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INTRODUCTION
In May 1996, the U.S. Fish and Wildlife Service (the Service) listed the California Red-legged Frog (Rana aurora draytonii) as a threatened species in California under the Endangered Species Act of 1973 (the Act).  In addition, the Service published the proposed designation of critical habitat for the California red-legged frog (hereafter, "the frog") in September 2000 and opened a period of public comment until October 11, 2000 (65 FR 54892).  Because the Act also calls for an economic analysis of the critical habitat designation, the Service released a Draft Economic Analysis of Critical Habitat for the California Red-legged Frog (DEA) for public review and comment in December 2000.

The primary purpose of this Addendum is to update the DEA.  As such, the Addendum considers newly available information and revisits the assumptions and analytic conclusions presented in the DEA in light of the new information.  Public comments specific to the DEA are also addressed in this Addendum.  In addition, certain topics addressed in the DEA were revisited and additional data were gathered.  In summary, the revised estimates for the DEA presented here result from evaluation of the following:

(
Public comments on the DEA; and

(
Additional research conducted after publication of the DEA; and 

(
Adjustments to the critical habitat designation based on a refined mapping approach.

IMPLICATIONS OF COMMENTS AND REVISED ESTIMATES FOR THE DRAFT ECONOMIC ANALYSIS

The following sections describe the implications and revisions for the DEA based on a review of public comments, additional research, and possible refinements to the designation. When applicable, section references to the DEA are included.  This Addendum offers clarification and new information on the economic analysis.  Specifically, these sections address those comments that refer to potential economic impacts of the designation rather than broader policy issues or concerns over the biological approach.

 The Service intends to make adjustments to the critical habitat designation that was initially proposed.  Specifically, a reduction in the designation of urban centers is due to the availability, in the final determination, of more detailed GIS coverages that allow the Service to reduce the minimum mapping unit from 1 km to 100 m UTM
 grid squares.  This has resulted in more refined critical habitat boundaries that exclude many areas which do not contain the primary constituent elements for red-legged frogs.  In addition, some unit boundaries have been changed based on a re-analysis of issues brought up during the public comment period.

Relevant Baseline Regulations (Section 2.3.1. in DEA)
The DEA highlights the fact that section 404 permitting under the Clean Water Act is a common Federal nexus that links critical habitat areas for the red-legged frog to the Service under section 7 of the Endangered Species Act.  Because the constituent elements comprising frog critical habitat include riparian areas and other wetlands, a section 404 permit is currently required for many activities taking place in these areas.  This Addendum considers the significance of a recent Supreme Court ruling on the jurisdictional authority of the U.S. Army Corps of Engineers (ACE) over wetlands as it applies to critical habitat for the red-legged frog.   ACE has not yet issued formal guidance on an interpretation of this ruling, so the discussion below offers preliminary consideration of possible implications of the ruling, pending further instruction from ACE.

In Solid Waste Agency of Northern Cook County (SWANCC) v. U.S. Army Corps of Engineers (99-1178), the United States Supreme Court ruled that ACE exceeded its statutory authority under section 404 of the Clean Water Act by asserting authority over “an abandoned sand and gravel pit...which provides habitat for migratory birds.”  The implications of this ruling are that ACE’s jurisdiction over isolated wetlands, such as vernal pools, is potentially limited.  Wetlands included in areas designated as critical habitat for the red-legged frog, for example, include natural and manmade stock ponds which possibly would be considered "isolated" in light of the ruling, and which would therefore no longer be covered under the jurisdictional authority of section 404.  Even if stock ponds are no longer under section 404 jurisdiction, however, Service biologists indicate that a majority of projects taking place within the designation will likely still have a Federal nexus under section 404 due to the presence of creeks, streams, and other "connected" wetlands.  Hence, the Service does not anticipate that the ruling is likely to have significant bearing on the total number of section 7 consultations or other incremental economic impacts resulting from the designation.  

Socioeconomic Profile of Proposed Critical Habitat Areas (Section 2.3.2 in DEA)

Several parties pointed out that Exhibit 2-3 of the DEA contained erroneous population density data for the counties with land designated as critical habitat.  Exhibit A-1 below contains the correct figures for population density for the 31 counties with critical habitat for the frog.

	Exhibit A-1 (Revisions to Exhibit 2-2 in the DEA)

DEMOGRAPHIC DATA  FOR COUNTIES WITH 

PROPOSED CRITICAL HABITAT FOR THE CALIFORNIA RED-LEGGED FROG

	County Name
	Per Capita Income
	Population
	Population Density*
	County Name
	Per Capita Income
	Population
	Population Density*

