poundation; and the
National Park Foundation. .

The committee asked that the

. material be submitted within a
month.
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council. The Conservancy respond-
ed by banning a range of practices.
The senators wrote the Conser-

vancy in July seeking internal rec- [

ords covering 18 broad

categories
‘and set an Aug. md&dhne The -

of documents. But it has withheld 2
m of other records. They in-

leateremrdsfmmaWnﬁi—.~

hondealmwhxc}xﬁw(:omervamy
acquired 215 acres in Martha's

resold half. In a complicated chain -

of transactions, Lefterman’s hold-

ing company acquired several of the-
oceanrside

tracts for use as huxury
home sites.

The deal genérated $32 million.

in potential tax breaks for the fami-
lies and businesses of Boston devel-

opersNeﬂandMomeW!a&twn ‘

major Conservancy donors. The
Counservancy defended the deal,
which was outlined in the Post se-
riesin May, asa bold initiative to re-
m ,ecologically valuable grass-
® Details of a g::ft to the Conser-
vaney of certain development rights®
on ‘11,000 acres of rugged canyon
lands near Los Angeles from the Ir-
vine Co., oneoﬁhenatmn%rgg%
companies.
aliows the Conservancy to preserve

thehnd,whﬂehvmemseekto.

write off the value of the rights as a
tax-exempt donation. '
Interviews and internal mrds
show that the valued
those rights at $120 million and list-
ed that amount as revenue on its
books. An internal memo obtained
%mmmmﬂmmm
3 Conservancy official -
ing a teleconference that he was
concerned that the media could
view such valuations “as subjective
and a teol we used to inflate our in-
come,” , o
A Conservancy spokesman de-
clined to comment on the gift Fri-
day, and the Irvine Co. did not-re-
spond to requests for comment.
The Conservancy said at the time'of
ﬂmmﬁﬁxat:taﬁowe&theg‘mupto
“preserve “relatively pristine tracts
of land” and rare species in arapidly
developing area of California.
# The audit of the Virginia project,
obtained by The Post after its May
series, exariined the Conservancy's

BY JAMES M, THRESHER -~ THE WASHINGTON POST

The Nature Conservancy acquired 215 acres on the Atlantic in Martha’s
Vineyard and resold half. David Letterman’s house is in the left foreground.

purchaseandmamgmzentofmﬁ
tions of dollars in land through a
‘project kriown as the Virginia Coast
Reserve, or VCR. Stamped “Confi-

dential,” the March 2002 report-

mdthatandnetsomgnallymw
ered widespread problems two
‘years earlier.

“Its runaway debt and deficits
were essentially overlooked by cor-
porate. management,” auditors
wrote. The program had an operat-
ing deficit of $2.3 million, $3.3 mi}-
lion in external debt and $18 mil-
lion in internal debt owed to the
Oonsmvancy’s Land Preservation

“VCRawnsnumermmrealpmp»
erties and capital assets that were
never properly recorded in the gen-
eral ledger,” the report states. “Sev-
‘eral miflion dollars worth of land
costs . . . could not be identified ei-
thermﬂteﬁlesorfmmttmmmty
tax records.”

The report noted that VCR hired
an employee’s family member to
handle deposits and receipts and
mmymnmum were

reco

For years, the report said, the
IRS was not told that the charity
provided some employees with free
housing and free use of a car, alapse
described as an IRS violation,

The audit said a Virginia farmer,
who oversaw property leases for
the Conservancy, negotiated and’
managed six farm leases with his
own father. The report said Conser-
vancy officials paid the farmer's
wife, instead of the farmer.

The report does not name the
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@ﬂi}oyeesinw&vedmdmg
findings to Conservancy
ident Steven J. McCormick on May
24, 2002. It is unclear whether Mc-
Cormick alerted the IRS.

Asked about the audit, the Con-
servancy said in its statement, “The
Conservancy declines to comment
about the specific details of the in-
temal audit, except to say the mat-
ters highlighted in the audit have
beenaddmmedtoenmmachvmes
atﬁngﬁ\;‘n mw
comy ce with th s
policies and "The state-.
mmtalsoaaxdthean&t’sﬁndmgs

“played a t role” in re-
fmmofﬁxevm

ter the agreement -entered into
between the Finance Committee
and Enron Corp.” But the senators
said that agreement ‘was narrowly
tailored to allow the committee ac-
eess to Enron data protected under
IRS regulations.

The senators’ letter said that “a
number of whistleblowers” had ap-
proached the committee. “We
would ask that TNC make a public
written statement that it will take
noaction against any former or cur-
rent TNC employees or contractors
who cooperate with the Finance
Committee’s investigation, they
wrote. The Conservancy statement

. said the group would issue such a

public, written promise.



IRS to Audlt
Nature
Conservancy

From Inside

By Jor SterHENS ,
Davip B. Orraway
Washington Post Staff Writers

A team of IRS examiners will
move into the global headquarters
of the Nature Conservancy in Ar-
lington to begin auditing the chari-
ty, the world’s largest enviren-
mental organization,

A letter sent to the Conservancy
by the Internal Revenue Service
1ast month indicates that the audit
will be of uncommon scope for a
charity, tax specialists said. The
memorandum proposes a prelimi-
nary meeting between four IRS ex-

aminers and the Conservancy’s

chief financial officer to discuss lo-
gistics, communications, tele-
phone access, equipment and ac-

ations. The - IRS will
examine 2002 tax returns, the let-
ter said.

“tis unusnal," said former IRS
commissioner Donald C. Alexan-
der, now a private tax lawyer. “This
is an extraordinary case... . Itisan
indication of a pretty strong audit.”
~ Conservancy spokesman James

R. Pefterson said officials there
have not been told the scope of the
examination or its genesis, In a
statement on the group’s Web site,
the Conservancy promised to coop-
arata fully and nravide evaminers

¢omment. Alexander and other

.specialists said such an audit could

ke a year or longer.

=¥ they go into General Motors,

this is what they do,” said attorney
Sheldon Cohen, a former chief

counsel and commissioner of the

IRS. “Thzslsama;or audit, of con-
sequence.”
+ Livedn. IRS auditors have be-

eomeafactofhfeatsome?ortune ‘

500 conglomerates but remain
rare at nonprofit corporations, the
specialists said. The charity has as-
sets of more than $3 billion and
ranks as the eighth largest non-
profit of any type in the nation.
The developments follow arti-
cles in The Washington Post over
the past year that examined fi-
nancial irregularities and conflicts
of interest at the Conservancy.
One story described alleged IRS
code violations at a Conservancy
project in Virginia, and another
disclosed a dozen loans that the
Conservancy extended to its em-
ployees. A $1.5 million home loan
went to Conservancy board mem-
ber and President Steven J. Mec-
Cormick, who repaid the debt after

' he was questioned about it by a re-

: The stories also reported that
the Conservancy had repeatedly

bought land, added some devel-
opment restrictions, then resold
the properties at reduced prices to
its trustees and other supporters.
The bityers made cash gifts to the

Conservancy roughly equal to the .

difference in price, thereby qualify-

47

ing for substantial tax deductions.

