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NOTE to persons providing oral or written testimony to the Council: Section 307(1)(I) of the Magnuson-Stevens Fishery
Conservation and Management Act prohibits any person ** to knowingly and willfully submit to a Council, the Secretary. or the
Governor of a State false information (including. but not limited to, false information regarding the capacity and extent to which a
United State fish processor. on an annual basis, will process a portion of the optimum vield of a fishery that will be harvested by
fishing vessels of the United States) regarding any matter that the Council. Secretary, or Governor is considering in the course of
carrying out this Act.
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AGENDA C-4(a-c)

DECEMBER 2008
MEMORANDUM
TO: Council, S8 d AP Members
e ESTIMATED TIME
. . i o
FROM.: Chris O'llver' - 16 HOURS
Executive Director
(all C-4 items)

DATE: December 1, 2008

SUBJECT: Crab management

ACTION REQUIRED

{(a) Receive BSAI crab program 3-year report.
(b} Receive Crab Committee Report/Crew proposal.
(c) Review.of BSAI Crab 90/10 Amendment alternatives and analysis outline.

BACKGROUND

(a) BSAI Crab program 3-year report

In the development of the crab rationalization program, the Council requested a preliminary review of the
program three years after its implementation, In response to this request, staff prepared a paper reviewing
several aspect of the performance of the program to date. The paper was included in a mailing to the Coungil in
September. Staff presented the document to the Scientific and Statistical Committee (the SSC) and the
Advisory Panel at the October 2008 meeting. The paper was not presented to the Council at October meeting
because of time consiraints, but was rescheduled for this meeting. Staff mailed a revised copy of the review
(including the Socia! Impact Assessment) prior to this meeting. The main document was edited and contains no
significant substantive changes. The Social Impact Assessment was revised to address comments ofthe SSC. A
summary describing those changes is attached (Item C-4(a)).

The paper reviews the distribution of allocations to both harvesters and processors under the program and
examines changes in those distributions. The paper goes on to examine the participation patterns and
distribution of activities of both sectors and changes in their operations. The paper also briefly examines the
effects of the program on crews in both sectors. Changes in ex vessel pricing brought on by the share structure
of the program are also examined. Entry opportunities for both sectors are examined. Changes in management
arising as a result of the change in allocations created by the program, as well as changes in management costs,
are examined. The effects of the program on safety and biological condition of crab stocks are also discussed.
The analysis is preliminary, as it examines only three years of fishing under the program.

(b) Report of the crab advisory committee/crew proposals

At its June 2008 meeting, after receiving a report from the crab advisory committee and public testimony, the
Council directed staff to hold a workshop to assist crew representatives in the development of their proposals to
address crew concerns in the crab fisheries. The Council suggested that crew refine their proposals for



presentation to the committee at its September meeting. In addition to the consideration of crew issues and
proposals, the Council requested the committee to discuss measures to address management issues in the
Western Aleutian Islands golden king crab fishery and measures to address issues that have been raised with
the community rights of first refusal on processor shares under the rationalization program.

The committee met on September 15 to discuss these issues. A copy of the minutes from that meeting is

attached (Item C-4(b)).

{(c) Review of Crab 90/10 amendment alternatives

At its April 2008 meeting, the Council continued the development of its purpose and need statement and
alternatives to revise the 90/10 A share/B share split under the program (see summary of alternatives (item C-

4(c)(1)) and the Council’s motion (Item C-4(c)(2)})). The Council refined its alternatives adding substantial
detail and options. The proposed alternatives could:

a) remove individual processor quota or reduce the portion of IFQ landings required to be
landed with a holder of individual processor quota

b) creation of new crew quota shares from either owner quota shares or processor quota shares

c) impose vessel caps that would limit the number of pounds of crab that may be harvested by

any vessel (including vessels fishing for a cooperative) in the Bristol Bay red king crab and
Bering Sea C. opilio fisheries.

Because of the inclusion of options addressing several aspects of the program, the package creates a large
number of alternatives that will be unwieldy to analyze. To further the analysis, the Council could streamline
the alternatives by removing options. The attached paper reviews the altemnatives created by the current
Council motion and identifies options that the Council consider through preliminary analyses for streamlining
the alternatives for analysis (Item C-4(c}(3)).