	ALAMEDA  
	$32,130
	1,454,302
	3.087
	SAN DIEGO 
	$27,657
	2,911,468
	1.080

	BUTTE
	$20,838
	204,046
	0.194
	SAN JOAQUIN
	$20,813
	566,628
	0.626

	CALAVERAS
	$20,172
	38,476
	0.059
	SAN LUIS OBISPO 
	$24,807
	245,191
	0.116

	CONTRA COSTA
	$36,006
	930,025
	1.991
	SAN MATEO      
	$43,338
	730,029
	2.391

	EL DORADO 
	$27,046
	152,942
	0.139
	SANTA BARBARA
	$28,698
	414,155
	0.235

	FRESNO        
	$20,333
	805,005
	0.210
	SANTA CLARA
	$40,828
	1,736,722
	2.099

	KERN       
	$19,643
	658,935
	0.127
	SANTA CRUZ
	$31,302
	255,021
	0.893

	LOS ANGELES 
	$26,773
	9,884,255
	3.795
	SIERRA
	$23,175
	3,143
	0.005

	MARIN    
	$52,896
	249,671
	0.746
	SOLANO
	$23,724
	399,026
	0.748

	MARIPOSA
	$21,231
	16,143
	0.017
	SONOMA   
	$30,911
	450,057
	0.438

	MERCED
	$17,732
	210,138
	0.169
	STANISLAUS
	$21,136
	441,364
	0.458

	MONTEREY 
	$28,185
	399,304
	0.189
	TEHAMA 
	$17,600
	56,159
	0.030

	NAPA  
	$32,649
	127,005
	0.267
	TUOLUMNE   
	$20,082
	52,953
	0.037

	PLUMAS    
	$23,783
	20,341
	0.012
	VENTURA
	$28,711
	756,501
	0.635

	RIVERSIDE
	$22,451
	1,522,855
	0.330
	YUBA 
	$16,405
	60,711
	0.148

	SAN BENITO 
	$21,088
	49,791
	0.056
	

	* Note: Population density is measured in people per acre. 

Sources: Bureau of Economic Analysis, Personal Income by Major Source and Earnings by Industry,  http://www.bea.doc.gov /bea/regional/reis/ca05/, August 30, 2000.  All data are from 1999.

State of California, Department of Finance, City/County Population and Housing Estimates, 1991-2000, with 1990 Census Counts.  Sacramento, California, May 2000.

State Yellow Book, New York, Leadership Directories,  1994.


Population density indicates the degree to which a county is urban or rural, with more urban counties having higher population densities.  Six of the 31 counties have population densities greater than 1.0, indicating that they are highly urban areas, while seven counties have population densities less than 0.1, indicating that they are rural.  The remaining 18 counties have population densities that range from 0.1 to 0.9.  Los Angeles County has the greatest population density, and is therefore the most urban.  In contrast, Sierra County has the lowest population density and is therefore the most rural.

Multiple parties expressed confusion over information provided by Exhibit 2-3 in the DEA.  Specifically, commenters felt that presenting dollar values in thousands was unclear.  In this exhibit, the term “thousands” is a common labeling approach indicating that, in order to determine county-wide earnings, three zeros should be added at the end of the digits displayed in each cell of the given table.  The resulting values reflect actual county-wide earnings.  For example, the first cell in Exhibit 2-3 (total county earnings for Alameda county) reads $33,728,189.  To determine actual earnings in Alameda County, three zeros should be added to this term (as implied by "values in thousands").  The resulting amount will be $33,728,189,000, which means annual earnings in Alameda County equal over $33 billion.

Impacts of Critical Habitat Designation
Military Activities (Section 3.2.2 in Draft DEA)
Park Reserve Forces Training Area
The Parks Reserve Forces Training Area (RFTA) in Dublin, California submitted comments  pertaining to the DEA's description of the activities at the site.
  The RFTA is located in Contra Costa and Alameda counties, and provides training for not only the Army Reserve, but also for reserve and active components of the U.S. Navy, U.S. Air Force, and the U.S. Marine Corps.  State and local personnel may also undergo training at the RFTA facility.  The RFTA is concerned that construction projects planned on the facility may be delayed or modified by the critical habitat designation for the frog.  However, most of these projects are covered under the Endangered Species Management Plan for the frog, which was prepared in agreement with the Service.  Thus, any costs related to implementation of the management plan would have been incurred under the listing of the frog.  The DEA notes that additional consultations may result from upland training activities as a result of critical habitat designation; thus, the costs of these consultations have been incorporated within original cost estimates provided by the DEA.

Camp San Luis Obispo
Camp San Luis Obispo (CSLO) of the California Army National Guard submitted detailed comments describing their facility and proposed projects which would fall within critical habitat areas containing primary constituent elements for the frog. 

CSLO is a major California military training site with 5,320 acres of training lands, 900 buildings, 7 live-fire ranges, and 20 training areas.  Programmatic formal consultations for all on-going activities on the facility are being conducted with the Service. However, CSLO suggests that an additional five to ten formal consultations per year may be required for new and unplanned projects, based on three recent Biological Opinions addressing projects that may affect aquatic sites inhabited by the frog.  This estimate is based on an assessment of primary constituent elements on and around sites where the following projects are likely to take place: modification of a firing range and a combat pistol range, military housing, security fencing, bridge replacement and miscellaneous range upgrades.
  Estimates for the number of incremental consultations in Unit 21 account for the potential of consultations in this area.  These consultation cost estimates take into account biological assessment costs, administrative time, and related delays in project implementation.  In addition, the Service anticipates that any project modifications would be limited to timing restrictions on some projects to ensure that frogs moving through the area during a particular season are not affected.  Therefore, no additional costs are expected to be incurred by the military services located at CSLO. 