In the wake of the stories, the
Consm'vancy bapned a range of -
practices, saying it would no longer
lend money to insiders, sell land to
trustees or drill for oil on nature
preserve land. The charity is con-
ducting a broad internal review of
its management practices and says -
more changes are expected.

The Senate Finance Committee .
began looking into the charity last
yeatr. Investigators have spent
months sifting through' internal
Conservancy documents, debrief-
ing whistle-blowers and weighing
legislative reforms.

The IRS letter says auditors will
examine the Conservancy’s fiscal
2002 tax return, which was filed
on what is known as an IRS Form
990. Past Conservancy tax returns
contamed misstatements  and
omissions,

Por example, the Conservancys
2001 tax return showed that the
charity had lent the utility firm
WEPCO, the Wisconsin Electrie
Power Co., $2.2 million. The lend-
ing was made in connection witha .
project aimed at protecting Cen- .
tral American forests and could
have generated greenhouse-gas
credits for the utility.

Conservancy officials later said
the WEPCO loans totaled only
$1.5 million. The rest of the money
went to corporations whose names

"were mistakenly omitted from the

filing, Conservancy Vice President
Michael J. Coda said.
“That has 1o relation to reglity,"
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THORSDAY, MazrcH 4, 3004 '

Nature Conservancy Retools

Board: to ‘Tlghten Oversig

Joz Smnws
* Washington, Post Staff Writer

- The Arlingtori-based Nature Nature Conservancy | i
examinations by .

the Internal Reverite §

maﬁ%&mﬁt&mmamdmm . e

ing of its. ggverning board to strengthen accountabdlity
andwmmatthes&bﬂﬁm pt:oﬁtwmﬁzaﬁon.

Boldmark:
Wmﬁm%mwmwmmm-
: s@tm&ﬁa&mmaemzmhmmmwam- v

"’.’thaﬁquesﬁamdthewomnamleatﬂw /
. uﬁmﬁe&oﬁtﬁmt,iithcmhmdemmmd&at

MMMQMWMWMMW : wﬁm
Conservancy.” The

eytommoratemsideta,sellhndtoimmmardﬁn

easement”
mwwmeidenmyofawomanwhadmm

v - nmahuwwmidmmm»vernmomhs The
diwib-g_wmm;’sduﬁesmclmiad

hiring arid supervising Cofr
&&ietteraambntmexskmdm

), servancy eiployees,
: thechamar’srecordson!yasa'wnum The letter.

reférred to an internal 2002 Congervancy audit repoit:

be considered a. Conservancy ems
ﬂmﬂmmmgmhmmkibwwedum

mwmﬁwmammmwmmmvm,mm themnenﬁsmthe(:onmncym&
federal inspectors Do ey m'dedum.aimdatprkamWenland.ﬁe,
- The changes. were' ,Jaﬁ.isobq_t.wereauh ve-become controversial in recent years
nounced to the media ot

merﬂmmv

the ek of the repars, the Cotser g

this week, © - because of thelr use deveﬁbpmoi !foouraesand'
’I‘hewﬁonmmeutﬂxenzg(ngdapam!o{outsxde ) hm:rymoédiviﬁons.by e
ezpertsledhthWﬂstem,aNewYorkhwyerand _
expert on-bizsiness ethics. Other pandlists included for- . has .
Mw&ﬁwlmmmdmf

mhmmmmmmnuﬂw@m
“*unenforcedble;” and: how:

Staﬁwntcrl)@m{& Oﬁm@wnmwtedfothw

nngeofprammmgitmnldmbngerm&m " repork:
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THE NATURE CONSERVANCY RESPONDS TO
THE WASHINGTON POST SERIES

For more than 50 years, The Nature Conservancy has sought to preserve plants, animals and
natural communities by protecting the lands and waters they need to survive. We have made
laudable progress toward our mission, helping protect more than 116 million acres around the
world. But with development pressures mounting over the past few decades; with the world's
population expanding and increased demands placed on precious resources from fisheries to
forests, the challenge of protecting natural areas and biodiversity has grown ever steeper. We
began to recognize in the 1980s that land purchase alone — our signature conservation tactic —
was not sufficient to meet the challenge. We had to become more innovative and collaborative
to effect long-term conservation, working with communities of people, businesses and others to
protect their landscapes, working landscapes, places that support economies and ways of life,
wildlife and ecosystems. Because time is not on our side, we had to learn to take risks.

On May 4, 5 and 6, 2003, The Washington Post ran a series of highly critical articles that focused
on several of those risks and implied that we had neglected or failed in our mission because of
them. We write to set the record straight — both about the risks we've taken, our mistakes and
how we propose to correct them; but also about our record of achievement, grossly neglected and
misrepresented by the Posz. We must and will continue to take risks in our work to protect lands
and waters today, before they and their wealth of life are lost to us and to our children.

Although the Post series was fraught with mischaracterizations and omissions of fact, we at The
Nature Conservancy recognize some mistakes we have made in pursuit of innovation and
conservation change. Many of these we had begun correcting and learning from before the Post
investigation began. We take full responsibility for our actions, as we always have. Through
intensive self-examination across the Conservancy, as we have done throughout our history, we
know we will emerge a stronger organization, one better able to accomplish our conservation
goals.

With this document, we aim to set the record straight for our members, supporters and detractors
about the issues of oversight, judgment and integrity raised by the Post. Before we address
specific issues, we begin by reviewing our mission, strategy and values. We conclude by
summarizing the steps we are taking to correct our missteps and to convert the criticism leveled
at us into a real dialogue about the future of how we do conservation.

The Nature Conservancy's
Mission, Strategy and Values

Throughout our 52-year history, The Nature Conservancy has been known for our unique and
highly successful approach to land conservation. We initially used land acquisition to "preserve
wild nature," the organization's statement of purpose in the 1950s and 1960s. But as the
Conservancy expanded over the years and as increasing threats to natural lands created even
more demand for action, the organization tightened its focus and expanded the array of tools it
uses to achieve lasting conservation results.
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Today The Nature Conservancy is widely regarded and respected as an effective conservation
organization, with conservation projects in all 50 states in the United States and in 26 other
countries. We are known for our focused mission; our strategic framework to achieve that

mission, Conservation by Design; and the unique set of values that guides how we pursue our
work.

Mission. The mission of The Nature Conservancy is to preserve plants, animals and natural
communities that represent the diversity of life on Earth by protecting the lands and waters they
need to survive. We are dedicated to preserving biological diversity, and, as described below,
our values compel us to find ways to ensure that human activities can be conducted
harmoniously with the preservation of natural diversity. We aspire to the vision articulated so
wisely more than 50 years ago by Aldo Leopold in his book, 4 Sand County Almanac:
conservation is a state of harmony between man and nature. '

Strategy. Our strategic framework for pursuing our mission is called Conservation by Design. It
has two key components:

First, through a rigorous, science-based approach, we identify the lands and waters that represent
the biodiversity of a given ecoregion. (An ecoregion is a large geographic area defined by
natural features such as vegetation and geology; the Sonoran Desert is an example of an
ecoregion.) Six years ago, we began an effort to develop an assessment of the places most
critical for the long-term protection of ecosystems, plants and wildlife within and across the
ecoregions of the Western Hemisphere, Asia and the Pacific. All together, they create a
conservation blueprint

Second, Conservation by Design describes a four-step, disciplined process that enables us to
develop the appropriate mix of actions to abate threats in a given place and to secure tangible,
lasting conservation results. Different places require different strategies; we tailor our tools and
strategies to local circumstances. Given the wide variety of threats we encounter, we must be
innovative in developing flexible, uniquely tailored action plans.

