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INTRODUCTION
In October 2000, the U.S. Fish and Wildlife Service (the Service) published a proposed rule to designate critical habitat for the Bay checkerspot butterfly (Euphydryas editha bayensis) under the Endangered Species Act of 1973, as amended (the Act).  Because the Act also calls for an economic analysis of the critical habitat designation, the Service released a Draft Economic Analysis of Critical Habitat Designation for the Bay Checkerspot Butterfly (hereafter DEA) for public review and comment in February 2001.
    

After considering the public comments on the proposed rule, the Service made revisions to the critical habitat designation for the Bay checkerspot butterfly (hereafter "butterfly"). This Addendum addresses the implications of these revisions for the conclusions in the DEA, and presents revised estimates of economic impacts where appropriate.  Public comments specific to the DEA were also considered in preparing this Addendum.  

In summary, the revised estimates for the DEA presented here result from:

(
Changes to the area of the critical habitat designation, and

(
Public comments on the DEA itself.

REVISIONS TO THE DRAFT ECONOMIC ANALYSIS
The following sections describe the implications of changes in the revised critical habitat designation, public comments, and additional research on the analysis presented in the DEA.  Section numbers and specific paragraph numbers presented in the headers of this addendum refer to the section numbers of the DEA.  

Executive Summary–Proposed Critical Habitat

One commenter noted that paragraph 7 of the DEA incorrectly states that all of the proposed critical habitat acreage in the draft rule is occupied by the butterfly.  In fact, 3 units of critical habitat  have uncertain occupancy by the species at present (Jasper Ridge Unit, San Bruno Mountain Unit, and Communications Hill Unit).  The uncertainty of occupancy by the butterfly within these three units was correctly characterized and considered within the main body and analysis of the DEA, but incorrectly stated within paragraph 7 of the DEA.
Critical Habitat Units, Section 2

The Service has revised the critical habitat designation to address the concerns of several commenters.  Specifically, the Service adjusted the boundaries of five of the proposed critical habitat units (Kalana Hills Unit, Kirby Unit, Morgan Hill Unit, Metcalf Unit, and Silver Creek Unit) to cut out urban areas or exclude lands lacking the primary constituent elements for the butterfly.  In total the proposed acreage for critical habitat for the butterfly has been reduced by 2,276 acres in the final critical habitat rule.  The total revised acreage for butterfly critical habitat is 23,907 acres.  

Relevant Baseline Information, Section 2–Overlap with Other Listed Species
Paragraph 35 of the DEA states “...the butterfly lies within the critical habitat for a number of other federally listed species.”  One commenter correctly noted that while habitat for the butterfly overlaps habitat for several other listed species, no other designated critical habitat overlaps with the proposed critical habitat for the butterfly.
Categories of Economic Impacts, Section 3.1.1
The DEA defines the potential economic impacts that could be attributed to the designation of critical habitat.  Several commenters suggested that critical habitat designation within the City of San Jose would lead to restrictions on future residential construction within the city, and would further exacerbate the city’s very tight housing market.  These commenters suggested that negative impacts to potential residential home buyers due to the tight housing market should also be included as an impact category.  While it is undeniable that San Mateo and Santa Clara Counties have a shortage of residential housing, there is no evidence that designation of critical habitat for the butterfly will either substantially delay or curtail the construction of residential homes in the area to a large enough extent to impact either availability or prices of new residences.

Potential Costs and Benefits Due to Critical Habitat, Section 3.3

The DEA employs a methodology for determining which land areas will have economic effects associated with the listing of the butterfly, and which lands will have economic effects attributable to the designation of critical habitat.  Based on conversations with Service biologists from the Sacramento Office, the DEA assumes that all potential economic impacts on activities taking place within areas occupied by the butterfly would be attributable to the listing of the butterfly, while impacts on activities taking place within the unoccupied units have the potential to be attributable to the designation of critical habitat.  For the unoccupied critical habitat units that support a current or reasonably foreseeable activity with a Federal nexus, the DEA estimates potential costs associated with the designation of critical habitat.  The possible economic costs include the costs associated with section 7 consultations and, project modifications.