AGENDA C-4(a)
DECEMBER 2008

Summary of Changes, Crab Rationalization 3-year Review Appendix A:

Social Impact Assessment

Page No.

Change

Title page and page
footers (all other pages)

Sentember 2G08 changed to November 2008

Page 1-1

Section 1.1 — Comprehensive footnote added to explain
methodological approach and caveats associated with linking
vessels to communities based on ownership address for the
purposes of the SIA analysis.

Page 1-9

Section 1.2.4 — Clarification/correction made regarding annual
average processor participation in King Cove.

Page 1-33 & Page 1-34

Section 1.3.8 — Footmotes added regarding APICDA obtaining
PQS associated with St. George.

Page 1-37 Section 1.3.10 — Noted added on Deep Sea Fishermen’s
Union.
Page 1-38 Section 1.4 — Clarification on crew study added.

Page 2-38 & Page 2-41

Section 2.1.3.3 — Information added/updated on Alaska Ship
Supply.

Pages 2-79 to 2-83

Section 2.2.3.1 — Information added/updated on Trident
delivering fleet, processing, and community interactions.

Pages A2-1 to A3-3

Afttachment 2 and Attachment 3 order reversed.

Yanous

Minor typographical and formatting errors carrected.




AGENDA C-4(b)
DRAFT DECEMBER 2008

Crab Advisory Committee Meeting Minutes
September 15, 2008
Anchorage Hilton

Committee Members —~ Sam Cotten, Lenny Herzog, Dave Hambleton, Linda Freed, Florence Colburmn,
Rob Rogers, Frank Kelty (ph), Simeon Swetzof, Emie Weiss (ph), Tim Henkel, Steve Branson (ph),
Kevin Kaldestad, Jerry Bongen, Phil Hanson

Staff — Mark Fina (NPFMC), Herman Savikko (ADFG), Stefanie Moreland (ADFG), Glenn Mermll
(NMFS), Lauren Smoker (NOAA GC)

Public — David Capri (ph), John Iani, Pat Hardina (ph), Heather McCarty, Mateo Paz-Soldan, Jake
Jacobsen, Mike Stanley {ph), Clem Tillion, Steve Taufen, Lisa Ross, Larry Cotter, Kjetil Solberg, Einar
Sorvik, Anne Vanderhoeven, Dave Fraser (ph), Linda Kozak

Minutes

Community rights of first refusal
The committee reviewed the current Council motions as they pertain to rights of first refusal (including

the purpose and need statement and the current options before the committee). The committee identified
issues with the current rights of first refusal as:

1) the potential lapse of the right after three consecutive years of use of the IPQ outside the
community;

2) the requirement that the right apply to all assets involved in a transaction, including potentially
assets other than the PQS and assets outside the community;

3) the short period of time allowed for exercising and performing under the right; and

4) the potential for communities to have inadequate funding exercising the right.

The committee generally supported allowing the right to be permanent (rather than lapsing after 3 years of
use of the IPQ outside the community). It was suggested that this should resurrect rights of first refusal
that may have already lapsed under the current terms of the program.

The committee also discussed the potential for large transactions that are subject to the right of first
refusal to include assets that are outside of the community that is interested in the PQS. Under the current
provision, the right applies to ail assets included in a transaction that also includes the PQS. In this case, a
community could face a high price for exercising the right and receive assets that are beyond its interest.
It was suggested that limiting the right to the assets in the community or limiting the right to the PQS only
(instead of all assets involved in a transaction) should be considered to address this shortcoming in the
existing rights. Some committee members expressed concemns that a company would not be able to
separate the price for the PQS (or possibly the only the assets in the community), if the transaction were
for a large portion of a business.

The committee generally supported the extension of the period to exercise the right (extend from 60 to
120 days) and the peried to perform (extend from 90 to 150 days).

It was suggestion that a severance tax provision might be useful for compensating communities for any
loss of processing activities. Such a management system would require substantial changes from the
existing program, but might provide alternative means of addressing community issues (and other issues
identified under the existing program).