Conservation by Design ensures that we focus on the right places and take the right action to
achieve conservation results. The efficacy of this approach is increasingly recognized and lauded
by others who are eager to use a science-based, pragmatic strategy for fulfilling their own
commitments to protecting biodiversity. The Doris Duke Foundation, for example, has said:

Because the problem of biodiversity loss dwarfs our current resources to combat it,
funders and conservationists alike must make hard choices about where and how to make
our stand. To achieve deep and durable success, we will need great vision and
discipline, the ability to marry strategy with the right opportunity and a commitment to
learn from our failures, instead of simply trumpeting our successes. Conservation by
Design offers a thoughtful and well-conceptualized framework to achieve these goals.

As a philanthropic investor, we recognize the power of such a framework to help us
identify the best and highest use of our funds. We have increasingly incorporated the key
principles underlying Conservation by Design into both the selection of the sites in our



place-based portfolio, and into how we are now funding key strategies in those sites. We

believe the framework represents a critical contribution to the field of biodiversity
conservation.

Values. We hold ourselves to high standards, staff and trustees alike. We freely adopted these
values to guide our work, for they offer ideals to which we aspire in fulfilling our mission:

e Integrity Beyond Reproach: We hold paramount the trust and responsibilities placed in
us by our donors, members, colleagues, partners and the public.

o Continuity of Purpose: We look to our mission to provide focus and guidance for
everything we do.

o Commitment to People: We respect the needs of local communities by developing ways
to conserve biological diversity while enabling them to live productively and sustainably.
We value the active involvement of individuals from diverse backgrounds and beliefs in
conservation efforts.

e Effective Partnerships: We are committed to forging public and private partnerships that
combine diverse strengths, skills and resources.

e Innovation and Excellence: We are strategically entrepreneurial in the pursuit of
excellence, encouraging original thought and its apphcatlon and willing to take risks
based on sound business judgment.

e One Conservancy: We act as "One Conservancy," with each program assisting other
programs in reaching their full potential, thereby ensuring the success of the overall
organization.

o Commitment to the Future: We commit ourselves, individually and collectively, to
leaving future generations a biologically rich world.

Setting the Record Straight
Regarding The Washington Post Series

The Washington Post series about The Nature Conservancy was based on a two-year
investigation conducted by reporters from the Post. The Conservancy cooperated fully with the
Post, providing literally thousands of pages of requested documents and scheduling interviews
with dozens of staff, partners and other experts, including four separate interviews with our
president, Steve McCormick. Instead of a balanced report, however, the Post series lacked a fair
contextual description of our accomplishments and simplified complex issues, explored in depth
in the following pages.
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CORPORATE SUPPORT

The charge that the Conservancy is too cozy with corporations is not news. It has been made
time and again, stemming from a myopic notion that there is an unbridgeable chasm between
conservation and industry - and never the twain shall meet. But in all our actions, we seek to
break down this stereotype and find common ground that can advance conservation. In fact, the
Conservancy occupies a unique niche in the conservation movement, what some have called "the
radical center." As one journalist has said of our work: "The Nature Conservancy judges its
success by how many times its victories are not reported as victories, by how many times its
fights are not perceived as battles by the participants."

Our long history of working with business is no secret. We accept their financial and land
donations; we create collaborative ventures that further both our interests. Most of the
conservation community recognizes and applauds the role we play, and many Conservancy
members support us because we work with corporations, not against them. Only the

Conservancy can and does enjoy the support of both the chairman of General Motors and a
founder of Earth First!.

We do not apologize for our partnerships with the corporate world. They, along with
partnerships with local communities, private landowners and government agencies, are essential
to protect and restore entire functioning landscapes. In 1973, the Conservancy broke new ground
when we received a donation of 49,000 acres in the Great Dismal Swamp in Virginia from Union
Camp Corporation — land that is now part of the National Wildlife Refuge system. Ever since,
we have continued to push the envelope to develop creative partnerships with corporations that
result in tangible, lasting conservation.

Business Sector Giving to
The Nature Conservancy

The Post’s series wrongly implies — through its graphic treatment as well as text — that The
Nature Conservancy is either controlled or at least is manipulated by extractive industries. The
facts show the opposite: in four out of the past five fiscal years, corporate donations represented
less than 10 percent of the Conservancy’s total support and revenue. Instead of using this figure,
the series reports that the Conservancy received $225 million from corporations last year —
“approaching the amount given by individuals.” Although technically accurate, this distorts the
reality. More than half of the $225 million that year was in the form of a one-time gift of a large
conservation easement, now set aside as open space for the people of Orange County, California.
Of the total $225 million, more than $199 million was in the form of gifts of land and
conservation easements from corporations.

Cause-related Marketing
When a company advertises the name and logo of a nonprofit organization on its products, the
organization receives a financial contribution as well as expanded name recognition, and the

company can be viewed in a favorable light by the public for having supported the nonprofit
cause. This well-established venture is called "cause-related marketing." Revenues from these
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types of agreements have brought in more than $10 million to the Conservancy in the past five
years and the exposure has brought our conservation message to millions of people. The Post
series neglected to put cause-related marketing in the proper context, leaving the impression that
the Conservancy is the only nonprofit organization engaging in such co-branding, when in fact
dozens of nonprofits from the Boys and Girls Clubs of America to the American Cancer Society
to the World Wildlife Fund (WWF) engage in cause-related marketing. Additionally, the
Conservancy follows the Better Business Bureau's "Standards for Charitable Accountability,"
which includes guidelines for the use of cause-related marketing.

The Post indicated that in pursuing corporate contributions, the Conservancy allowed its logo to
be used on brands of toilet cleaner produced by S.C. Johnson. The facts are different. Through a
cause-related marketing partnership with S.C. Johnson, the company ran a special coupon
section in Sunday newspapers around the country in which the company promised to donate 10
cents from every coupon redeemed to the Conservancy — up to $100,000. The advertisement
featured the Conservancy's logo and included a variety of S.C. Johnson products, but the logo
did not appear on the coupon or on the products. The ads ran once each fall from 1995 through
1999. The total proceeds to The Nature Conservancy from this partnership were $465,000.

International Leadership Council

Our International Leadership Council (ILC) is a corporate forum focusing on the challenges
confronting biodiversity preservation, habitat conservation and natural resource management.
These issues lie at the heart of a growing number of corporate responsibility programs. The ILC
brings together companies from many industries — finance, manufacturing, forestry, consumer
products, information technology, etc. — to seek solutions to conservation challenges through
cooperative partnerships between the business community and the Conservancy. We want
America's largest corporations to participate in this group; they have a large and significant
opportunity to make enduring contributions to biodiversity conservation. The ILC has no
governance responsibility for the Conservancy.