Highway Construction and other Infrastructure (Section 3.2.5 in DEA)
Angels Camp-Highway 4 Bypass Project
Multiple parties expressed concern that critical habitat designation for the frog could result in delays and increased costs for the Angels Camp-Highway 4 Bypass project in Calaveras County.  The California Department of Transportation (Caltrans) is undertaking this road-construction project, using funds from the Federal Highway Administration.  Currently, the project is undergoing review under the National Environmental Policy Act (NEPA).  The Service indicates that critical habitat designation should not affect construction of the bypass because the project is taking place in an area that is not included within the boundaries of the designation.  Therefore, critical habitat designation should not have any economic impacts on the construction of the Angels Camp-Highway 4 Bypass.

Calabasas Landfill
Personnel from the Sanitation Districts of  Los Angeles County express concerns that critical habitat designation may have impacts on the operations of the Calabasas Landfill.  This 500-acre facility is located within the boundaries of the Santa Monica Mountains National Recreation Area and requires operations permits from the National Park Service.  Staff from the landfill believe that critical habitat designation will increase the regulatory burden associated with running the facility and will thereby reduce the operating capacity of the landfill.  In the past, however, the facility has conducted biological surveys for the frog, but neither the species nor the primary constituent elements have been identified.  Furthermore, staff from the Santa Monica Mountains National Recreation Area report that it is unlikely that any additional consultations will be required for the landfill as a result of the critical habitat designation because the facility lacks the primary constituent elements that would be necessary to trigger a consultation.
  Therefore, it is unlikely that critical habitat designation will lead to any new consultations for the Calabasas Landfill. 
Grazing and Farming Activities (Section 3.2.17 in DEA)

Several comments were received from the agricultural sector (i.e., farming and grazing) expressing concerns about the extent of project modifications that may occur due to the critical habitat designation.  In addition, estimates of impacts due to project modifications on grazing land elicited responses and additional information from both public and private stakeholders.  

Grazing on Public Lands
The California Cattlemen's Association (CCA) expressed concerns about the impact of project modification costs on ranching activity.  Specifically, the CCA is interested in the potential for impacts to small ranchers who graze on public lands and asked for clarification as to who will eventually bear the cost of any project modifications.  According to the Director for Range Management for the U.S. Forest Service (USFS), the costs for project modifications resulting from the section 7 consultation process are usually funded through the Range Betterment Fund.  This fund receives monies from permit fees as well as separate Federal funding to meet any additional needs.  Ranchers may be asked to provide labor for project modifications such as fencing while the capital cost of equipment is typically provided through the Betterment Fund.  The USFS may decide, on a case-by-case basis, to also fund the labor required for a particular project modification.
 

Grazing on Private Land
Several commenters felt a Federal nexus may exist for ranching activity taking place on private lands through funds provided by the Natural Resources Conservation Service (NRCS), a division of the U.S. Department of Agriculture.  This potential nexus is usually established through programs such as the Environmental Quality Incentives Program (EQIP).  Under EQIP, farmers and ranchers have access to financial, educational and technical assistance to facilitate conservation measures, including funds to offset the costs of conducting section 7 consultations and associated project modifications.  Most projects receiving funding under EQIP are themselves designed to facilitate conservation measures (e.g., provide alternative water sources for cattle) that will improve frog critical habitat.
  Hence, grazing and related activities taking place on private ranch lands are not likely to result in incremental consultations or associated costs.  This is supported by the fact that the Service has rarely consulted with the NRCS on EQIP projects in the past.  Furthermore, the assertion by some respondents that onerous project modification costs would lead to liquidation of small ranching businesses is not supported.
  Project modifications costs associated with the frog listing have not led to any liquidation of ranching operations in the past, and they seem unlikely to do so in the future. 

Hearst Corporation
Hearst Corporation, which owns two 75,000-acre ranches in San Luis Obispo County, each of which supports over 2,000 cattle per year, expressed concerns about the impact of the designation on its ranching operations and future developments.  The corporation is planning a 650-acre resort complex on the property.  This project is currently under review by the California Coastal Commission.  Comments received on behalf of the Hearst Corporation assert that critical habitat would adversely affect plans for this development because of increased consultation and modification costs.  The Service believes that if there are costs associated with project delays in this area, they would be incurred due to the listing since the site is inhabited by frogs.  

Hearst also believes that the California Coastal Commission will base its permitting decisions on the critical habitat boundary, and therefore asserts that the costs associated with the Coastal Commission's decisions are also attributable to the designation.  A review of meeting transcripts from the California Coastal Commission's hearings as well as personal communications with Commission personnel do not indicate that their permitting decisions would necessarily be influenced by the designation.  Commission personnel indicated that criteria for evaluating Environmentally Sensitive Habitat are made on a case-by-case basis, and that critical habitat is only one of many factors that would be considered in their decision-making.
,
  Furthermore, the Service maintains that the cost of state regulation cannot be attributable to the critical habitat designation for the frog, since in the absence of the designation, the Commission would still have been obliged to demarcate certain areas for permitting restrictions.

Revised Costs for Project Modifications on Grazing Land
Comments received from NRCS questioned fencing cost estimates presented in the DEA and also noted that, because fencing implies restricted access to riparian areas, the development of alternative, off-channel water sources for range land should also be included.  The DEA assumed fencing costs of $5,000 per mile, which was based on estimates provided by the USFS.  NRCS asserts that the cost of a four-strand barbed-wire fence (usually required in such cases) is $6,600 per mile. In order to address this concern, Exhibit A-2 presents revised estimates of the costs of project modifications to grazing activities.  This analysis assumes a range of $5,000 to $7,000 per mile for the fencing cost estimates, and maintains the two other assumptions provided in the DEA: (1) the average fencing project extends ten to fifteen miles in length; (2) fencing will be installed on both sides of a creek or riparian area.

