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The Comprehensive Plan will be delivered to Congress in July 1999. While the Congressional
authorization is expected to include the entire Plan, individual projects will be subsequently
authorized over time. These continued authorizations will likely be incorporated in future Water
Resources Development Acts. The future authorizations will be supported by implementation
documents which provide decision-makers additional information including economic analyses.

The South Florida Water Management District

The Florida Legislature created the five water management districts in 1972 with the Florida Water
Resources Act. The South Florida District oversees water management within its geographic boundary
which includes all or parts of sixteen South Florida counties. Its operational boundaries parallel the
hydrology of the Everglades ecosystem, beginning in the Kissimmee Chain of Lakes and ending in the
Florida Keys. The daily maintenance and operation of the C&SF Project are administered by the District.

The District and the Corps are the co-sponsors of the Restudy. As a state agency, the District is subject
to State Law regarding economic analyses.

Economic Analvsis in State Rulemaking

From 1992 to 1995, an Economic Impact Statement was required prior to the adoption of any
State rule. According to state Law, an agency must prepare an Economic Impact Statement if “(1)
the agency determined that the proposed action would result in a substantial increase in costs or
prices paid by the consumers, individual industries, or state or local government agencies, or would
result in significant adverse effects on competition, employment, investment, productivity, innovation-
or [international trade], and alternative approaches to the regulatory objective exist...; or a written
request for preparation of an economic impact statement is filed with the appropriate agency...”

The requirements for preparation of an Economic Impact Statement were as follows:

1. = A summary of the proposed rule relative to existing regulations.

2. An estimate of the impact of the proposed rule on state and local governments.

3. An estimate of the cost or the economic benefit to all persons directly affected by the
proposed rule.

4. An estimate of the impact of the proposed rule on competition and the open market
for employment.

5. An analysis of the impact on small businesses as defined in the Florida Small and

‘ Minority- Business Assistance Act of 1985.

6. A comparison of the probable costs and benefits of the proposed rule relative to the
probable costs and benefits of not adopting the rule. _

7. . A determination of whether less costly methods or less intrusive methods exist for

achieving the purpose of the proposed rule where responsible alternative methods
exist which are not precluded by law.

Based on the requirements listed above, a properly prepared Economic Impact Statement would be
consistent with the goals of full cost accounting. Under the sixth listed requirement above, the
benefits and costs can address those who are not directly affected by the proposed rule.
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In 1996, the requirements for preparation of an Economic Impact Statement we,
with the requirement to prepare a Statement of Estimated Regulatory Costs (SERC). Sta
are “encouraged” to prepare a SERC and must do so under the following condition:

Within 21 dayé of notice of intent to adopt a rule, a substantially affected person

to the agency a good faith written proposal for a lower cost regulatory alternative to a pr¢
_ which substantially accomplishes the objectives of the law being implemented. Upon sul
the lower cost regulatory alternative, the agency shall prepare a SERC or shall revise its

prepared SERC. The agency must either adopt the alternative or give a statement of the
rejecting the alternative in favor of the proposed rule. The failure of the agency to prepa
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the SERC once a lower cost regulatory alternative has been proposed is a material failure to follow

applicable rule making procedures:
The requirements for preparing a SERC are as follows:

A good faith estimate of the number of individuals and entities likely to be required
with the rule and a general description of the types of individuals likely to be affected
A good faith estimate of the cost to the agency to implement and ‘enforce the ry
anticipated effect on state and local revenue.
A good faith estimate of the direct costs likely to be incurred by individuals and entitie
local governments, required to comply with the rule requirements. Direct costs includg
the cost of obtaining a license, the cost of equipment required to be installed
procedures to be employed in complying with the rule, additiona! operating costs in
the cost of monitoring and reporting. :
The impact on small businesses as defined by 5.288.703 and on small counties and citie
by s. 120.52,

Any additional information that the agency determines may be useful.

