FRAMEWORK FOR ANALYSIS SECTION 1

17.

18.

19.

The purpose of this report is to estimate the economic impact of actions taken to
protect the Federally listed Southwestern willow flycatcher (flycatcher) (Empidonax traillii
extimus) and its habitat. It attempts to quantify the economic effects of the critical habitat
designation (CHD), as well as economic effects of protective measures taken as a result of
the listing or other Federal, State, and local laws that aid habitat conservation in the areas
proposed for designation. The analysis looks retrospectively at costs incurred since the
flycatcher was listed, and it attempts to predict future costs likely to occur after the 2004
proposed CHD is finalized.

This information is intended to assist the Secretary in determining whether the
benefits of excluding particular areas from the designation outweigh the benefits of including
those areas in the designation.”® In addition, this information allows the Service to address
the requirements of Executive Orders 12866 and 13211, and the Regulatory Flexibility Act
(RFA), as amended by the Small Business Regulatory Enforcement Fairness Act
(SBREFA).* This report also complies with direction from the U.S. 10" Circuit Court of
Appeals that “co-extensive” effects should be included in the economic analysis to inform
decision-makers regarding which areas to designate as critical habitat.”

This section describes the framework for this analysis. First, it describes the general
analytic approach to estimating economic effects, including a discussion of both efficiency
and distributional effects. Next, this section discusses the scope of the analysis, including
the link between existing and critical habitat-related protection efforts and economic
impacts. Finally, it presents the analytic time frame used in the report.

316 U.S.C. §1533(b)(2).

 Executive Order 12866, "Regulatory Planning and Review," September 30, 1993; Executive Order 13211, "Actions
Concerning Regulations That Significantly Affect Energy Supply, Distribution, or Use," May 18, 2001; 5. U.S.C. §§601
et seq; and Pub Law No. 104-121.

15 1n 2001, the U.S. 10™ Circuit Court of Appeals instructed the Service to conduct a full analysis of all of the economic
impacts of proposed CHD, regardless of whether those impacts are attributable co-extensively to other causes (New
Mexico Cattle Growers Ass h v. U.S.F.W.S., 248 F.3d 1277 (10" Cir. 2001)).
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Approach to Estimating Economic Effects

This economic analysis considers both the economic efficiency and distributional
effects that may result from efforts to protect the flycatcher and its habitat (hereinafter
referred to collectively as “flycatcher conservation activities”). Economic efficiency effects
generally reflect “opportunity costs” associated with the commitment of resources required
to accomplish species and habitat conservation. For example, if activities that can take place
on a parcel of land are limited as a result of the designation or the presence of the species,
and thus the market value of the land is reduced, this reduction in value represents one
measure of opportunity cost or change in economic efficiency. Similarly, the costs incurred
by a Federal action agency to consult with the Service under section 7 represent opportunity
costs of flycatcher conservation activities.

This analysis also addresses the distribution of impacts associated with the
designation, including an assessment of any local or regional impacts of habitat conservation
and the potential effects of conservation activities on small entities and the energy industry.
This information may be used by decision-makers to assess whether the effects of flycatcher
conservation activities unduly burden a particular group or economic sector. For example,
while conservation activities may have a relatively small impact relative to the national
economy, individuals employed in a particular sector of the regional economy may
experience relatively greater impacts. The difference between economic efficiency effects
and distributional effects, as well as their application in this analysis, are discussed in greater
detail below.

1.1.1 Efficiency Effects

At the guidance of the Office of Management and Budget (OMB) and in compliance
with Executive Order 12866 "Regulatory Planning and Review," Federal agencies measure
changes in economic efficiency in order to understand how society, as a whole, will be
affected by a regulatory action. In the context of regulations that protect flycatcher habitat,
these efficiency effects represent the opportunity cost of resources used or benefits foregone
by society as a result of the regulations. Economists generally characterize opportunity costs
in terms of changes in producer and consumer surpluses in affected markets.*