Crab advisory committee minutes 1
September 15, 2008
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Some committee members expressed concem that intra-company transfers that are currently permitted
may erode a community’s position. Since these are not sales of the IPQ or PQS, they are not subject to the
right of first refusal.

The committee supports the development of a loan program to fund community PQS purchases.

Western Golden King Crab Fishery
The committee reviewed the Council’s motion on Western golden king crab and the options that were

sent to the committee by the Council. It was suggested by some committee members that changes in
markets and processor share holdings in this fishery may address some of the issues that have arisen in the
past.

Concern was expressed that the current problem statement is too narrow. Specifically, Adak history and
processing investments were not acknowledged in the initial allocation because the qualifying years used
for allocating PQS included only a few of the years of Adak’s participation in the fishery. Adak’s
processing participation developed and peaked subsequent to the qualifying period, but prior to
implementation. A revised problem statement could identify these community issues and allow for
Adak’s concerns to be addressed.

It was suggested by some that management without [PQ would be preferable to the existing program.
Some suggested that the arbitration program would need to be retained and modified to accommodate a
program without IPQ, if the program includes limits on where a processor can be undertaken. In addition,
some concern was expressed with any systemn that includes regionalized B shares, because it is possible
that only a single processor might be active in the West region. Some suggested issue that because the
fishery is very small, it may not be as important to the processor as to the harvester and consequently
regionalization would provide any processor in the West with a sirong negotiating position. Others
believe that keeping regionalization is important to communities in that region.

Tt was also suggested that returning to limited access might be preferable for the Western fishery. It was
suggested that science in this fishery should reviewed to assess whether the rationalization program is
having any effects on stocks or the ecosystem. In addition, it was suggested that we should consider the
effects on safety and Coast Guard costs.

Crew Issues

The committee first reviewed the Council’s motion to revise the crab program and redesignate owner QS
as crew QS. The committee also reviewed three proposals that were developed after the crew workshop
(see Attachments A, B, and C). Some crews interested in purchasing C shares — the redesignation may
help them.

The proposal submitted by Tim Henkel supports a redesignation as specified in the Council’s motion for
revision of the crab program. The proposal is intended to allow more crew to enter ownership in the
fishery, with minimal disruption for current participants. The redesignation would used voluntary
transfers to introduce crew ownership, without revoking shares.

Some committee members expressed concern with the relatively large share redesignation options in the
Council motion, but believed that the small redesignation provisions may be more acceptable and
equitable. Some also suggested that time certain redistribution may hurt current C sharc holders by
flooding market for C shares. These persons suggested that any redesignation should be slow and
methodical to ensure that share values are maintained. These persons support a longer period of time for

Crab advisory committee minutes 2
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divestment or for the redesignation to take place at the time of transfer. It was suggested that any decline
in values because of the introduction of more C shares to that market would be short-lived.

It was also suggested that making the transition at the time of transfer would avoid forced divestiture.
Some also expressed concern that any forced change in named holder could lead to a taxable event
(especially for persons who received an initial allocation who have no basis on the shares). It was also
suggested that if the market is flooded with shares at the time of a redesignation, some persons with debt
may nol receive revenues adequate to cover that debt.

Some committee members suggested that owners are more likely to comply with minimal participation
requirements, as the size of the share conversion increases. These committee members suggested that if
only a small portion of the pool is converted to C shares, more hired crew would benefit from the
conversion. In addition, owners may also be more likely to attempt to help their crew get financing for
share purchases, if the conversion is relatively small. If a large part of pool is converted to C shares,
owners may be more likely to attempt to maintain holdings or simply look for the highest paying buyer,
{(who may be backed by a larger interest).

The committee also discussed the potential to create regionalized C shares that are not subject to IPQ
landing requirements. Some committee members suggested that arbitration should be modified to apply to
these shares. Others suggested that the many active buyers in the north would generate competition for
these landings. It was suggested that only if the program were substantially modified (so that Class A
IFQ were removed) would competition in the north become an issue. Others believe that no arbitration
should be provided for any Class B or C share [FQ, since the purpose of those shares is to allow
competition for landings determine the price. It was also suggested that redesignation proposals are
complicated changes since they necessarily bring processors and communities into the discussion (since
they change the Class A IFQ pool).