The requirements of the SERC listed above give us only a cost analysis. The evaluation
is not required. Cost-effectiveness is only considered if an alternative “lower cost”
received by the agency and the cost-effectiveness analysis would be limited to the origing
rule and the proposed alternative.

District Use of Economic Analyses

None of the Water Management Districts incorporated guidelines for conductin;
assessments in their water management plans until the early 1990s. In conjunction with
Department of Environmental Regulation, the Districts did develop a “convention” fo
assessments in 1991.
consistent economic principles to be followed when analyzing solutions to critical wat]
problems.” The convention covers the use of cost-effectiveness analysis, cost/benefit analysi
impact analysis, and fiscal impact analysis. The guidelines recognize the difficulty in monetiz
and benefits, and that final decisions need to include other evaluations in addition to th
assessments. For the most part, the District has not regularly used the convention in comp
management planning evaluattons
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Prior to the adoption of the new economic convention, the Districts developed analysis procedures
to “fit specific needs such as the analysis of wastewater reuse feasibility and water conservation.” In
addition, the Districts looked to the procedures outlined in two federal documents, Economic Principles
and Guidelines for Water and Related Land Resources Implementation Studies (U.S. Water Resources
Council), 4nd Guidelines for Performing Regulatory Impact Analysis (the U.S. Environmental Protection
Agency).

In its recent Lower East Coast planning effort, the District analyzed projects by determining
physically based performance measures. Instead of identifying and quantifying all the possible benefits that
may be derived from the implementation of a project, the District evaluated the benefits using “performance
measure graphics that show differences in modeled physical and operational characteristics such as
hydroperiods, water levels, and flows and frequencies.” If, for example, a more natural hydroperiod for
a region is reestablished, an improved natural system functioning is expected to result.

As a partner in the Restudy, the District has expanded its typical economic evaluations to include
cost-effectiveness analyses and incremental cost analyses. Many of the modeling data the Corps uses to-
generate the various components of its Restudy alternatives originate from the District. Accordingly, the
District will continue to aid the Corps for the next two years to determine a selected alternative through
the use of the two economic analyses. :

There does not appear to be any movement toward the District’s adoption of monetizing and -
identifying all environmental and social costs and benefits for policy decisions. Its Governing Board has
the responsibility to effectuate such a determination.

Conclusion

Full cost accounting is a set of economic evaluation tools that can help policy makers and managers
gather more complete information for better informed decisions and a clearer understanding of proposed
public interest projects, policies, and programs. Even today, many agencies and businesses rely on
information and evaluation techniques which do not adequately categorize or provide for the entire
“picture.” Full cost accounting is a powerful set of evaluation tools that can overcome these information
shortfalls and illuminate many of the overlooked environmental and social benefits and costs associated
with policy decisions. However, estimating some of these values remains the greatest obstacle to its
widespread use. The intent of full cost accounting is not to dictate policy:

Many agencies and businesses do attempt to garner enough information to aid in their respective
decision-making processes. However, most, if not all, do not truly practice full cost accounting. With
regard to the agencies involved with the C&SF Project Restudy and Everglades restoration, neither the
District nor the Corps employ full cost accounting, NEPA Principles and Guidelines call for the total array
of tools necessary for a full cost accounting approach, however, the Corps’ implementation of the -
guidelines does not reflect full cost accounting. Full cost specifically tries to identify and quantify many
of the environmenta! and social costs and benefits which the Corps does not address routinely (non-use
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values). It is important that the monetization of some of these critical values be part of any
analysis. Again, full cost accounting does not necessitate the monetization of all benefits an
rather their incorporation, quantitatively or qualitatively, into the decision-making process.
were to expand its scope of concern to reflect non-use values of resources, then, arguably, it
tremendous strides toward the realization of a full cost accounting approach. The Corps’ im
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of the Principles and Guidelines reflects the closest embodiment of full cost accounting of the two agencies.
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One of the foremost reasons for the exclusion of non-use values in its economic assess
reliability and defensibility of the data. The perceived weakness of Contingent Valuation ((
among other things, can stem from the actual translation of money promised and money pu
particular issue. Moreover, the judicial system has increasingly been favorable to well d
implemented studies. The adoption of non-use values by the Corps would provide it w
understanding of the issues involved in a particular decision, and would likely pave the way £

agencies, state and federal, to enhance their evaluation frameworks.