In some instances, compliance costs may provide a reasonable approximation for the
efficiency effects associated with a regulatory action. For example, a Federal landowner or
manager may enter into a consultation with the Service to ensure that a particular activity
will not adversely modify critical habitat. The effort required for the consultation is an
economic opportunity cost because the landowner or manager's time and effort would have
been spent in an alternative activity had the parcel not been included in the designation.
When compliance activity is not expected to significantly affect markets -- that is, not result

18 For additional information on the definition of "surplus” and an explanation of consumer and producer surplus in the
context of regulatory analysis, see Gramlich, Edward M., A Guide to Benefit-Cost Analysis (2™ Ed.), Prospect Heights,
Illinois: Waveland Press, Inc., 1990; and U.S. Environmental Protection Agency, Guidelines for Preparing Economic
Analyses, EPA 240-R-00-003, September 2000, available at http://yosemite.epa.gov/ee/epa/eed.nsf/
webpages/Guidelines.html.
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in a shift in the quantity of a good or service provided at a given price, or in the quantity of
a good or service demanded given a change in price -- the measurement of compliance costs
can provide a reasonable estimate of the change in economic efficiency.

Where habitat protection measures are expected to significantly impact a market, it
may be necessary to estimate changes in producer and consumer surpluses. For example,
a designation that impacts the timing of water delivery or storage may shift the price and
quantity of water supplied in a region. In this case, changes in economic efficiency (i.e.,
social welfare) can be measured by considering changes in producer and consumer surplus
in the market.

This analysis begins by measuring costs associated with measures taken to protect
flycatcher and its habitat. As noted above, in some cases, compliance costs can provide a
reasonable estimate of changes in economic efficiency. However, if the cost of conservation
measures is expected to significantly impact markets, the analysis will consider potential
changes in consumer and/or producer surplus in affected markets.

Where data are available, this analysis attempts to capture the net economic impact
imposed on regulated entities and the regional economy of flycatcher conservation actions.
That is, the analysis considers the economic impact of flycatcher conservation net of any
direct off-setting benefit to impacted entities. For example, a developer may be forced to
reduce the number of homes they can develop per acre, effectively reducing the price they
are willing to pay for a parcel of land. However, the developer may be able to market the
homes that are built at a higher price, reflecting the lower density of the development. By
using undeveloped land values as a measure of the impact of flycatcher conservation and by
considering the extent to which substitute sites in the region will be developed, this analysis
attempts to recognize these offsetting effects.

1.1.2 Distributional and Regional Economic Effects

Measurements of changes in economic efficiency focus on the net impact of
conservation activities, without consideration of how certain economic sectors or groups of
people are affected. Thus, a discussion of efficiency effects alone may miss important
distributional considerations. OMB encourages Federal agencies to consider distributional
effects separately from efficiency effects.” This analysis considers several types of
distributional effects, including impacts on small entities; impacts on energy supply,
distribution, and use; and regional economic impacts. It is important to note that these are
fundamentally different measures of economic impact than efficiency effects, and thus
cannot be added to or compared with estimates of changes in economic efficiency.

17

U.S. Office of Management and Budget, "Circular A-4," September 17, 2003, available at

http://www.whitehouse.gov/omb/circulars/a004/a-4.pdf.
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Impacts on Small Entities and Energy Supply, Distribution, and Use

This analysis considers how small entities, including small businesses, organizations,
and governments, as defined by the Regulatory Flexibility Act, might be affected by future
flycatcher conservation activities.”® In addition, in response to Executive Order 13211
"Actions Concerning Regulations That Significantly Affect Energy Supply, Distribution, or
Use," this analysis considers the future impacts of conservation activities on the energy
industry and its customers.*

Regional Economic Effects

Regional economic impact analysis can provide an assessment of the potential
localized effects of conservation activities. Specifically, regional economic impact analysis
produces a quantitative estimate of the potential magnitude of the initial change in the
regional economy resulting from a regulatory action. Regional economic impacts are
commonly measured using regional input/output models. These models rely on multipliers
that represent the relationship between a change in one sector of the economy (e.g.,
expenditures by recreationists) and the effect of that change on economic output, income,
or employment in other local industries (e.g., suppliers of goods and services to
recreationists). These economic data provide a quantitative estimate of the magnitude of
shifts of jobs and revenues in the local economy.