Potential Costs And Benefits Due to Critical Habitat 

The DEA provides estimates of the number and costs of future formal consultations and associated project alternatives and mitigation measures.  These estimates are presented for each proposed unit of critical habitat.  Commenters on the DEA offered specific comments on only two of the proposed critical habitat units: the Kalana Hills Unit and the Communications Hill Unit.

Unit 6. Communications Hill Unit    A number of comments on the DEA were received stating that estimated costs associated with critical habitat designation within the Communications Hill Unit were understated.  Specifically, the commenters suggested that both mitigation costs and section 7 consultations costs would be substantially higher than reported in the DEA.

With regards to the issue of mitigation costs, the DEA estimated that given the City of San Jose’s specific plan, the Communications Hill unit will include between 2,500 and 4,000 new residential units, additional commercial activities, parks, and schools.  Based on this plan, the DEA estimated that between three and five large scale developments may take place on this unit and assumed that each of these development projects could entail a section 7 consultation.  The DEA noted, however, that it was not clear whether planned development would require a federal permit, which then could trigger a section 7 consultation.  The DEA also noted that several other federally protected species inhabit the area and as a result could trigger section 7 consultations regardless of butterfly critical habitat designation.  As a result the DEA most likely overestimated the number of section 7 consultations that would be attributable to critical habitat designation. 

Nonetheless, the DEA considered the potential cost of project modifications based on a recently completed consultation on a similar scale residential development project.  Based on this consultation, the most likely categories of project modifications would be preservation and restoration of on-site habitat and possible acquisition and preservation of off-site butterfly habitat.  Any potential mitigation measures associated with development on Communications Hill would, in addition to butterfly critical habitat, most likely include the endangered Santa Clara dudleya.  Therefore, any costs associated with these measures would likely also, too a large extent, be due to the endangered status of the dudleya and its presence on Communications Hill, and not solely to critical habitat designation for the butterfly.  Additionally, the occupancy status of the butterfly within the Communications Hill Unit is currently uncertain.  Should the butterfly be found to occupy the unit, many of the estimated consultation and mitigation costs associated with critical habitat for the butterfly in the DEA would actually be due to the listing of the species rather than the critical habitat designation.  For these reasons, we feel the estimate given for potential critical habitat related costs associated with project modifications on Communications Hill is reasonable.  However, due to uncertainty over whether the open space remaining on Communications Hill after full development would qualify as butterfly habitat, an alternative worst-case estimate of mitigation costs is developed in this addendum.  At the extreme, it could be envisioned that none of the remaining open space slopes would qualify as good habitat for the butterfly after development within the unit.  If this were the case, the on-site habitat preservation component of the mitigation would likely be replaced by additional off-site habitat preservation requirements.  In the case of the Ranch on Silver Creek Development Biological Opinion
, the sum of on-site and off-site habitat preservation requirements equaled 142 percent of the total residential and golf course development proposed.  The Communications Hill Specific Plan designates 220 acres of the hill for development.  Using the 142 percent estimate from the Silver Creek BO suggests that if no on-site habitat were preserved on Communications Hill, 312 acres of off-site habitat would need to be purchased to mitigate this loss.  This new high-end estimate compares to a maximum of 187 acres estimated in the DEA.  Using a cost per acre of $20,000 for off-site habitat
, the new high-end estimate of mitigation costs would be $6,240,000.  As noted above, this estimate is based on several assumptions: 1) the unit is unoccupied by the butterfly, 2) there are federal nexuses in all phases of development within the unit, 3) other listed species within the unit are not responsible for any of the potential mitigation costs, and 4) none of the open slopes called for in the San Jose plan for the unit qualify as butterfly habitat for mitigation purposes.  If any of these assumption were violated, the revised estimate presented above would likely significantly overstate actual mitigation costs resulting from critical habitat designation for the butterfly.

