NED/NER ISSUES

Two areas of discussion have been arisen during discussions for the Planning Principles and Procedures course and the Plan Formulation Workshop, regarding cost allocation and justification of multi-purpose NED/NER projects

1. Should or under what circumstances should net NED benefits foregone be assigned as costs to an ecosystem restoration purpose?

2. To what extent can benefits from one purpose carry the justification of a multi-purpose NED/NER project?

1. Adding the separable costs of restoration features and the net NED benefits foregone is a method of estimating the separable costs of adding a restoration purpose to a NED project when the multi-purpose project results in less NED benefits.  

a. In applying this method, the first thing to establish is the alternative from which the net NED benefits foregone are measured.  This would be an already formulated plan that has net NED benefits on the raising limb of the net NED benefits curve (not necessarily the NED Plan). This is not true multi-purpose formulation, but rather the addition of an ecosystem restoration purpose to an already formulated plan.

b. For a project with one NED purpose, the most accurate way of determining the separable NER costs would be to subtract the cost of a single-purpose NED project with the same NED benefits as the NED/NER project, from the cost of the NED/NER project.  This does, however, require additional effort to formulate an NED project with the same NED outputs as the NED/NER plan.  

c. The net NED benefits forgone can be used as a proxy for the difference in costs between the single-purpose NED project as originally formulated and an NED project with the same NED outputs as the NED/NER plan, in determining the separable NER costs.  Adding to the separable costs has the same effect as reducing the single purpose NED project costs in determining the separable NER costs. (Reducing the cost of the single purpose NED project on the basis of prorated outputs is another method of developing a proxy that has been used.)  

d. The proxy can be a reasonable assumption if the plan is close to the NED plan where the benefits for the last increments of the plan are closely justified.  This relationship may not be so close in the case of plans that are lower on the rising limb of the net NED benefits curve.  Even so, any differences in the separable costs will most likely not make any difference in the justification of the NER features.  NER is getting a break anyway since there are no joint costs being allocated to restoration.

e. The method can be used when 1) planning is restricted to adding a restoration purpose to an already formulated plan for NED benefits, 2) the plan with NED outputs is justified and 3) joint costs are not going to be allocated to the restoration purpose.  The method is especially appropriate when the scope of the restoration is limited since it does not require additional formulation of a smaller scale plan with NED benefits. As the most accurate way of determining the separable NER costs would still be to subtract the cost of a single purpose NED project with the same NED benefits as the NED/NER project from the cost of the NED/NER project, this more study/labor intensive method may be more appropriate for cost allocation and apportionment when there are different sponsors for the different purposes.  

2. The second area of discussion is related to the limits in allocating costs between NED and NER purposes.  To address this we need to look at the how allocations to multiple NED purposes are performed and apply the same rules:

a. The total monetary and non-monetary benefits of a project must be greater than the costs. 

b. The benefits of each purpose must, at least, justify the separable costs of the purpose.  

c. For a dual-purpose project, the separable costs are determined by subtracting the single purpose project with the same outputs from the multi-purpose project. For a project with more than two purposes, the separable costs for a purpose are determined by subtracting a multi-purpose project without the separable purpose from the total cost of the entire multi-purpose project. 

d. Joint costs are determined by subtracting the sum of the separable costs from the total cost of the multi-purpose project

e. Total allocated costs to any purpose cannot exceed either the benefits or the cost of the single purpose alternative or the purpose in the multi-purpose project would not be justified.

f.  The method of allocating joint costs established in the Principles and Guidelines is the Separable Costs Remaining Benefits (SCRB) method.  This method can be applied to a project with ecosystem restoration when the cost of a justified single purpose restoration project with the same restoration outputs is used as a proxy for monetary benefits.

The limit that a project purpose could justify in a multipurpose project is the joint costs plus the separable costs to the project purpose. The benefits of the other purposes must then justify the separable costs of their respective purposes.  If the other purposes do not justify the separable costs, then the project with the greatest net monetary and non-monetary benefits would be without the purpose(s) that is not justified. 