The District, on the other hand, also has many of the tools required for a full cost
exercise in its economic convention. However, it does not regularly employ many of th
assessments outlined in the convention. In some instances, the District did, after the f:
consultants to employ some of the economic assessments typical of a full cost accounting a
particular policy decisions, such as the Dairy Industry Buyout above Lake Okeechobee.

The implementation of a full cost accounting approach by these agencies would enhang
and amount of information available to them for policy decisions and would likely result in an i
in the quality of decisions and policies. Everglades restoration would also benefit from the a
full cost accounting as many of the overlooked environmental and social values, costs, and |
their way into the decision-making processes.

V. AFULL COST ACCOUNTING CASE STUDY — THE 8.5 SQUARE MILE A

The Natural Resources Committee of the Governor’s Commission asked the
Accounting Committee (FCAC) to search for a current issue/topic to apply the full cost
principles and to report back to the Commission regarding the limitations and the suco
implementation. After reviewing several potential topics, the committee chose the 8.5 §
Area as its pilot project. The FCAC felt that the topic not only contained economic, eny
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and social elements vital to sustainability, but also exemplified a “land and water management

decision” for which the Governor’s Commission recommended a full cost accounting ag
fact, the issues of the 8.5 Square Mile Area mirror the many complex issues that surround
restoration. Additionally, the policy decision between the clearly defined alternatives bein
for the 8.5 SMA would greatly benefit from the application of a more complete benefit/ct
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Beginning in September 1997, the committee met with the District Review Team responsible
for overseeing the development of alternatives for the 8.5 Square Mile Area and their contracted
consulting group, PEER Consultants, Inc. In the initial meetings, the consultants and the Review
Team (composed of representatives from the District, Miami-Dade County, ‘Everglades National
Park, and the Army Corps of Engineers) briefed the committee on the various alternatives under
consideration for the locally preferred option (LPO).° During these discussions, the consultants also
described the range of costs and benefits that they were investigating to compare the different
alternatives. Following these briefings, the committee members identified areas that, under a full cost
accounting approach, were missing from the economic analysis, and conveyed these information
shortfalls to the Review Team. For example, flood control benefits and costs associated with the
different alternatives had not been fully considered, as well as the benefits and costs of future land use
investments (provision of County services, etc...) potentially resulting from the various alternatives.

Following these initial discussions, the FCAC and the Review Team decided to create a list

of information that a full cost accounting approach would ideally provide to policy makers for a
comparison of alternatives. To aid in this process, the committee identified five broad informational

‘categories: recreation, flood control, wetlands, future land use impacts, and water storage/supply.
Once completed, the two groups would determine which information had already been accounted

- for in the current scope of work by the District’s consultants. The committee would then identify the

missing information and determine the most “necessary and crucial” pieces which should be gathered.
One of the participants in the District Review Team would then be responsible for the collection of
the additional information. Those pieces which could not be fully addressed by this new effort would
still be provided to policy makers for their qualitative incorporation into the decision process. :

The application of full cost accounting, while initially supported by the District Review Team,
was not endorsed by the Governing Board of the District. While the Commission acknowledges the
need for an expedient conclusion to the resolution of the 8.5 Square Mile Area, it firmly believes the
full cost accounting application could provide decision-makers with additional information that could
significantly contribute to the policy decision. It is not the intent-of the Commission to dictate a
specific alternative with the increased information, but rather improve the informational base from
which policy makers can draw their own conclusions.

In its final evaluation of a locally preferred option, the Governing Board did embrace the
qualitative, and in some instances quantitative, incorporation of many of the informational categories
outlined by the Full Cost Accounting Committee. This process provided the District and the public
with a better understanding of the environmental and social benefits and costs associated with each
of the alternatives. These initial steps are consistent with the intent of fuli cost accounting and should
be continued.