In the revised estimates, this Addendum also includes a capital cost for the development of alternative water sources for livestock. The NRCS estimates that the development of such sources can range in cost from $1,800 to $8,000 and that alternative water sources need to be constructed every 0.5 mile on slopes with less than a 25 percent grade.  Assuming the typical fencing project extends between ten to fifteen miles, the estimated cost range of water diversion schemes per project modification thus amounts to between $36,000 and $240,000.

	Exhibit A-2

REVISED ESTIMATES OF COSTS ASSOCIATED WITH 

MODIFICATIONS TO GRAZING PRACTICES, 2001 to 2010

	Units
	 Likely Total Number of Consultations Addressing Grazing
	Estimated Total Number of Modifications 
	Cost of Fencing per Project

Modification 
	Cost of Developing Alternative Water Sources  per project modification
	Annual Costs of Project Modifications 
	Net Present Value  of Modification Costs

	1, 4, 5, 6
	65
	13 to 16
	$100,000 to $210,000
	$36,000 to $240,000
	$177,000 to $720,000 
	$ 1.48 million to $6.02 million

	Source: IEc analysis based on data from U.S. Fish and Wildlife Service Sacramento field office.

Notes: This analysis assumes 1.3 to 1.6 modifications per year, or 13 to 16 modifications over 2001 to 2010.  Annual costs of project modifications to grazing were calculated  by adding the fencing cost per project modification ($5,000(20 miles for the low; $7,000(30 miles for the high) to the water source development cost (lower range as well as upper range for each category). The results were multiplied by 1.3 for the lower range estimate and 1.6 for the upper range estimate [e.g. lower range annual cost = ($100,000 + $36,000)(1.3 =$177,000 (rounded to the nearest $1,000)]. Estimates for net present value were calculated using a 3 percent rate of discount, based on recommendations from the U.S. Forest Service.  Based on this rate and a ten-year time-frame, an annualization factor of 8.372 is multiplied by the annual cost to arrive at the total net present value.


It is important to note that this analysis represents the high end of the probable range of costs associated with project modifications to grazing activity.  In many cases, sensitive areas within a grazing allotment can be managed with methods less costly than installation of fencing (e.g., modification of grazing intensity or timing, development of alternative water sources).  Therefore, actual costs associated with modifications to grazing activity on Federal lands are likely to be lower than the estimates provided here.

Farming Activities
The Service maintains that individual farming operations are seldom affected by critical habitat designation. There are few records of consultations with Federal agencies regarding farming activities since the frog was listed as a threatened species in 1996, and the Service does not anticipate any future consultations pertaining to farming operations alone.

Water Resource Management Activities (Section 3.2.17 in DEA)
Montecito Water District
Officials at the Montecito Water District (MWD) expressed concerns that critical habitat designation would negatively impact their ability to meet regional water demand, and could therefore have significant economic impacts on the MWD and its customers.  Through a special use permit from the U.S. Forest Service, the MWD draws 40 percent of its water from Jameson Lake, which is located in the Los Padres National Forest.  The MWD also maintains other smaller facilities on USFS lands.  Historically, the MWD has worked closely with the USFS to review the environmental impact of projects and to survey for frogs and frog habitat.  Personnel from the Los Padres National Forest indicate that the MWD facilities within the National Forest are occupied by frog populations.
  As a result, USFS has already initiated consultations under the listing of the frog for maintenance and other activities on the Jameson lake dam.  USFS personnel report that any consultations for MWD activities in the future will be attributable to the listing, because frogs occupy sites within critical habitat, and that critical habitat designation would not affect their decisions regarding consultations.  Therefore, it is unlikely that critical habitat designation will limit the ability of the MWD to deliver service to its customers or have an economic impact on MWD and its customers.

Metropolitan Water District of Southern California
Comments received from the Metropolitan Water District of Southern California indicate that critical habitat designation could result in economic impacts to activities associated with the State Water Project and with Metropolitan Water District facilities in Southern California.  The daily maintenance and operation of these facilities, however, involve no known Federal funding or permitting.  Furthermore, the State Water Project and the Metropolitan Water District have no currently known plans for future construction or other projects that would involve Federal funding or permitting.  Therefore, no Federal nexus exists for the activities of the State Water Project or the Metropolitan Water District, so it is unlikely that any consultations and associated economic impacts will result from the designation of critical habitat for the frog on lands managed by these agencies.

Housing Development (Section 3.2.17 in DEA)
Given the uncertainty surrounding the potential for modifications to specific development projects resulting from critical habitat designation, the DEA discussed the economic impacts to housing development in general terms, using Contra Costa and Alameda counties as case studies to present a methodology for estimating costs associated with modifications.  Several parties submitted comments on the DEA that provide more specific information on development projects that fall within the boundaries of critical habitat and could potentially incur increased costs as a result of critical habitat designation.  This additional information does not increase the overall estimate for the number of new consultations likely to occur because of critical habitat designation, as the original estimate considered the total number of likely consultations in aggregate without detailing specific projects that could require consultation.  Rather, this new information allows for a more detailed discussion of potential impacts on individual projects.