The committee also reviewed a proposal developed by Terry Haines. The proposal is intended to address
exclusion of crew from the initial allocation under the program and negative effects of the program on
crew. Some concern was expressed that the proposal’s share redistribution would be too disruptive to the
program and the current distribution of shares.

Some committee members also suggested that allocating TAC in excess of a specific level might not
provide any advantage to crew (particularly in low TAC years, when they would most need the
assistance).

Committee members and staff also questioned whether requiring minimum investment in the fishery to
maintain share holdings would be workable because of the information requirements.

Some committee members expressed concern that the REA provision is vague. It was suggested that since
the RFA provisions of the MSA are new, they will require some analysis to fully determine whether they
can be used to address crew issues. It was suggested that more detail could be added to that proposal and
that work with staff with input from NOAA GC may be necessary to fully delineate the proposal. It was
also suggesting that communities may be able to acquire shares through the existing community right of
first refusal holders to address local crew issues.

Some concern was also expressed that it is unclear how crewmembers would benefit from quota managed
by an association. This criticism was also applied to the next proposal brought to the committee by Shawn
Dochtermann.

Crab advisory committee minutes 3
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The commitice reviewed the proposal of Shawn Dochtermann. This proposal is intended to address the
exclusion of crew from the initial allocation under the program and negative effects of the program on
crew through the reallocation of shares to a management association that would manage the allocation for
the benefit of crew. The proposal also includes a vessel cap. Some commitice members questioned
whether crew would benefit from vessel caps. Clearly some crew jobs could be added to the fishery, but it
is possible that the quality and pay for jobs would decline.

One committee member suggested that the current structure of crew payments is fair to crew and provides
crew with better information on their pay. Crew generally have better certainty concerning their incomes
prior to fishing, knowing their pay prior to the start of a trip. This benefits crew and allows them to
negotiate by exchanging information with crew on other boats. Prior to retionalization, a crew’s pay
depended on the uncertain success of their vessel in the derby. It was also suggested that it is unclear how
(or whether) any proposals would change crew shares or the quality of crew jobs.

It was also suggest that C shares may not protect crew, since these investments cannot be maintained after
leaving the fishery. While this is true, some persons expressed their belief that the C share pocl should
function to allow only persens active in the fishery to maintain holdings.

Attachments

Attachment A - Tim Henkel/Deep Sea Fishermen’s Union Crew Proposal

Attachment B - Preliminary Crew Quota Proposal for BSAI Crab Commiitee (from Terry Haines)

Attachment C - BSAI Crab Rationalization IFQ/ITQ Reallocation Amendment Proposal - for
Skipper/Crew Cooperative (from Shawn Dochtermann)

Attachment D - North Pacific Crab Association, memo regarding alternatives for discussion and analysis

Next Meetin
The committee will wait for further direction from the Council prior to scheduling a future meeting,

Crab advisory commitiee minutes 4
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Attachment A - Crab Committee
September 15, 2008

Tim Henkel/Deep Sea Fishermen’s Union Crew Proposal

Problem;

The current design of Crab rationalization makes it very difficult for crew to become vested as long term
participants in the Bering Sea Crab fishery. The initial issuance of C shares was limited to skippers and,
although the skipper/crew loan program was recently implemented to support long term investments, the high
cost of IFQ and low turnover rate in IFQ ownership provide very few actual investment opportunities and make
it difficult for some long-term participants to secure and maintain their full position in the fisheries.

Prior to rationalization of the crab resources in the Bering Sea and Aleutian Islands the venue for entry into the
fishery was a deckhand becoming a skipper and then into ownership of a vessel. With rationalization, vessel
buyout, and rapid consolidation of 260 plus vessels to about 70 vessels, traditional participation of a crewman
through working up to vessel ownership is very difficult. The ability to enter the fishery and have a full
participation in the fishery as a crewman is greatly diminished, The preferred access into the fishery is to acquire
quota share.