Climate Change

The Post implied the Conservancy had reluctantly taken up the issue of global warming and
climate change only in the winter of 2001. In fact, the Conservancy was in the forefront of the
movement to set aside forests as a mechanism to offset atmospheric carbon emissions, with our
first "climate-action project" taking place in Belize in 1994. Working with governments and
industry, the Conservancy created climate-action projects as an innovative conservation tool to
protect threatened forests, especially in the tropics, and to reduce atmospheric carbon levels.
Climate-action projects help abate the long-term threat of climate change by protecting standing
forest, which acts as a "sink" that captures and stores atmospheric carbon dioxide.

The Post series neglected to report that the $10 million contributed by General Motors toward a
"pollution credits" plan actually funded an important climate-action project whereby the $10
million was used to acquire and restore 30,000 acres of the Atlantic Forest in Brazil, one of the
most endangered ecosystems in the world. The Post also implied that we let our relationships
with GM and other corporations cloud our perspective and get in the way of taking a public stand
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opposing proposed drilling in the Arctic National Wildlife Refuge in Alaska. But those who
know us know we do not take vocal, public stands advocating one position or the other. This

would compromise our "radical center" position. We leave outspoken advocacy to fellow
conservation groups.

Conservancy Action

We are sensitive to the concern that the Conservancy's logo not be used to mislead consumers.
To ensure that our logo is used only in appropriate cases, our Board of Governors is reviewing
the current standards and guidelines that govern if we will permit others to use our logo,
including the conditions imposed when we do permit our logo to be used. Until the review is
complete, we have temporarily suspended all new cause-related marketing partnerships.
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CONFLICT OF INTEREST POLICY
FOR OUR BOARD OF GOVERNORS

The Washington Post raised concerns about conflicts of interest, accountability and disclosure at -
the Conservancy. Specifically, the series implied that members of the Board of Governors used
their positions with the Conservancy to offload marginal, low-value lands. The series also
mischaracterized a pool of funds called the President's Discretionary Fund.

In each “conflict of interest” case cited by the Post, the involved Conservancy board member (or
his or her business) donated or offered at a reduced price either an interest in land, goods or
services. It is not unusual for members of a board of a nonprofit organization to give generous
financial support, time and expertise, and in our case, donations of ecologically significant lands.
That is, in part, why people are recruited to serve on boards. We view these donations with
gratitude. All financial transactions between members of the board and the Conservancy are
governed by conflict-of-interest and recusal policies.

All board-related conflicts of interest are fully disclosed on IRS Form 990, a form the
Conservancy and all nonprofits are required by law to file annually. That form, and the
accompanying conflict-of-interest descriptions, is available at http://nature.org.

Georgia-Pacific —
Cat Island, Louisiana

The Post examined a 9,500-acre parcel of land that the Conservancy acquired from Georgia-
Pacific for $7.5 million in 2000. The CEO of Georgia-Pacific, A.G. (Pete) Correll, is a member
of our Board of Governors.

An independent appraisal of the property was conducted prior to our purchase to establish its
fair market value. Georgia-Pacific agreed to sell the property for $1 million less than fair market
value. Mr. Correll did not participate in the actions of the Board on this acquisition.

The article describes the property by saying “much of it stripped of trees by clear-cutting.” The
parcel in question is now part of Cat Island National Wildlife Refuge. In a 2000 Congressional
hearing on the establishment of the refuge, the Chief of Refuges for the U.S. Fish and Wildlife
Service pointed out that this parcel “supports one of the highest densities of virgin bald cypress
trees in the Nation. Many of these trees are estimated to be between 500 and 1,000 years old,
and they include the nation’s largest bald cypress tree, which is 17 feet in diameter and has a
circumference of 53 feet. Overall, the forested wetlands typical of Cat Island represent one of
the most valuable and productive wildlife habitat types in the United States.”

Georgia-Pacific —
Roanoke River, North Carolina

The Post cites the Conservancy’s joint management agreement in 1994 with Georgia-Pacific as

“the Conservancy helped Georgia-Pacific manage environmental risks arising from its logging
along North Carolina’s Lower Roanoke River.” This agreement with Georgia-Pacific set aside
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21,000 acres of Georgia-Pacific-owned land in the Lower Roanoke River landscape. Under
terms of that agreement, two biologically significant areas exceeding 6,000 acres were
permanently placed off limits to logging. The rest could be logged selectively by helicopter but
only with the joint approval of Georgia-Pacific and the Conservancy. Since that agreement, no
logging has occurred except on three demonstration plots totaling fewer than 40 acres where
logging preceded the 1994 agreement. When the paper company approached the Conservancy to
change the easement to make logging easier, we declined. On January 21, 2003, all 21,000 acres
were donated by Georgia-Pacific to the Conservancy’s North Carolina chapter.

Orvis Services Company —
Jefferson County, Florida

The Post mentions the Conservancy’s purchase of an easement from The Orvis Services
Company. Orvis owns a 1,622-acre property in Jefferson County, Florida. This property
contains important habitat for the imperiled red-cockaded woodpecker, a species that the
Conservancy has targeted for conservation action throughout its range. The Conservancy’s Red
Hill Conservation Area plan identified these lands as a high protection priority, both because of
the high quality of the habitat and increasing fragmentation of the surrounding landscape. An
outside appraisal placed a fair market value on a conservation easement for the property at
approximately $1.3 million. Orvis agreed to sell the Conservancy a conservation easement for
50 percent of the fair market value, or $649,000. The Conservancy’s Florida chapter then
acquired the easement.

Composition of the Board of Governors

In the Post's quest to portray our Board of Governors as unduly influenced by Fortune 500
companies, the series overlooked a number of well-known scientists and others from academia
who serve on the Board. They include John Fitzpatrick of Cornell University, Joy Zedler of the
University of Wisconsin, Joel Cohen of The Rockefeller and Columbia Universities, Fran James
of Florida State University and Bill Murdoch of the University of California. Esteemed
biologists such as E.O. Wilson of Harvard and Dan Simberloff of the University of Tennessee

have also served on the Conservancy's Board in the past. Of the corporate leaders who do serve
~ on the Board, they serve enthusiastically as individuals, not as representatives of their particular
businesses.

Conservancy Action

The Conservancy has in place a conflict-of-interest policy that covers insiders such as Board of
Governors, chapter trustees and staff, and the circumstances under which they must recuse
themselves from decision-making. At its June 2003 board meeting, the Conservancy is
conducting a thorough review of its existing conflict-of-interest policies affecting members of
the Board of Govemnors, trustees and staff.
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COMPATIBLE DEVELOPMENT
AND RESOURCE EXTRACTION ACTIVITIES

We are committed to seeking innovative conservation strategies that are aligned with our values.
No one organization, or even a combination of all conservation organizations, has the financial
resources to simply buy up all the world's most important wildlife habitat and fragile landscapes.
Instead, we must find ways to work with private and public landowners and local communities to
balance biodiversity conservation and sustainable, ecologically compatible economic
development. Over the years, we have launched ventures ranging from sustainable logging to
ecotourism. Of these many innovative experiments — often the first of their kind — some have
succeeded; others have not. Such is the nature of innovation.

The Post series alleged that the Conservancy engages in resource extraction activities on
ecologically sensitive lands at the risk of the species we seek to protect. The Conservancy is
committed at every level of our organization to putting biodiversity protection first, while
exploring innovative ways to achieve conservation goals.