Concerns were raised regarding the choice of a discount rate (ten percent) used to calculate the net present value of costs associated with project modifications to housing development.  This rate reflects the best available estimate of the cost of capital financing to the private firms that would incur the majority of costs of project modifications affecting housing.
  To address the uncertainty characterizing the actual cost of capital to private developers in California, this Addendum also incorporates a sensitivity analysis using seven percent  (High Net Present Value column) in Exhibit A-3.  In addition, this Addendum relaxes the original assumption in the DEA that housing values in Contra Costa and Alameda Counties are constant, and applies an annual appreciation rate of ten percent to the estimates to address the concern that the DEA assumes a static housing market.

	Exhibit A-3

POTENTIAL COSTS ASSOCIATED WITH MODIFICATIONS OF

DEVELOPMENT PROJECTS IN SELECT COUNTIES DUE TO CRITICAL HABITAT DESIGNATION FOR THE CALIFORNIA RED-LEGGED FROG, 2001-2010

	County
	Number of Units Estimated to be Built Within Critical Habitat
	 Percentage of Units Not Developed on Account of Critical Habitat Designation
	Low Estimate of Net Present Value of Costs of Development Reduction
	High Estimate of Net Present Value of Costs of Development Reduction

	Alameda 
	18,000
	1% to 2.5 %


	$7.3 to

$18.4 million
	 $8.3 million

$20.8 million

	Contra Costa 
	11,000
	1% to 2.5 %
	$5.7 to

$14.3 million
	$6.5 to

$16.3 million

	Sources: (1) California Realtors Association data for June through September, 2000; (2) IEc analysis based on data from U.S. Fish and Wildlife Service Carlsbad field office and information provided by Wildlife Biologists, U.S. Fish and Wildlife Service, Sacramento field office.

Notes: These estimates assume an average profit margin of ten percent on each project and an annual rate of appreciation of ten percent in the value of homes.  Cost estimates were calculated using both seven percent (high value) and ten percent (low value) rates of discount.


Newhall Land and Farming Company
The Newhall Land and Farming Company is in the advanced stages of planning a development project in the Upper Santa Clara River Basin.  The Service reports that this project has already undergone a section 7 consultation for other listed species and has received most of its required permits.  However, the Service has never consulted with Newhall on how the proposed development project would affect the red-legged frog.  Therefore, any new consultations and associated delays and costs that occur after the designation of critical habitat could only be attributed to the frog designation.  The Service, however, will employ a more precise mapping method to establish the final designation that may result in the exclusion of areas, such as the Newhall site, that do not contain habitat considered essential. However, if  Newhall lands are included in the final designation, the unit costs of consultations and any modifications to the proposed development would be within a similar range as the cost estimates provided in the DEA (i.e, economic impacts on housing development in Contra Costa and Alameda counties).

Ailanto Properties, Inc.
Ailanto Properties, Inc. is engaged in a development project on 114 acres of land in Half Moon Bay, San Mateo County.  The Service has already conducted a consultation with Ailanto under the listing to address the impacts of the development on the frog.
  The Service reports that, after critical habitat designation, re-initiation of this consultation will be necessary.  Because the Service has already addressed the impacts of this development on the frog and its habitat in a non-jeopardy opinion issued for this project under the listing, it is unlikely that this re-initiated consultation will lead to any additional cost to Ailanto beyond the cost of conducting the re-initiated consultation itself.  As a result of the re-initiated consultation, Ailanto may incur an additional cost of approximately $6,000.
  This cost increase, however, pertains only to the Ailanto development and does not translate into a revision of estimates of total consultation costs, because the cost of re-initiating completed section 7 consultations  has already been factored into the cost total presented in the DEA.

Homebuilders Association of Northern California
The Home Builders Association of Northern California (HBANC) submitted a comprehensive set of comments and related analysis addressing the methodology applied in the DEA as well as an alternative set of analytic conclusions.
   In the sections below, this Addendum first describes key issues raised by the HBANC, then provides a specific response to each set of key issues. 

Specific Criticism of the Draft Economic Analysis
The purpose of the HBANC study is to critique the methodology employed in the DEA and to provide an alternative framework for the analysis.  HBANC's specific concerns address both the assessment of social welfare impacts (i.e., losses in producer and/or consumer surplus) as well as the DEA's evaluation of broader regional economic impacts (i.e. impacts on output, income, and employment).  Specific points raised by the HBANC study are summarized below.

Social Welfare Impacts
(
The DEA's estimate that 2.5 percent of units in proposed housing developments will be affected by project modifications associated with critical habitat designation is too low.

(
Reduction of housing supply due to critical habitat will cause prices to rise. The DEA does not take into account the change in housing prices over the ten-year projection.

(
The DEA does not account for consumer surplus losses, which may occur as a result of reduced housing availability and resultant increase in price.

Regional Economic Impacts

(
In calculating costs of the critical habitat designation to the housing sector, the DEA evaluates lost profits instead of total project revenue.  This approach does not account for the cascading economic impact of project modifications on stakeholders other than the developer.

Other Assumptions

(
The DEA assumes constant prices of housing over ten years in calculating their cost estimates for impacts on housing.  Such an assumption does not take into account the reduced supply of housing which California is likely to experience due to rapid population growth.