The crab program puts a deckhand in direct competition with persons with significantly greater assets and access
to financing. In order for crew to compete on an entry level, skippers and crew i.e. “active participants” need to
be able to compete only with each other for a portion of the resource.

Action needed,
Re-designation Purchase Provision for “C” Shares

In the April 2008 Council motion, several alternatives were put forward for analysis. Deep Sea Fishermen’s
Union (DSFU) supports the following, re-designation purchase provision for “C” Shares:

Increase the percentage of IFQ available exclusively to “active participants” in fisheries.

Options: Increase the amount of “C” Share quota from 3 percent of I[FQ to:
6 percent

8 percent

11 percent

14 percent

25 percent

33 percent

Al

Sub options: Use the following mechanism to achieve the increase:

1. A pro-rata reduction in owner shares (distributed over a period of 5, 7 years) to create “C” Shares
available for “active participants” to purchase. Owner share holders who meet “active participation™
requirements would be able to retain their converted “C” Shares; or

2. A pro-rata reduction of PQS (distributed over a period of 5, 7 years) and conversion into “C" Shares
available for active participants to purchase through market transactions.

[We do not support re-designation at the time of transfer ~ only re-designation at an identified date.]

[These provisions are included in Alt. 3, Option 2 and Component 1 of the Council’s April 2608 motion.]



Attachment B - Haines RFA Alternative — Redesignation of Crab ITQs

Preliminary Crew Quota Proposal for BSAI Crab Committee,
NPFMC Meeting, September 15, 2008

Problem Statement
What is wrong with Crab Rationalization as it is presently structured?

The program has created an unnatural imbalance in the most basic economies of fishing communities by focusing
access rights into the hands of a very few (esp. passive financial interests), allowing them to charge lease fees that
extract the maximum possible value. The result is less money in fishing communities and less opportunity for active
fishermen.

How can these problems be corrected?

Skippers and crew, that is, boots on deck fishermen, will be allowed access to a portion of the quota equal to their
traditional share (historical participation based on EDRs) on a yearly basis with no ownership rights. Quota owners
will be required to have a significant active participation stake in the industry at a time certain or they must divest
themselves of their quota holdings. Meaningful vessel caps will be implemented, allowing more opportunity for
traditional participants.

Purpose and Needs Statement

To restere traditional balance in the industry a redesignation of a portion of the TAC equal to the traditional share
taken by skippers and crew will occur, This redesignated quota, or Crew Quota, will be accessible to BOD (Boots On
Deck} fishermen without landing resirictions on a yearly basis based on past participation. In this way the entry level
fisherrnan will be able to work his way up, working boats will be relieved of the burden of heavy lease fees, and the
cash value of the fishery will be distributed in 2 more raditional manner, with fishing communities benefiting from
inore money in more hands.

Haines RFA Alternative Proposal
Quota would be redesignated in three ways:

1. All increases in TAC will be designated Skippers and Crew Quota for Active Participants.

2. All holders of crab quota will be required to show a significant ‘at-sea’ investment in the
industry, or to divest themselves of said quota at a time certain, At the time of transfer a
share of the transferred quota will be redesignated as Crew Quota.

3. A portion of existing “A” and “B” shares will be immediately redesignated as Skippers and
Crew Quota.

Option (i): BOD fishermen will then be encouraged to form a Regional Fishery Association as
defined in MSA:

The term Regionzl Fishery Association, in the context of Limited Access Privilege Programs under
Reauthorization, means an association formed for the mutual benefit of members --

A) To meet social and economic needs in a region or sub region;

B) Comprised of persons engagiitg in the harvest or processing of fishery resources in that specific
region or sub region or who otherwise own or operate businesses substantially dependent on a
fishery.

This document is meant to be a starting place for discussions which will result in a formal presentation to the NPFMC
at its October 2008 meeting in Anchorage Alaska. All interested parties are encouraged to contact the Crewmen’s
Association to help refine the proposal.