One concern of several commenters to the DEA was that consultation costs were severely understated in the case of potential consultations regarding development within the Communications Hill Unit.  Commenters to the DEA provided their own specific estimates of what consultation related costs would be within the Communications Hill Unit.  While the DEA provided an estimate of five consultations costing $10,000 each for a potential total cost of $50,000, commenters noted that specifically on Communications Hill costs to developers for a formal consultation could range from $75,000 to $100,000 due to the size and complexity of the proposed developments within the unit.  These higher cost estimates would include the costs of extensive biological surveys and assessments for the unit.  Due to the existence of other listed species within the unit, however, much of this survey work, and the consultation itself would already be required based on factors other than butterfly critical habitat.  Therefore, a substantial portion of the costs associated with these consultations most likely would also be attributable to factors or species other than the butterfly  critical habitat designation.  However, in recognition that the DEA may have underestimated the consultation costs on Communications Hill (due to the large scale of development planned for the hill), revised estimates of consultation costs are presented in this addendum. The revised estimates for these consultation costs are $50,000 per consultation (estimated as 50 percent of the maximum suggested cost of $100,000 to account for the impact of additional listed species within the unit) or a total of $250,000 for the five potential consultations. These costs are detailed in the revised impacts table (Table 3-3). 

Unit 7. Kalana Hills Unit   Several comments were received stating that the DEA mis-characterized the potential land use activities on the Kalana Hills unit by omitting future real estate development.  According the city of San Jose’s General Plan, portions of the Kalana Hills unit are zoned for future real estate development, which was overlooked in the DEA.  Because this unit is occupied and because real estate development in this area lacks any clear Federal nexus, it is unlikely that critical habitat designation would have any significant effect.  The final rule, however, has significantly modified this unit to withdraw the majority of lands considered suitable for development and as a result, it is not expected that real estate development activities will be impacted within this unit by critical habitat designation for the butterfly.

Revised Total Economic Impact.  The revised estimates described above affect the total estimated economic cost.  Table 3.3 details both the original estimates from the DEA of potential consultation and project modification costs associated with critical habitat designation for the butterfly, and revised estimates based on the revised final critical habitat designation and public comments on the DEA.

	Exhibit 3-3

SUMMARY OF POTENTIAL CONSULTATIONS AND IMPACTS WITHIN

 PROPOSED CRITICAL HABITAT FOR THE BAY CHECKERSPOT BUTTERFLY

	Land Owner
	Reasonably Foreseeable Activities and Land Uses within Proposed Critical Habitat
	Likelihood of New Consultations
	Estimated Number of Potential New or Reinitiated Consultations Con
	Expected Costs of Project Modifications (Original)
	Expected Costs of Project Modifications

(Revised)

	Stanford University
	Reintroduction of the butterfly within the Jasper Ridge Preserve
	Moderate to High
	1
	none to negligible
	none to negligible

	State & San Mateo County
	Habitat restoration and reintroduction of butterfly within the San Bruno Mtn. unit
	Moderate to High
	1
	none to negligible
	none to negligible

	Private
	Residential development within existing wetland areas of the Communication Hill unit
	Moderate to High
	3 to 5
	Up to $50,000 in consultation costs and between $960,000 and $3,740,000 in mitigation costs  
	Up to $250,000 in consultation costs and between $960,000 and $6,240,000 in mitigation costs  


     
The estimated mitigation and consultation costs for the proposed development of the  Communications Hill Unit (approximately $1.2 to $6.5 million for full development as outlined in the City of San Jose, Communications Hill Specific Plan), can be compared to the estimated value of the residential development proposed to be built within the unit.  At the current median housing price in San Jose ($441,000 as of January 2001, based on California Association of Realtors data), development of between 2,500 and 4,000 residential units on the hill would have a current market value of approximately between $1.1 and $1.6 billion.  Therefore, depending on the extent of mitigation required, and the actual final level of residential development within the unit, it is estimated that mitigation costs associated with critical habitat designation for the Bay checkerspot butterfly could range between 0.07 percent and 0.6 percent of the total value of future residential development within the unit (less than 1 percent of the total market value of the housing proposed to be built in the unit).

� Copies of the Draft Economic Analysis of Critical Habitat Designation for the Bay Checkerspot Butterfly are available by writing to the Field Supervisor, U.S. Fish and Wildlife Service, Sacramento, CA  Fish and Wildlife Office, 2800 Cottage Way, Sacramento, CA, 95825.


� USFWS Biological Opinion on “Formal Consultation on Nationwide Permit Modification for the Ranch on Silver Creek (Cerro Plata) Development, San Jose, Santa Clara County, California.” October 12, 2000 


� Personal communication, William Lyon Homes, Inc. January 2, 2001.
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