(
The DEA assumes a time-frame of ten years for calculating aggregate cost estimates, which is arbitrary. A longer planning horizon is warranted.
Response to Issues Raised in the HBANC study
Social Welfare Impacts
(
The HBANC report relied exclusively on information provided through an informal survey of homebuilders.
 The researchers did not provide any details regarding survey results that would establish the potential for economic impacts, such as the percentage of developers owning property within critical habitat that have a Federal nexus or the potential for incremental project modification costs.  Nevertheless, the survey asserts that 5 percent of proposed lots will not be developed as a result of the critical habitat designation.  In contrast to HBANC's survey approach, the DEA relied on the judgement of Service biologists responsible for conducting section 7 consultations and recommending project modifications.  According to the expert opinion of Service biologists, 2.5 percent of housing units is likely to represent the upper-bound of potential impacts on development projects consulted on solely because of the designation of critical habitat for the frog.  This is because a majority of development projects can typically be redesigned in ways that have no discernible impact on project profitability. Furthermore, the DEA finds that not all proposed developments would be affected by project modifications.  While the Service acknowledges a majority of development projects are likely to occur in areas currently occupied by the California red-legged frogs, some consultations will result in minor modifications affecting approximately 2.5 percent of the proposed development, whereas some projects are not likely to be subject to any modifications whatsoever. 
 

(
Consumer surplus is a commonly used concept in welfare economics that measures the difference between a consumer's willingness to pay for a product and what must actually be paid for that product.  As the basis of the assertion that critical habitat will cause a significant reduction in consumer surplus, the HBANC study asserts that the designation would lead to a reduction in housing supply.  The HBANC study also asserts that the elasticity of demand for housing  is approximately  2.0, which means that for every percentage increase in price, housing demand would fall by two percent.  While the elasticity of demand factor may be valid for the California real estate market at-large, the assumption is not supported by the evidence from past project modifications for the frog listing nor by regional economic indicators. The assumption regarding housing supply is discussed further in the next section on regional economic impacts. 

Regional Economic Impacts

(
While the HBANC study does not use multipliers, much of its framework for analysis assumes there will be multiplier effects of home construction on regional economic output, income, and employment.  As such, HBANC's approach is congruent to input-output modeling.
  However, this Addendum finds this to be an inappropriate methodology, particularly in a diversified economy such as California.
  Following a regional economic impact framework, the HBANC study considers costs associated with lost housing revenues, as opposed to lost profits to developers.  This Addendum maintains that critical habitat designation would not halt development projects.  Even if the profitability of a particular venture were affected by critical habitat, developers would in all likelihood substitute a comparable project or location.  Therefore, lost profits are a more appropriate indicator of costs borne by the developer in terms of project delays or modifications due to critical habitat.

(
The HBANC study also asserts that the costs of housing will most likely rise as a result of reduced supply.  Hence, the HBANC study finds that unit housing cost estimates should accordingly be adjusted to reflect for the effects of reduced supply due to project modifications.  In support of this assertion, the study references a report and associated data describing projected housing needs for California.
  However, the conclusions of this report do not support the HBANC's assertion that a housing shortage and concomitant price increases would occur.  For example, the report states that "...a detailed analysis of land supply in 35 urban counties reveals that California has more than enough raw land to accommodate projected housing growth through the year 2020 and beyond, even allowing for wetland, farmland, hillside and flood plain protection."

Other Issues and Assumptions in the HBANC study
(
The cost estimates presented in the HBANC study are presented as an aggregate over ten years rather than as an annualized cost utilizing a discount rate, as is conventional for any long-term cost projection.  Thus, the figures presented are misleading and should not be interpreted as representing net present value, as has been done by the respondents.

(
The HBANC study bases its projections of housing units on demographic forecasts from the California Department of Finance. Such forecasts do not consider physical and planning-related constraints to developable land (e.g., gradient, zoning). The forecasts of housing unit growth used in the DEA are taken from the California Association of Realtor's estimates of planned housing units, which take into account such constraints and thus may be more reliable than projections based on demographics alone.

(
The HBANC study raises an important point regarding the appreciation of market home prices over the ten year period from 2001 to 2010. This concern has been addressed in the revised housing cost estimates presented in Exhibit A-3.  However, the assumption that housing values increase over time is attributable to the fact that real estate is an asset class which typically appreciates in value, rather than as a consequence of diminished supply of housing.

(
The estimation of economic impact costs over a ten-year time frame (i.e., 2001 to 2010) is not arbitrary; instead, the time frame employed in the DEA reflects the fact that a high degree of uncertainty characterizes future land use, macroeconomic conditions, and consumer preferences beyond a decade in time.  Results and conclusions based on outcomes occurring beyond 2010 are not likely to provide useful information for decision-making, as the range of possible values for relevant economic variables (e.g., population growth, interest rates) is so broad. 

In summary, this Addendum finds that the estimates for impact on future residential development and the regional economy presented by the HBANC study are predicated on hypothetical projections rather than empirical evidence.  In particular, the HBANC estimates do not consider the fact that the Service plays the primary decision-making role in the section 7 consultation process, and thus in the design and extent of potential project modifications. 

Tuolumne County
The Community Development Department of Tuolumne County expressed concerns that critical habitat designation will impact numerous activities, such as timber harvesting and commercial development, taking place in lands with elevation greater than 5,000 feet.  Specifically, the County believes that new consultations will be necessary that would not have occurred under the listing alone.  The Service, however, indicates that red-legged frogs do not live in habitat above 5,000 feet.  Therefore, no consultations will be required for 
activities on lands with elevation greater than 5,000 feet because these areas do not contain primary constituent elements.  As a result, critical habitat designation should not lead to any economic impacts for activities taking place on lands above 5,000 feet in Tuolumne County.