The Post mis-states that "the Conservancy is best known for acquiring tracts of wilderness." But
protecting wilderness is nof our mission. Wilderness, as defined by the Wilderness Act of 1964,
is "recognized as an area where the earth and its community of life are untrammeled by man,
where man himself is a visitor who does not remain." Some places we do protect for their core,
pristine and often wilderness values. But we also look to the larger landscape and the ability of
this landscape to buffer core natural areas and to sustain communities of people.

Most of the landscapes in which we work are "working landscapes;" they have hosted logging,
grazing and farming for generations. We and our partners have found compatible development
to be a valuable conservation tool in these landscapes when used effectively. Some of our
innovative efforts, however, have failed. We acknowledge our mistakes and have tried to learn
from them, adapting and changing course when necessary. Of all the thousands of projects that
have proven successful for the Conservancy, the Post not surprisingly chose to focus on three
projects that appear problematic and questionable at face value.

Texas City Prairie Preserve, Texas

Attwater’s prairie chickens are on the brink of extinction due to the loss of their habitat, a small
remnant of which is the Conservancy’s Texas City Prairie Preserve, near Galveston. The natural
life span of this bird is only about four years. Attwater’s prairie chicken populations have
fluctuated greatly in the past few years, always gradually diminishing; their existence is
precarious.

Oil and gas were produced at the Texas City site for some 50 years before the Conservancy
created a preserve there. Since this site was donated to us, we have substantially improved the
habitat, including control of invasive species that had degraded the bird's habitat. Our
production of natural gas on the preserve began only after a review by the U.S. Fish and
Wildlife Service that included their recommendations on preventing adverse impacts to the
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Attwater's prairie chicken. Those recommendations were made contractual requirements in
our drilling agreements with private contractors.

Our staff and independent scientists have confirmed that the protection of the Attwater’s

prairie chicken has not been compromised by our decisions regarding oil and gas activity.

Small remnant populations such as this one eventually disappear because they are simply not
large enough to cope with the vagaries of their genes (which are inbred), their demography (it

is typical for numbers to fluctuate widely) and their environment (which is subject to
devastating hurricane damage). We regard the Texas City Prairie Preserve as a temporary home
for the prairie chickens, until they can be reintroduced to a larger, more suitable habitat.

The only remaining large areas of prairie chicken habitat are on privately owned lands, and
convincing landowners to cooperate with a reintroduction will depend on demonstrating that the
needs of the Attwater's prairie chicken can be compatible with cattle ranching and oil and gas
extraction, as is being done at Texas City. The scientist cited by the Post, Dr. Stanley Temple,
supports continuation of oil and gas activity at the preserve, provided the funds are allocated
exclusively to the management of the site and to the protection of prairie chickens at other sites.
This is the course we are pursuing. The funds raised by natural gas recovery at the preserve

represent the only significant private funds supporting Attwater’s prairie chicken recovery
efforts.

In fact, Dr. Temple believes the Post distorted his conclusions and the tenor of the report he
issued about the Texas City prairie chickens. In a letter to the Post following publication of the -
series, Dr. Temple wrote: "Over my career as a professional conservation biologist, I have
developed a keen sense of when I am being used by a reporter who is writing a hatchet job with
selected quotes that bolster a preconceived story-line while ignoring my main conclusions.... The
management of the prairie chicken population at the Texas City Preserve is at best a holding
action, maintaining the birds under challenging conditions until the Conservancy can eventually
reintroduce the birds to a larger area of suitable habitat elsewhere within their former range.
That's the Conservancy's long-range plan, and it's a good one that I endorsed wholeheartedly."

Texas City offers only a tiny pocket of habitat for the prairie chickens surrounded by heavy
industry, with little opportunity for expansion of the preserve. The Conservancy has, therefore,
looked for additional habitat for the birds — working with private landowners in‘an area known as
the Refugio/Goliad Prairie in South Texas. The potential habitat there is on private land and will
require intensive restoration before it is suitable for the release of captive-bred birds.

Discussions are under way with interested private landowners to initiate habitat restoration
efforts.

There is no way to know with certainty whether activity to retrofit a gas pipeline at Texas City

Prairie Preserve in 1999 contributed to the deaths of 17 captive-bred Attwater’s prairie chickens

that were released on the preserve. However, only seven of these birds actually were released in
November.

According to records from the U.S. Fish and Wildlife Service, 10 juvenile Attwater’s prairie
chickens were released on the preserve on Sept. 13, 1999. All but one of those birds died within

10
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30 days, and the final bird had died by 180 days after release. July and August are considered
optimal times to release this species into the wild, yet factors such as weather (a severe drought
that year made natural food scarce), the presence of predators and the number of birds released
all effect the survival rates of the birds. An additional release of seven captive-bred birds took
place on Nov. 3, 1999, also without any of those birds surviving.

It is interesting to note that in that same year, 47 birds were released in August at the Attwater
Prairie Chicken National Wildlife Refuge, with only three of those birds surviving to May 1.
In 1998, before the Conservancy commenced its drilling operations at the preserve, none of the
Attwater prairie chickens released on the preserve survived.

It should be recognized that oil and gas extraction have been going on at this site for at least 50
years, with far fewer restrictions in place than the Conservancy’s drilling operation. As Dr.
Temple said in his report, “... the birds have persisted there even when the property was

managed by previous profit-seeking owners not nearly as sensitive to the needs of the birds as
TNC has been.

At Texas City, we believed we were extracting natural gas from a reservoir in which the
Conservancy was the only leaseholder. We later learned that this reservoir was situated
differently than we first believed, and that revenues should have been assigned in part to the
Conservancy and in part to other leaseholders. When this issue was brought to the attention of
our president, he took immediate steps to rectify the situation and settled with the other
leaseholders for $10 million. No donor funds were used in the settlement; the settlement is
funded by the oil and gas revenue and by insurance. '

We readily admit we made mistakes at Texas City. We relied heavily on the advice of an
advisor, as our expertise is in conservation, not oil and gas exploration. It was uncharted
territory for us. We also miscalculated the public perception of our well-intentioned actions at
the preserve: Things looked worse than they were, given the complexities of the birds' chances
of survival and the drilling operations.

Virginia Coast Reserve, Virginia

The Virginia Eastern Shore is one of the largest intact, undeveloped coastal landscapes
remaining on the Atlantic seaboard, due largely to more than 30 years of innovative and steadfast
conservation efforts by the Conservancy and our many partners and supporters. We have
engaged dozens of partners in our efforts: towns and local communities, farmers, fishermen,
nonprofit organizations, universities, foundations and companies. To protect such a vast system,
encompassing 14 barrier islands and mainland-side marshes, creeks, fields and forests, we have
experimented with many economic development projects designed to address a daunting
challenge: How to help communities create much-needed economic opportunity while protecting
the ecosystem and critical habitat for migratory birds and other creatures.

Since February 2002, the Conservancy has been updating its conservation plan for the entire
Virginia Eastern Shore based on Conservation by Design, the Conservancy's strategy for guiding
conservation results everywhere we work. The resulting action plan includes more than 30

11
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strategies designed to increase the Conservancy’s effectiveness. These strategies are intended to
enhance both operations and conservation — from positioning the program on more sustainable
economic footing, to protecting more bayside habitats, to addressing the complex needs of
migratory birds and marine animals.