§ 1fthe District does not support the Corps’ alternative to address the 8.5 Square Mile
Area issue, it must develop, with its partners within the Review Team, another alternative
that minimally provides the same benefits as the Corps’ alternative. The alternative selected
by the District would be classified as the “locally preferred option.”
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V1. RECOMMENDATIONS

In essence, full cost accounting is a set of tools to improve decision-making that incorporates
all social, economic, and environmental impacts when evaluating options. It helps decision-making
by avoiding erroneous conclusions that occur when we fail to consider all important factors .or
consider factors only inisolation. Applying full cost accounting principles may not be easy, but not
~ using them can lead, as current Everglades restoration efforts demonstrate, to very costly errors.
While it cannot happen in full overnight, it is of critical importance that Florida begin to incorporate
full cost accounting principles into decisions regarding public projects, policies, and pragrams.

- Just as important is the necessity to improve economic evaluation methodologies to
adequately estimate and monetize social and environmental benefits and costs, as well as to educate
decision-makers and the public about the usefulness of a full cost accounting as a policy evaluation
tool. Moreover, decision-makers must be made aware of the various mformatlon shortfaﬁs that a full
cost accounting approach attempts to clanfy

Recommendations

1. The Commission recommends that full cost accounting applications be guided by the following
principles:

a. Full cost accounting is a set of analytical techniques for better informed decision-making
in order to encourage efficiency and innovation and to enhance economic, environmental, and
social goals. :

b. Full cost accounting approaches should be flexible, practical, and adaptable as new
information and valuation techniques arise.

c. Full cost accounting approaches should be tailored to the issue under consideration, to the
decision-making entity (private industry vs. govemmental agency), and to the geographical
scope of the decision (local vs. regional vs, global)

d. . Full cost accounting should incorporate the benefits and costs that accrue to present and
future generations. e

e. Efforts should be made to estimate and assign a monetary value to alll economic,
environmental, and social benefits and costs, public and private. If this valuation is not

feasible, they should be qualitatively incorporated into the decision-making progess.

f Full cost accounting should seek public input regarding economic, environmental, and
social benefits and costs, public and/or private.
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The Governor should issue an executive order that directs State agencies and encourages local
and non-State agencies to apply full cost accounting principles in the evaluation of their
significant projects, policies, and programs where demonstrable benefits and costs may apply.

The State of Florida should institute a competitive grants process that focuses on social
science and integrated ecological and environmental studies. In particular, the grants process
should focus on studies relating to full cost accounting, to the C&SF Project Restudy, and
to efforts that provide policy analysis for a sustainable South Florida.

The State of Florida, through its University system, should encourage and facilitate efforts
to produce and distribute literature that explains the concept of full cost accounting in
layman’s terms and includes case studies which illustrate its usefulness in policy making.

Through the Florida University system, a clearing house should be established that collects
and makes available information and studies involving economic valuation studies.

Programs should be developed to improve estimation methods for those types of information
which public decision makers need in order to apply full cost accounting principles. Adequate
funding by the State of Florida should be provided for these purposes.

The Corps should specifically include non-use values, at least at a qualitative level, in its
economic analyses of prOJect altema’nves

Following Congressiona! approval of the Comprehensive Plan, the Corps should conduct ~
further economic evaluation, including benefits, in its analysis of the best means of
implementing individual project components of the plan.

Amend Florida Statute 120.54 (3) (a) to include a requirement that a notice of proposed rule

include a summary of the expected benefits from the rule. Benefits can be monetary, where
possible, or qualitative. . .