Tribal Lands
In accordance with the Presidential Memorandum of April 29, 1994, the Service has coordinated critical habitat designation with federally recognized Tribes on a Government-to-Government basis.
  Based on initial studies, the Service considered proposing portions of the Santa Ynez Band of the Chumash Mission Indian Reservation as critical habitat for the frog.  Since the time of the proposal, the Service has consulted with the Tribe and evaluated additional information to make a determination as to whether any Tribal lands should be included as critical habitat for California red-legged frogs.  The Service is considering the exclusion of  these lands from critical habitat upon further review that the proposed parcel may not be essential to the long-term conservation of the species. This review follows the release of Executive Order 13175, which the Service has interpreted as increasing the level of consideration given when critical habitat is being proposed for designation on Tribal land.
 

SUMMARY OF REVISED COST ESTIMATES

Information provided in public comments does not affect the estimate of the  number of new consultations likely to occur as a result of critical habitat designation presented in the DEA.  Without highlighting specific projects that could require consultation, the original estimates in the DEA consider the total number of likely consultations in aggregate.  As a result, the estimated costs of new consultations attributable to critical habitat designation remains unchanged from the DEA.  Exhibit A-4 summarizes the aggregate costs of consultations attributable to the designation of critical habitat.  The net present value of  the cost of critical habitat designation over ten years is estimated to range from $9.1 million to $13.8 million.  The Federal government will incur the majority of this cost, with the Service incurring costs of $1.2 to $2.9 million and other affected Federal agencies incurring $4.5 to $6.9 million in costs.  The net present value of total cost to the State of California, local municipalities, and private landowners may range from $3.4 to $4.0 million over ten years.

	Exhibit A-4

ESTIMATED CONSULTATION COSTS ATTRIBUTABLE TO DESIGNATION OF CRITICAL HABITAT FOR THE CALIFORNIA RED-LEGGED FROG, 2001 to 2010

	Range
	Total Costs to the Service
	Total Costs to Other Federal Agencies
	Total Costs to Third Parties
	Total Costs

	Low
	$1,200,000
	$4,500,000
	$3,400,000
	$9,100,000

	High
	$2,900,000
	$6,900,000
	$4,000,000
	$13,800,000

	Source: IEc analysis based on data from U.S. Fish and Wildlife Service Carlsbad field office and information  provided by Wildlife Biologists, U.S. Fish and Wildlife Service (Sacramento, Ventura, and Carlsbad field offices).

Notes: Third parties comprise California state agencies, local municipalities, and private landowners.  Estimates for the Federal agencies were calculated using a three percent discount rate.  Estimates for third parties were calculated using a seven percent discount rate.


Based on consideration of information presented in the comments and additional research, this Addendum revises the estimated costs of project modifications associated with critical habitat presented in the DEA.  The revised estimates provided in Exhibit A-5 reflect changes to: (1) unit costs of project modifications to grazing activity, and (2) costs of modifications to development projects, based on an adjustment to the appreciation rate of home prices over the ten-year time frame.

	Exhibit A-5

SUMMARY OF ESTIMATED COSTS FOR INCREMENTAL CONSULTATIONS AND TYPICAL

 PROJECT MODIFICATIONS ATTRIBUTABLE TO THE CRITICAL HABITAT, 2001 TO 2010

	Estimated Number of Incremental Consultations Due to Critical Habitat
	Net Present Value of  Incremental Consultation Costs
	Annual Costs of Project Modifications
	Net Present Value of Total Project Modification Costs

	Technical Assistance:
1,400

Informal Consultation:
750

Formal Consultation:
650

Reinitiation of Consultations: 
50
	$9.1 million to

$13.8 million


	Grazing:           $177,000 to

                         $720,000

Timber harvest: Negligible

Recreation:        Negligible
	Residential and Industrial 

Development       $ 13 to 

(Unit 15):            $ 37.1 million

Grazing:               $1.48 to 

                             $6.02 million

Timber harvest:    Negligible

Recreation:         Negligible

	Source:  IEc analysis based on data from U.S. Fish and Wildlife Service Carlsbad field office and information provided by Wildlife Biologists, U.S. Fish and Wildlife Service (Sacramento, Ventura, and Carlsbad field offices).  Secondary sources for project modifications data referenced in earlier exhibits.


� Copies of the Draft Economic Analysis of Critical Habitat for the California Red-legged Frog can be accessed through the following web site: http://www.r1.fws.gov/crithab/crlf/frog4a.pdf  or by writing to the Field Supervisor, U.S. Fish and Wildlife Service, Sacramento Field Office, 2800 Cottage Way, Room W-2605, Sacramento CA 95825. 


�Universal Transverse Mercator (UTM) coordinates measure in meters east and north from two perpendicular reference baselines. All USGS 1:250,000 and 1:100,000 topographic maps carry a full UTM grid. 


� Most of the comments addressed the descriptive accuracy of the contents of paragraphs 91 and 92 of the DEA. 


� Personal communication with field biologist, Camp San Luis Obispo, February 5, 2001.