As we have forthrightly admitted long before the Post series was published, we have made some
mistakes at the Virginia Coast Reserve. Because it was a model project for us, one from which
all of the Conservancy would learn and emulate, we were perhaps too eager to demonstrate
success there and so were not as objective as we should have been. It was the only Conservancy
program allowed to operate outside the state chapter structure, and as result we allowed this
situation to persist too long without taking corrective measures. We also let foundering projects
such as the Virginia Eastern Shore Corporation (VESC) continue without addressing their
problems and failures. It's not that we should have avoided experimentation; we launched these
efforts in good faith to accomplish conservation objectives. But we should have been more
circumspect in assessing our work and halting work that was not yielding good results.

When Steve McCormick became president in 2001, he initiated a thorough overhaul of the
Virginia Coast Reserve, part of a wider organizational change effort aimed at correcting
deficiencies and improving the way the Conservancy worked. The management of the Virginia
Coast Reserve was brought under the Virginia chapter oversight. And after a programmatic
analysis and internal audit, we began to develop new management plans and to reduce the
reserve's debt.

The Post cited the Conservancy's "liabilities of $24 million" as a result of VESC. In reality, $18
million of the Conservancy's investment was in land on the Eastern Shore; that debt has been
reduced to $4 million over the past two years through the sale of seaside farms whose
development potential has been restricted through conservation easements. Between $3.5
million and $5 million was the investment lost on operations and the Cobb Island Station
venture. An independent report by the Corporation for Enterprise Development, requested by
the Conservancy, explains the failure of the VESC and lessons learned. The report is available
online at: http://www.cfed.org/sustainable economies/econDev/VESC_full report.pdf.

Conservancy Action

We have suspended any new resource extraction activities on Conservancy lands pending an in-
depth review to ensure that these activities are fully compatible with the needs of rare and
threatened species and do not jeopardize the conservation values we are dedicated to protecting.

In addition, we began acting on the mistakes at Texas City and the Virginia Coast Reserve before
the Post began looking into these projects. At Texas City, we are implementing the
recommendations of a scientific review conducted by Dr. Stanley Temple. At the Virginia Coast
Reserve, we are following the findings of an internal audit conducted in 2002. In both places, we
have new leadership in place, with new management plans evolving.
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CONSERVATION BUYER PROJECTS

The Post series' portrayal of the important and well-recognized role of conservation easements

(and conservation buyer projects in particular) in saving critical habitat was fundamentally
inaccurate and flawed.

A conservation easement is an agreement between a landowner and a private or public
organization in which the landowner agrees to sell or donate certain rights associated with his or
her property — often the right to subdivide and develop — and the organization agrees to hold
those rights in trust. There restrictions are legally binding in perpetuity. Because use is
restricted, land subject to a conservation easement is worth less on the market than comparable
unrestricted and developable parcels. Land trusts around the country rely on thls mechanism as
an effective, efficient way of protecting open space and natural areas.

In recent years, the Conservancy has bought land in critical conservation areas (including land
that buffers and surrounds core natural areas), placed conservation easements on the land, and
then resold the restricted property. We refer to this as a "conservation buyer" project. It was
misleading of the Post to suggest that the Conservancy sells these properties "at a loss." In every
case, we retain valuable development rights that have been established over two decades of case
law as having real value. In every case, the purchasers of these properties gave up valuable
rights to subdivide or otherwise develop the lands in perpetuity.

There are generally four types of conservation buyer transactions.

¢ In the first transaction, the Conservancy purchases a property and places a conservation
easement on it. The conservation buyer pays a price over and above the value of the
restricted land (typically the same price the Conservancy paid for the property before the
easement was imposed), allowing the Conservancy to recover its entire project costs.
The conservation buyer, under the tax law, may then take a charitable tax deduction for
the difference between the appraised value of the easement-restricted property and the
amount the conservation buyer paid to the Conservancy.

e In the second type of transaction, the Conservancy purchases a property, places a
conservation easement on it, and resells the land to a conservation buyer at a lower fair
market value reflecting the restrictions of the easement. The fair market value of the
property is lower because the property is now worth less due to the permanent, restrictive
conservation easement placed on the property by the Conservancy. The Conservancy
then raises private funds from other sources to cover the remainder of the cost of the
original transaction.

o In the third type of transaction, as in the example above, the Conservancy purchases a
property, places a conservation easement on it and resells the land to a conservation
buyer at a lower fair market value (again, reflecting the reduction in the fair market value
due to the placement of the conservation easement on the property). In this third type of
transaction, the conservation buyer makes a tax-deductible charitable donation to the
Conservancy in the amount of the difference between the Conservancy’s cost and the
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conservation buyer’s purchase price. Donations such as these enable the Conservancy to

facilitate land conservation by private landowners without spending government or
donated funds.

¢ In the fourth type of transaction, the Conservancy purchases a property and sells the
property to the buyer for full fair market value. As a condition of the sale, the buyer
grants to the Conservancy a nominal (but legally enforceable) option to buy back a
conservation easement over the property. At a later point in time the buyer either donates
the conservation easement to the Conservancy, or in the alternative, the Conservancy
exercises its right to buy the conservation easement. ’

All these methods have the same conservation impact — reducing the development threat forever
— and the same tax impact, allowing an individual or individuals to take a tax deduction for -
permanently reducing the value of the land in order to protect important natural values. In every
case, the value of the land before and after the restriction is established by professional, -
independent appraisals. ’

As it became clear there would be questions about the mechanics of conservation buyer
transactions, the Conservancy asked a leading charitable giving tax advisor and attorney to
review the various ways these transactions are structured. His analysis concluded that under tax
law, the buyer in these cases is entitled to a federal income tax deduction. To review his
analysis, go to http://nature.org/pressroom.

For all conservation buyer projects, the Conservancy obtains independent documentation of
land values and the impact on those values of the permanent restrictions on development
imposed by those easements. In any event, under tax law, the buyer is required to support
any tax deduction with an appraisal as well.

Conservation buyer projects are only a small part of our habitat conservation activities. Since
1990, the Conservancy has completed more than 15,500 conservation land transactions — direct
purchases, easements and others. Of those, 270 parcels of land were sold to conservation buyers;
approximately 20 involved trustees or staff.

The Post series also repeatedly mischaracterizes the lands involved in conservation buyer
transactions. On Martha's Vineyard, for example, the land sold to a conservation buyer has been
farmed since the 1700s; it is not "pristine beach and grasslands." In fact, there are no beachfront
lots. For our conservation efforts, which aim to restore grasslands long since lost to the plow,
the conservation buyer parcels are buffer land — land surrounding the core areas we intend to
restore to a natural, native grassland. The series overlooks our motivation for engaging in these
transactions in the first place: These lands are not environmentally sensitive, but they buffer
places that are.

Martha’s Vineyard, Massachusetts

In July of 2001, The Nature Conservancy purchased one of the largest unprotected pieces of
open space on Martha's Vineyard — the 210-acre Herring Creek Farm. The project enables the

14

65



Conservancy and its partners to restore the globally rare sandplain grassland habitat that is
characteristic of Martha’s Vineyard, and to prevent a 33-lot subdivision originally approved
for the property. Because land on Martha's Vineyard is some of the most expensive and coveted

real estate in the country, we needed to work with buyers having significant resources to protect
this land.