The use of regional input/output models in an analysis of the impacts of species and
habitat conservation efforts can overstate the long-term impacts of a regulatory change.
Most importantly, these models provide a static view of the economy of a region. That is,
they measure the initial impact of a regulatory change on an economy but do not consider
long-term adjustments that the economy will make in response to this change. For example,
these models provide estimates of the number of jobs lost as a result of a regulatory change,
but do not consider re-employment of these individuals over time or other adaptive responses
by impacted businesses. In addition, the flow of goods and services across the regional
boundaries defined in the model may change as a result of the regulation, compensating for
a potential decrease in economic activity within the region.

Despite these and other limitations, in certain circumstances regional economic
impact analysis may provide useful information about the scale and scope of localized
impacts. It is important to remember that measures of regional economic effects generally
reflect shifts in resource use rather than efficiency losses. Thus, these types of distributional
effects are reported separately from efficiency effects (i.e., not summed). In addition,
measures of regional economic impact cannot be compared with estimates of efficiency
effects, but should be considered as distinct measures of impact.

85 U.S.C. § 601 et seq.
19 Executive Order 13211, "Actions Concerning Regulations That Significantly Affect Energy Supply, Distribution, or
Use,"” May 18, 2001.
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Scope of the Analysis

This analysis attempts to quantify economic effects of the CHD, as well as the
economic effects of any protective measures taken as a result of the listing or other Federal,
State, and local laws that aid habitat conservation in the areas proposed for designation.
Because habitat protection efforts affording protection to the flycatcher likely contribute to
the efficacy of the proposed CHD efforts, the impacts of these actions may be considered
relevant for understanding the full impact of the proposed designation.

1.2.1 Sections of the Act Relevant to the Analysis

This analysis focuses on activities that are influenced by the Service through sections
4,7, 9, and 10 of the Act. Section 4 of the Act focuses on the listing and recovery of
endangered and threatened species, as well as the CHD. In this section, the Secretary is
required to list species as endangered or threatened "solely on the basis of the best available
scientific and commercial data."®

The protections afforded to threatened and endangered species and their habitat are
described in sections 7, 9, and 10 of the Act, and economic impacts resulting from these
protections are the focus of this analysis:

o Section 7 of the Act requires Federal agencies to consult with the Service to ensure
that any action they authorize, fund, or carry out will not likely jeopardize the
continued existence of any endangered or threatened species or result in the
destruction or adverse modification of the species’ designated critical habitat. The
administrative costs of these consultations, along with the costs of project
modifications resulting from these consultations, represent compliance costs
associated with the listing of the species and CHD.*

o Section 9 defines the actions that are prohibited by the Act. In particular, it prohibits
the "take" of endangered wildlife, where "take" means to "harass, harm, pursue, or
collect, or to attempt to engage in any such conduct."” The economic impacts
associated with this section manifest themselves in sections 7 and 10.

o Under section 10(a)(1)(B) of the Act, an entity (i.e., a landowner or local
government) may develop a Habitat Conservation Plan (HCP) for a species in order
to meet the conditions for issuance of an incidental take permit in connection with
the development and management of a property.? The requirements posed by the

2016 U.S.C. 1533,

21 The Service notes, however, that a recent Ninth Circuit judicial opinion, Gifford Pinchot Task Force v. United States
Fish and Wildlife Service, has invalidated the Service’s regulation defining destruction or adverse modification of critical
habitat. The Service is currently reviewing the decision to determine what effect it (and to a limited extent Center for
Biological Diversity v. Bureau of Land Management (Case No. C-03-2509-SI, N.D. Cal.)) may have on the outcome of
consultations pursuant to section 7 of the Act.

22 U.S. Fish and Wildlife Service, "Endangered Species and Habitat Conservation Planning. "From:
http://endangered.fws.gov/hcp/, as viewed on August 6, 2002. Sections 9 and 10 of the Act do not apply to plants.
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HCP may have economic impacts associated with the goal of ensuring that the
effects of incidental take are adequately minimized and mitigated. The designation
of critical habitat does not require completion of an HCP; however, the designation
may influence conservation measures provided under HCPs. In the case of the
flycatcher, there are several HCPs covering areas included in the proposed CHD; the
economic costs associated with these HCPs that are due to flycatcher conservation
activities are considered in this analysis.