� Personal communication with personnel, Santa Monica Mountains National Recreation Area, February 12, 2001.


�Personal communication with Director for Range Management, U.S. Forest Service Region 5, February 6, 2001.


�Assistance provided through this program is not tied to any direct tax or fee.  Funding for this program comes from the United States Department of Agriculture's (USDA) Commodity Credit Corporation, which funds several other USDA conservation programs as well, and amounts to between $130 to $200 million each fiscal year.  Californian ranchers have recently received additional funds totaling nearly six million dollars through EQIP in geographic priority areas.  Twenty-seven of the thirty-one counties which are affected by the critical habitat designation of the frog fall within these geographic priority areas. (Press release, United States Department of Agriculture, Davis CA, January 29, 2001.)


�California has a total of about 22,000 cattle ranches, of which 14,600 (approximately 66 percent) have less than 50 head of cattle. While there are some Small Business Administration (SBA) guidelines for small cattle ranching operations (revenue threshold of less than $500,000 annually), the ranching industry does not, as a general rule, classify ranching entities as small businesses.  Personal communication with official at Cattle Fax, Englewood CO, February 6, 2001.


�Criteria defining Environmentally Sensitive Habitat are defined under the provisions of section 30240 of the California Coastal Act of 1976.


� Personal communication, staff biologist, California Coastal Commission, Santa Cruz office, February 12, 2001.


�The Service has responded in a similar fashion to public comments addressing the linkage between critical habitat and certain economic impacts incurred under the California Environmental Quality Act.


� Personal communication with Forest Biologist, Los Padres National Forest, February 7 and 8, 2001.


�This estimate of the private cost of capital reflects a weighted average of the cost to a private development firm of financing with debt versus financing with equity (i.e., the weighted average cost of capital).  Assuming an equal weight between debt and equity financing, this equates to a nominal weighted average cost of capital of 12.2 percent.  When this nominal rate is then adjusted for an annual inflation rate of 2.0 percent, this results in a real discount rate of approximately ten percent.  Assuming a higher proportion of financing with debt (75 percent) than equity (25 percent), a weighted average cost of capital to developers would equal 7.3 percent.  Because the financing needs and risk profiles of individual affected firms are likely to vary substantially, applying a range of discount rates (seven and ten percent) is appropriate for this analysis.


�Based on discussions with the California Association of Realtors, the expected annual rate of appreciation in housing values in northern California is ten percent.


�Note that project modifications can only result from the section 7 consultation process, and represent the recommendations of Service biologists designed to reduce a project's potential to adversely affect critical habitat.  Hence, project modifications and associated costs are highly project-specific.  While the cost estimates for any impacts to proposed projects on Newhall land would be calculated using similar methods to those in the DEA, actual costs would vary depending on the outcome of a section 7 consultation on the proposed project. 


� Personal communication with Wildlife Biologist, U.S. Fish and Wildlife Service, Sacramento Office, February 9, 2001.


� Cost estimate of a reinitiated consultation is based an analysis of similar actions conducted by the Service at other Field Offices. 


�This submission included, and was largely predicated on, a study commissioned by the HBANC, and undertaken by Dr. David Sunding and Dr. David Zilberman of the University of California, Berkeley.  Sunding, D. and D. Zilberman (2001). Economic Impacts of Critical Habitat Designation for the California Red-legged Frog.  Prepared for the HBANC and Sheppard, Mullin, Richter and Hampton LLP.


�Table 2 in the HBANC report.


� A recent study of the post-designation impact on housing development for pygmy owl critical habitat in Arizona (an area with rapid housing growth) revealed that the estimates of overall regional economic impact due to project modifications were not borne out.  In fact, housing starts within areas designated as critical habitat for the owl actually increased, whereas the development industry had predicted that they would decrease. McKenney, Bruce (2000). Economic Activity Following Critical Habitat Designation for the Cactus Ferruginous Pygmy Owl.  The Coalition for Sonoran Desert Protection.


�Input-output (I-O) models can be used to analyze the influence of a change in revenues for one sector of a regional economy (e.g., the construction industry) on the overall economic performance of that region.  The cornerstone of an I-O model is a series of "multipliers" which quantify the interrelationships and transfers taking place between industries.  For example, each dollar of revenue accruing to the construction sector circulates throughout the regional economy, in the form of construction workers' expenditures on food, housing, etc.  By employing these multipliers, I-O modeling provides an estimate of the total contribution of an individual industry to regional income, output, and employment.  


�This is not to state that I-O modeling is not appropriate for certain contexts involving critical habitat.  For example, the Service utilized an I-O methodology for the economic impact study of the critical habitat designation for the northern spotted owl.  In this instance, such modeling was appropriate, given the much more dominant role played by the affected industry. 


�Raising the Roof- California Housing Development Projections and Constraints 1997-2020.  http://www.hcd.ca.gov/hpd/hrc/rtr/ on January, 2, 2001.


� Chapter 3 of Raising the Roof- California Housing Development Projections and Constraints 1997-2020. http://www.hcd.ca.gov/hpd/hrc/rtr/ on January, 2, 2001.


�"Government-to-Government Relations with Native American Tribal Governments” (59 FR 22951).


� Executive Order 13175. "Consultation and Coordination with Indian Tribal Governments." Federal Register Vol. 65, No. 218. p. 67249, Nov. 6, 2001.
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