The Herring Creek Farm property originally was of interest to the Conservancy because of its
close proximity to Katama airfield. (Katama is an excellent example of existing sandplain
grasslands, and we have an agreement to manage the land of this grass-strip airfield.) By
restoring the farm fields of Herring Creek Farm to their native condition, the Conservancy is
expanding this rare habitat to create a better functioning, less fragmented ecosystem. This is
especially beneficial to animals that require large spaces to forage and reproduce, like the
northern harrier, a species of hawk. Once restored, the grassland and beachfront habitats at
Herring Creek Farm will support rare local bird species like the grasshopper sparrow and
short-eared owl as well as rare native plants such as the Nantucket shadbush and bushy
rockrose; 102 acres are permanently protected from development.

This approach meant limited new development, but not on “pristine beach and grasslands.”
Rather, the conservation easement prohibits any beachfront development, and no more than
six new homes may be constructed on former farm pasture and previously cleared land
nearby (significantly less than the approved 33). None of the new home development may
occur on actual sandplain grasslands, as inferred by the Post article.

The Conservation Commission of Edgartown and the Conservancy jointly hold the conservation
restrictions that apply to all current and future owners on the land. As a result of the
conservation restrictions, the number of new houses to be built on the land is limited to six, none
of which are sited in the sensitive restoration area. Currently, one new home is actively under
construction.

An editorial in the Vineyard Gazette reveals local opinion: "The [Herring Creek] farm sale
agreement brings peace and an important close to more than a decade of political warfare and
lawsuits between developers and conservationists over this sensitive farmland...." The editors
went on to recognize the Conservancy and "its critical conservation buyers" for their "supremely
important role in the agreement and in the future conservation stewardship of this treasured piece
of the Vineyard."

Shelter Island, New York

The Conservancy’s Mashomack Preserve on Shelter Island, off the east end of Long Island, New
York, is a natural area of 2,039 acres that encompasses several diverse habitats necessary for the
survival of many species of plants and animals, including sensitive neotropical migratory
songbirds and four rare plants.

The 9.38-acre Thompson Hill property is adjacent to the Mashomack Preserve. The property
contains bluff frontage and shoreline; steep slopes run down to a pristine creek and tidal marsh
that are part of the preserve. This tidal marsh is habitat for several species listed as threatened by
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the state. Conservancy scientists determined that while it was not necessarily important to own
the Thompson Hill property as part of the preserve, it was important to protect the hillside from

development to prevent runoff that would adversely affect the salt marsh and other natural
resources.

In the 1990s, when the owners of the property expressed serious interest in selling the property,
the local chapter of the Conservancy did not have resources necessary to purchase the Thompson
Hill property outright, so the Conservancy was pleased when the owners agreed to work with the
organization to find a conservation buyer who would agree to forego intense development. The
Conservancy found two conservation-minded couples who were interested in buying the
property from the original owner. (The property was also listed with a local realtor.) After both
couples learned of the very restrictive conservation easement, only the ultimate purchaser
remained interested. The Conservancy bought the property for $2.1 million and placed an
easement on it. Independent appraisals calculated the value of the property with the easement to
be $500,000. The Conservancy then sold the easement-restricted property for its appraised value
of $500,000. The buyers were a husband and wife: The husband was a former trustee of our
South Fork/Shelter Island chapter and his wife is a current trustee of the Mashomack Advisory
Board, as she was when the transaction took place. The new owners made a contribution of $1.6

million to the Conservancy that allowed the Conservancy to reinvest its resources in priority
protection projects elsewhere.

As a result of this transaction, the Conservancy was able to safeguard the long-term heath of our
Mashomack Preserve and the important ecological features of the Thompson Hill property by
reducing the number of buildable lots from four to one. The new owners received a tax
deduction for their cash contribution, and the Conservancy — and the public — are assured that
environmentally important permanent restrictions are in place limiting the owners’ rights and the
rights of future owners to develop this property.

Garrard County, Kentucky

The Conservancy has preserved some 2,000 acres in the Kentucky River Palisades of Garrard
County. The palisades, majestic limestone cliffs rising out of the river, are part of a landscape
that harbors more rare plants than any other place in the Bluegrass Region. Farmland adjacent to
the Conservancy’s preserves came on the market in 2000. Although no rare species existed on
the farmland, the lands were nonetheless ecologically significant and valuable as a buffer
between core preserves and areas of more intense land use. More, the owner had indicated he
planned to develop the property with a large number of mobile homes.

To find buyers for this farmland, the Conservancy advertised its conservation buyer projects
in the Kentucky chapter newsletter and consulted its database of more than 100 conservation-
minded people who had expressed an interest in purchasing land, should the opportunity arise.
Lisa Estridge was among this group, as she had first contacted the Conservancy in 1998 about
buying an unrelated property. The Conservancy contacted Ms. Estridge to determine whether
she was interested in the farm property. We also showed the same property to more than 10

other potential buyers. Ms. Estridge made the first offer to purchase a 146-acre portion of this
farmland.
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The Conservancy learned shortly before closing that Ms. Estridge’s father, Philip Reed, Jr., a
trustee of the Conservancy’s New Jersey chapter, would actually be purchasing the 146-acre
tract. Mr. Reed purchased the property subject to conservation use restrictions and paid
restricted use fair market value for the property as determined through an independent
appraisal. Mr. Reed made a subsequent contribution to the Conservancy that exceeded the
difference between the restricted use value of the land and the Conservancy’s purchase price.

Ken and Vicki Brooks purchased a 54-acre portion of the property subject to conservation
use restrictions. This parcel was shown to more than 10 other potential buyers before the
Brookses made an offer. They paid the restricted use fair market value of the property as
determined through an independent appraisal. The Brookses also made a charitable
contribution to the Conservancy that covered a substantial portion of the difference between
the restricted use value of the land and the Conservancy’s purchase price.

Northern Lake Huron, Michigan

The Northern Lake Huron shoreline was identified through the Conservancy’s ecoregional
planning process as a priority for protection. The U.S. Environmental Protection Agency and
Environment Canada also identified this shoreline as a critical Shoreline Biodiversity
Investment Area in a joint 1996 report. Thirteen species that are listed as threatened or
endangered rely on this habitat. More than 250 species of migratory songbirds and waterfowl
fly through this shoreline and use this habitat as a critical resting and feeding stopover site.

The property in the transaction described by the Post was slated to become a golf course and
condominium complex. Undeveloped Michigan shoreline property is valued between $300 to
more than $3,000 per waterfront foot. Without the help of conservation buyers, the
Conservancy would not have been able to protect this area. The Michigan chapter of the
Conservancy turned to a past chapter trustee for help. He said he would be the conservation
buyer of the property, sparing the chapter considerable time and cost in marketing the property.
The property was sold to him subject to conservation use restrictions for its restricted use fair
market value as determined by an independent appraisal. The buyer also made a substantial
charitable gift to the Conservancy.