Amend Florida Statute 120.541 (2) to require as part of the Statement of Estimated
Regulatory Costs a good faith estimate of the expected costs to individuals and other entities
if the rule is not adopted.
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VIL. Acronyms and Abbreviations

C&SF Project — The Central and Southern Florida Project

Commission — The Governor’s Commission for a Sustainabl.e South Florida
Corps — The Army Corps of Engineers

CV - Contingent Valuation

District - The South Florida Water Management District

EQ - Environmental Quality Account

FCAC — The Full Cost Accounting Committee

LPO ~ Locally Preferred Option

NED — National Economic Development Account

NEPA — National Environmenta! Protection Act

OSE -~ Other Social Effects Account |

. P&G - Princip!es and Guidelines

PSP — Project Study Plan

RED — Regional Economic D_évelopmént Account

Restudy — The Central ahd Southern Project Comprehensive Review Study
SERC - Statement of Estimated Regulatory Costs

WRDA — Water Resources Development Act of 1996
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VII. Glossary

Averting Expenditures - The costs of avoiding harmfui effects that may result from the presence
or absence of a policy. :

Benefit/Cost Analysis - The analysis of the social costs and benefits, present and future, that will
result from an investment, project, and/or the implementation of a policy decision.

Bequest Value - The willingness to pay for the satisfaction derived from endowing future| generations
with a given resource (stewardship value).

- Capital Projects - Projects that increase our capital stock, private and social. This includes roads,
water supply facilities, and other infrastructure works. A capital pI'OJeCt involves expenditures of
funds today in anticipation of benefits in the future.

Contingent. Valuation — An analysis that utilizes survey techniques to assess economic values for
increments or decrements in the level of a non-market good.

Demand - The amounts of goods consumers are willing to consume in relation to market|prices. The
demand curve reflects marginal benefits in consumption.

Discounting - The process of converting future costs and benefits into their equivalent present value.

Discount Rate - The rate used to calculate the present value of costs and benefits through time. The

discount rate reflects time preference and the opportunity costs of not using an asset today but saving
it for the future.

Economic Efficiency - The use and allocation of economic resources to maximize net henefits with
the given inputs and technology.

Economic Impact Analysis - Measures how a project, policy, or program changes regional income
and other economic activities such as revenues, expenditures, and employment. Because it doesn't
consider alternative actions, EIA does not account for social benefit or opportunity cost.

Environmental Accounting - The inclusion in economic accounts of the value of the edvironmental
stock and/or of the environmental benefits and/or costs of all production, consumption| extraction,
and disposal decisions, Env1ronmental accounting is a subset of social accounting.

Environmental Impact - The evaluation of the environmental effects produced by economic activity,
investment projects, or public policy . Environmental impacts include the physical estimation of the
environmental effects and the economic evaluation of these effects.

Existence Value - The willingness to pay for the knowledge that a resource is protected gven though
no use is contemplated.
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Explicit costs - Actual out-of-pocket expenditures.

Externality - In the process of production or consumption, the benefits and/or costs accrue to third
parties without their receiving compensation for costs or making payment for those benefits.

Fiscal Impact Analysis - A measure of how an action changes the collection and disbursement of
public revenues.

Foregone Expenditures — The cost-savings or averted expenditures to individuals resulting from a
project, policy, or program. _

Hedonic Model - A valuation technique that uses data on wages, fand, housing, or property values
to infer the positive or negative effects that may result from a policy or the implicit value of a specific
resource, :

Human Capital — The quantity and quality of the human labor force or the stock of technical
knowledge and skill embodied in a nation’s work force. The degree of investment a nation makes
in health, education, and nutrition. '

Implicit costs - The opportunity cost of using resources that are not out of pocket. An example of
this is the wages one could have earned if he/she worked elsewhere.

Incremental Opportunity Cost Analysis - The analysis of private and social costs (including
foregone opportunities) resulting from an incremental change in a project or policy. .

Internal Corporate Accounting - The identification of all the private and social costs associated
with an investment's or product's life cycle, including raw material acquisition and product disposal
(Ditz et al.). This type of accounting (sometimes called life cycle analysis) can lead to a better
understanding of the environmental consequences of various production practices within a business.

Life Cycle Analysis - A measure of direct and indirect social costs and/or benefits caused by the
production, use, and disposal of a specific product. ' '

Multi-attribute Analysis — An analysis that uses survey techniques to elicit individual’s preferences
and values across multiple market and non-market goods and services, which may include economic
and other social values.