1.2.2 Other Relevant Protection Efforts

35. The protection of listed species and habitat is not limited to the Act. Other Federal
agencies, as well as State and local governments, may also seek to protect the natural
resources under their jurisdiction.”® For the purpose of this analysis, such protective efforts
are considered to be co-extensive with the protection offered by critical habitat, and costs
associated with these efforts are included in this report. In addition, under certain
circumstances, the CHD may provide new information to a community about the sensitive
ecological nature of a geographic region, potentially triggering additional economic impacts
under other State or local laws. In cases where these costs would not have been triggered
absent the designation of critical habitat, they are included in this economic analysis. For
example, this analysis considers the extent to which the CHD for the flycatcher might trigger
completion of an environmental impact report (EIR) under the California Environmental
Quality Act (CEQA).

1.2.3 Additional Analytic Considerations
36. This analysis also considers the potential for other types of economic impacts that
can be related to section 7 consultations in general and CHD in particular, including time

delay, regulatory uncertainty, and stigma impacts.

Time Delay and Regulatory Uncertainty Impacts

37. Time delays are costs due to project delays associated with the consultation process
or compliance with other regulations. Regulatory uncertainty costs occur in anticipation of
having to modify project parameters (e.g., retaining outside experts or legal counsel to better
understand their responsibilities with regard to CHD).

2% For example, the Sikes Act Improvement Act (Sikes Act) of 1997 requires Department of Defense (DoD) military
installations to develop Integrated Natural Resources Management Plans (INRMPs) that provide for the conservation,
protection, and management of wildlife resources (16 U.S.C. §§ 670a - 6700). These plans must integrate natural
resource management with the other activities, such as training exercises, taking place at the facility.
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Stigma Impacts

38. Stigma refers to the change in economic value of a particular project or activity due
to negative (or positive) perceptions of the role critical habitat will play in developing,
implementing, or conducting that policy. For example, changes to private property values
associated with public attitudes about the limits and costs of implementing a project in CHD
are known as "stigma" impacts.

1.2.4 Benefits

39. Under Executive Order 12866, OMB directs Federal agencies to provide an
assessment of both the social costs and benefits of proposed regulatory actions.?* OMB’s
Circular A-4 distinguishes two types of economic benefits: direct benefits and ancillary
benefits. Ancillary benefits are defined as favorable impacts of a rulemaking that are
typically unrelated, or secondary, to the statutory purpose of the rulemaking. *

40. In the context of critical habitat designation, the primary purpose of the rulemaking
(i.e., the direct benefit) is the potential to enhance conservation of the species. The
published economics literature has documented that social welfare benefits can result from
the conservation and recovery of endangered and threatened species. In its guidance for
implementing Executive Order 12866, OMB acknowledges that it may not be feasible to
monetize, or even quantify, the benefits of environmental regulations due to either an
absence of defensible, relevant studies or a lack of resources on the implementing agency’s
part to conduct new research.® Rather than rely on economic measures, the Service believes
that the direct benefits of the proposed rule are best expressed in biological terms that can
be weighed against the expected cost impacts of the rulemaking.

41. Critical habitat designation may also generate ancillary benefits. Critical habitat aids
in the conservation of species specifically by protecting the primary constituent elements on
which the species depends. To this end, critical habitat designation can result in changes to,
or maintenance of, particular environmental conditions that may generate other social
benefits aside from the preservation of the species. That is, management actions undertaken
to conserve a species or habitat may have coincident, positive social welfare implications,
such as improved water quality or increased recreational opportunities in a region. While
they are not the primary purpose of critical habitat, these ancillary benefits may result in
gains in employment, output, or income that may offset the direct, negative impacts to a
region’s economy resulting from actions to conserve a species or its habitat.