Conservancy Action

The Conservancy has suspended all conservation buyer transactions pending a thorough review
of our policies and procedures for these transactions.
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EXECUTIVE COMPENSATION

The Post questioned the compensation arrangements for President and Chief Executive Officer
Steve McCormick. Although his compensation is comparable to that for CEOs of other large
charities, this became an issue because we made a mistake in reporting the details of a home loan
that was offered to Mr. McCormick as part of a compensation package when he was recruited to
lead our organization. We made mistakes in reporting accurate information regarding Mr.

McCormick’s salary to the Post. There was never any intent to mislead the Post, and we regret
the error.

Mr. McCormick’s compensation is set by the Board of Governors and is in proportion to that of
executives of similar-sized nonprofits.

The total amount of Mr. McCormick’s compensation for fiscal year 2004 (July 2003 through
June 2004) will be $360,000, plus standard Conservancy fringe benefits. This amount reflects a

voluntary 5 percent cut that he and the rest of the Executive Leadership Team took in light of the
current economic situation.

As part of a negotiated compensation package to encourage him to move from California to
Virginia, the Conservancy provided a home loan for $1.55 million with a 1-year adjustable
interest rate starting at 4.59 percent. (The rate of the loan was based on outside advice as to what
a market rate would be.) He has since refinanced the Conservancy loan with a commercial
lender and repaid the Conservancy’s loan in full.

Mr. McCormick’s total compensation for each year is listed on the Conservancy’s IRS Form

990, a form all nonprofits are required to file with the IRS. The 990 Form is available
at http://nature.org.

Conservancy Action

Until our Board of Governors takes a thorough review of our loan policies, we have temporarily
suspended any new loans to current or prospective employees.
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PRESIDENT’S DISCRETIONARY FUND

The President’s Discretionary Fund (PDF) was created in the early 1990s by former
Conservancy President and CEO, John C. Sawhill, who saw a need for a special fund to address
important organizational needs. Funding for the PDF came primarily from undesignated
bequests and other unexpected, unrestricted contributions.

Allocation of these funds was decided by the President after conferring with members of the
Board of Governors and assessment and discussion by senior management of high-priority
conservation needs. Projects that received funds through the PDF include NatureServe (the
former Natural Heritage programs), other science programs, the Conservancy’s endowment,
international programs, our Fundraising Management System software and a public education
campaign.

Steve McCormick abolished the PDF in fiscal year 2002 and replaced it with a much smaller
“Quick Strike Fund.” That fund received an initial budgeted allocation of $3.5 million. Due

to a decrease in revenues, it will likely disburse approximately $1 million to organizational
priorities this coming year.
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COMMITMENT TO SCIENCE

The Post's online sidebar about the Conservancy's science programs distorts the findings of our
External Science Review Committee and uses a personnel dispute in our Wyoming office to
create the false impression of an organization that is not committed to science.

The implication that we are moving away from our roots as a science-based organization could
not be further from the truth. Good science has always been and will remain our hallmark. We

use sound science to guide our actions, from deciding where to work, to the methods we employ
to conserve ecosystems and target species.

The online sidebar quotes extensively from the report of the Conservancy's External Science
Review Committee, which we commissioned in 2000 to ensure that our science capacity was
sufficient to meet the organization's changing needs for conservation science. We turned to
outside, independent scientists to help us evaluate our organization's science capacity and
implementation. The Post cited the report's negative comments, but none of its positive
comments. The Post selectively plucked quotes from the staff survey while skirting the far more
complex and substantive issues raised in the review. '

After the report was issued in 2001, newly appointed President Steve McCormick acted quickly
to make changes recommended in the report. These changes have been difficult in some cases,
and some good scientists left the organization as a result of the uncertainty change always brings.
To view the report of the External Science Review Committee, go to
http://www.conserveonline.org/2001/06/b/exsciencereviewweb

To address some of the erroneous and misleading points made by the Post:

¢ Publishing by Conservancy scientists is encouraged by the organization's leadership. In
the past year, the rate of publication has more than doubled. Since Steve McCormick
became president, papers written by Conservancy scientists have appeared in prestigious
journals such as Science, Nature, Ecological Applications, Bioscience and Conservation
Biology.

e There is no "thought police" at the Conservancy. Although papers submitted for
publication are reviewed by peers, there is no mechanism or policy by which anyone can
control what a Conservancy scientist says in his or her publication.

e Among the large research projects funded in FY03 is a study examining the impact of

grazing on biodiversity. We do not avoid candid assessments of contentious issues such
as this.

¢ The Conservancy is leading the way among conservation organizations in documenting
the implications of climate change for existing conservation projects. We do not avoid
this topic in our research or conservation plans.
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¢ The vast majority of Conservancy scientists and science talent and innovation is in the
field — not at our Worldwide Office in Arlington — spread throughout all 27 countries in
which we work. The dispersing of scientists in the field is a deliberate management
strategy for better connecting science to conservation work.
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LEARNING FROM THE CRITICISM

Despite our collective disappointment and frustration over the lack of balance in the Post series,
we realize that it raises some. valid questions for our organization. We have not been as sensitive
as we should have been about how things were perceived by others not familiar with our
conservation methods. We do take it seriously when someone questions our oversight, judgment
and integrity, and we are committed to changing practices that do not live up to our mission and
values. What we should be judged by is not whether we made mistakes, but how we learn from
them and how we ensure that our most serious errors are not repeated.

More than a year ago, we began a thorough internal audit of our policies and procedures as part
of our commitment to our members to be leaders in nonprofit management. The June meeting of
the Conservancy's Board of Governors will be dedicated to a full discussion of governance issues
generally, as well as the issues outlined by the Post. Our intent is to review and where necessary
change our policies and procedures to ensure that we meet the highest standards of public
integrity and sound conservation science in all of our activities. We will be aided in that review
by a number of independent and highly regarded outside experts.

Pending the outcome of the Board review, which may extend beyond the June meeting, we have
temporarily suspended the following practices:

All new conservation buyer transactions;

All new resource extraction activities at Conservancy preserves;
All new cause-related marketing partnerships; and

Any new loans to current or prospective employees.

In addition, we began resolving problems at Texas City and the Virginia Coast Reserve before
the Post series ran. At Texas City, we are implementing the recommendations of a scientific
review conducted by Dr. Stanley Temple. In both places, we have new leadership in place, with
new management plans evolving.

We will certainly focus on the Post's specific charges. But our intent is to conduct a thoughtful
and wide-ranging review to ensure that the Conservancy's actions are in every case consistent
with our mission. We will pay close attention to how we engage and work with our Board and
chapter trustees, as well. We know any self-examination of our organization can only make us a
stronger, more resilient force for conservation.

We are proud of our record of on-the-ground results. In the past two years — the length of time of
the Post's investigation — we have protected more than 2 million acres, an area the size of
Yellowstone National Park. We believe that our record of innovation, of working with the
private sector, private landowners, government and the environmental community to achieve
science- and market-based solutions to conservation, is an important contribution to a pressing
global issue. We are especially grateful to the more than 1,500 distinguished Americans who
volunteer without pay as our trustees.
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Our work depends on the trust placed in us by our donors, members, volunteers, partners and the
public. We recognize our responsibility to earn that trust every day, through all of our actions.
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