Natural Capital — The stock of environmentally provided assets such as the soil, the atmosphere,
the forests, wildlife, and water. . :

Negative Externality - When in the process of production, consumption, or disposal, costs are
accrued to a third party who does not receive compensation for these costs.

Net Benefit -Total benefits minus total costs.
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Non-Market Valuation - Empirical methods or techniques for measuring the value of

goods and services.

Non-Use Value (Passive Use Value) - The value expressed by an individual for a particul
even though there is no active use by the individual or potential for future active use.
include existence, bequest, and stewardship value. -

Opportunity Cost - The value of an economic good or service in its next best use. Q

costs arise from the existence of scarcity and reflect the fact that the consumption/prod
given good or service implies giving up the opportunity to consume/produce other
services.

Option Value - The value of retaining a quantity and/or quality of a resource, good, or
potential uses in the future.

Physical Capital - Plant, equipment, and infrastructure represent physical capital.

Positive Externality - When in the process of production, consumption, or disposal, b

accrued to a third party who does not pay for these benefits.

- Present Value — Today’s value for an asset that yields a stream of benefits and costs ove

calculate the present value, the uneven stream of costs and benefits accruing in the
discounted to reduce them to a common present day value.

Private Benefit - The benefits from a consumption, production, or disposal decision t
solely to the economic entity or individual making the decision.

Private Cost - The costs from a consumption, production, or disposal decision that accn
the economic entity or individual making the decision.

Public Good - A good or service whose benefits may be provided to all people at no mot
that required to provide it to one person. The benefits of the good are indivisible and peg
be excluded from using it. Examples include a bridge and a wetland. This contrasts wi
good whose benefits can be enjoyed exclusively by only one individual,

Scarcity - When at zero price, quantity demanded for a good or service is greater than {
supplied. Resources are limited and wants are unlimited.

Shadow Prices - Estimated prices that reflect real costs of production and the value ¢
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failure or government intervention.

Social Accounting - The inclusion in national and regional product accounts (such a
National Product or the Gross State Product accounts) measures of natural, human, and s

22

5 the Gross
ocial capital




o =tue

and their depreciation during the time period in question. Their inclusion in the products accounts
provides a better indicator of social welfare and serves as a guide for achieving sustainability.

Social Benefit - The total benefit of a consumption, production, or disposal decision that is enjoyed
by society. Social benefits include both private benefits and external benefits (positive externalities).

Social Capital - The shared value that holds a society together as well as a social institution that
enables society to function.

Social Cost - The total cost of a consumption, production, or disposal decision that is imposed on
society. Social costs include both private costs and external costs (negative externalities).

Stewardship Value — The value expressed by an individual for a resource derived from a sense of
human stewardship over the natural system.

Stock - A stock variable is one that measures a quantity at a point in time. An example of this is
water in a lake, capital (plant and equipment), natural capital, and/or an asset.

Supply - The amount of goods a producer is willing to produce in relation to market prices. The
supply curve reflects the producer’s marginal cost of production.

. Total Economic Benefit - The sum of all possible values (values foregone) of a given good or
service. This value includes use value (active use value), option value, and passive use value (non-use
value, intrinsic value, passive use value). )

Total Economic Cost - The sum of all possible economic costs of a given good or service.

Travel Cost — An analysis that considers the time and expenses associated with visits to recreation
sites and the effect a policy may have on visitation and the value of the visit. It can in turn be used
to measure the effect on recreation benefits from changes in resource quality. :

Use Value - The value derived from the actual use or consumption of a resource, good, or service.
An example of this is the timber value of a forest and/or recreational value from the use of the forest.

Willingness-to-Pay - The maximum amount of money a consumer is willing to pay for a given
quantity and/or quality of goods and services given income contraints, Willingness to pay reflects the
benefits derived from these goods and services. In perfect functioning markets, willingness to pay
is equal to market price. ' '
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