42. It is often difficult to evaluate the ancillary benefits of critical habitat designation.
For example, where a species conservation effort is expected to result in improved water
quality within a region, reliable data may not be available to quantify and monetize the
specific increment by which water quality is improved. To the extent that the ancillary

% Executive Order 12866, September 30,1993, “Regulatory Planning and Review.”

% U.S. Office of Management and Budget, “Circular A-4,” September 17, 2003, available at
http://www.whitehouse.gov/omb/circulars/a004/a-4.pdf.

26 H

Ibid.
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benefits of the rulemaking may be captured by the market though an identifiable shift in
resource allocation, they are factored into the overall economic impact assessment in this
report. For example, if decreased off-road vehicle use to improve species habitat leads to an
increase in opportunities for wildlife viewing or hiking within the region, the local economy
may experience an associated measurable, positive impact. Where data are available, this
analysis attempts to capture the net economic impact (i.e., the increased regulatory burden
less any discernable offsetting market gains), of species conservation efforts imposed on
regulated entities and the regional economy.

Analytic Time Frame

The analysis estimates impacts based on activities that are "reasonably foreseeable,"
including, but not limited to, activities that are currently authorized, permitted, or funded,
or for which proposed plans are currently available to the public. This analysis estimates
economic impacts to activities from 1995 (year of the species’ final listing) to 2024 (twenty
years from the year of final designation). Forecasts of economic conditions and other factors
beyond the next 20 years would be speculative.?”

Information Sources

The primary sources of information for this report were communications with and
data provided by personnel from the Service, Federal action agencies, affected Tribes,
affected private parties, and local and State governments within Arizona, California,
Colorado, Nevada, New Mexico, and Utah. Specifically, the analysis relies on data collected
in communication with personnel from the following entities:

. U.S. Bureau of Reclamation (USBR);

o U.S. Army Corps of Engineers (USACE);

J U.S. Department of Agriculture, including U.S. Forest Service (USFS);

o U.S. Bureau of Land Management (BLM);

. Bureau of Indian Affairs (BIA);

o U.S. Fish and Wildlife Service (Service);

o National Park Service (NPS);

o Camp Pendleton and Vandenberg Air Force Base;

% Note that the 20-year time horizon is used where better information is lacking. Where information exists for
estimating costs to 50 years, those estimates are included.

1-8



45.

1.5

46.

o State agencies, including departments of water resources, agriculture, energy,
game and fish, natural resources, recreation, transportation, and Salt River

Project;

o Various County and City governments;

o Private stakeholder groups, including water facility owners and water
distributors, farming and ranching interest groups, development companies,
and others;

o 23 Tribes in Arizona, California, and New Mexico, including: Camp Verde

Yavapai Apache, Chemehuevi, Cocopah, Cochiti, Colorado River Indian
Tribes, Fort McDowell, Fort Mojave, Fort Yuma (Quechan), Hualapai, Isleta,
La Jolla, Pala, Rincon, Salt River, San Carlos, San Felipe, San Illdefonso,
San Juan, Sandia, Santa Ana, Santa Clara, Santa Ysabel, and Santa Domingo.

Publicly available data from the Census Bureau and other Department of Commerce
data were relied on to characterize the regional economy. In addition, this analysis relies
upon the Service's section 7 consultation records, public comments, and published journal
sources. The reference section at the end of this document provides a full list of information
sources.

Structure of Report

This remainder of this report is organized as follows:

Section 2: Background and Socioeconomic Profiles
e Section 3: Administrative Costs

e Section 4: Water Management Activities

e Section 5: Livestock Grazing Activities

e Section 6: Development Activities

e Section 7: Tribal Activities

e Section 8: Transportation Activities

Section 9: Other Activities (Recreation, Fire Management, Other Federal
Lands Management, and Military Operations)
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e Appendix A: Small Business Impacts
e Appendix B: Energy Impacts
e Appendix C: Costs Associated with Areas Proposed for Exclusion

e Appendix D: Background And Historical Water Storage For Reservoir
Facilities Assessed Under Scenario 2

References

Sections 3 through 9 are organized by affected activity. For each of these activities, the
analysis discusses impacts by proposed management unit.
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