Terry Haines, Crewmembers Assn. representative, 907-942-0365, yohaines@alaska.com



Aftachment C

For the Public Record 189th Plenary Session, Oct. 2008 - Crab C-2(d) Crab Advisory Commiliee
. September 15, 2008

7\ Subject: For the Public Record 189th Plenary Session, Oct. 2008 - Crab C-2(d)
. From: Shawn Dochtermann <drdrmann@hotmail.com>
Date: Sun, 14 Sep 2008 09:22:53 -0800
To: Mark Fina <Mark.Fina@noaa.gov>, Dave Witherell <davidwithereil@noaa.com>
CC: Steve Branson <bransons@ptialaska.net>, Steve Branson <bransons@alaska.net>,
Tom Miller <f_vglacierbay@yahoo.com>, yohaines@alaska.com, Ifreed@city.kodiak.ak.us,
lexus Kwahka <island1@ptialaska.net>, Cora Crome <cora.crome@alaska.gov>

Gentlemen:

Please include copies of the attached PDF in the official Council package under C2(d) for BSAI
Crab - Crew Proposals,
To meet officlal requirements, I will also fax a copy to the councll today, but using this one may
printflook better, I will send copies to the Monday meeting with a representative.

Again, the scheduling of Crab Crewmember matbers during the October sesslon, long known fo be
when we will be out crab fishing, ignores the rights of crewmembers as stakeholders who must deal
with decision makers.

Also, the crab committee is an inappropriate and legally challengeable venue for open,
constructive and substantive discussion of the need to Reallocate (reassign, redistribute, andfor
revoke) fishing quota shares. The committee is dominated by conflicted interests, primarily those whose rights
would be diminished by any legitimate reallocation, And this committee contains one person who is a decision
maker - chalr, Sam Cotton of the NPFMC.

7 Furthermore, Mr, Tim Hinkel the Seattle area crab representative has not brought forth a proposal from crab
cewmembers. Instead, Mr. Hinkel has only brought forward proposals or outlines approved by the Deep Sea
Fishermen Union without adequate and widespread crab crewmember input, As such, and in any case, the
crab committee needs further crab crew representatives, In that regard the Council should consider the
process to date as insufficient for representing the greater body of stakehelders.

If the Council would motion for a separate agenda placeholder, an FMP Amendment for Crew
Reallocation, proper public notice and due process could proceed. As you know from dealing with
other regional councils, meeting the recommendations of the GAQ stakeholders' report is imperative to a 'fair
and equitable’ allocation (should It be necessary) and In order to avold excessive sharesfconsolidation.

We are forming a non-profit entity to represent the matters in the attached (and similar)
propasal(s) in preparation for reallocation under a separate agenda placement (FMP Amendment).

Sincerely, il
Shawn Dochtermann

Attachment: Shawn-Oct2008_CrabCrewProposal{rev2}.pdf
cc: FedLegall etc,

| ‘Content-Type:  application/pdf
QShawn Oct2008_CrabCrewProposal{rev2}.pdf Content-Encoding: base64

1 of ] 9/14/2008 4:0% PM



BS/ATI CRAB RATIONALIZATION IFQ/ITQ REALLOCATION
AMENDMENT PROPOSAL —FOR SKIPPER/CREWMEN COOPERATIVE
North Pacific Fishery Management Council — 189" Plenary Session — October 2008
RE: C-2 BSAI CRAB MANAGEMENT

Name of sponsor:  Shawn C. Dochtermann Originally Introduced at the 181st

Address: PO Box 3886 Plenary Session, April 1, 2007
Kodiak, AK 99615 Date:  September 15, 2008

Telephone: 907-486-8777 Email: drdmiann@hotmail.com

Brief Statement of Proposal: (preferably under a separale agenda placeholder)

1. Reallocation of a percentage of Individual Transferable Quota (ITQs) harvest privilege
shares of “CR Crab” — Bering Sea/Alentian Islands red king crab, opilio, and tanner crab
fisheries — to active crab crewmembers; by

2. Provision for a single Crewmember’s Cooperative for “CR Crab”; with options of multiple
Crew coops &/or combined with Regional Fisheries Associations (guidelines needed);

3. Retain Open Market for All Crewmember Pooled Quota Shares;
4, Require Active Participation & Provide for Crew Contracts,

Objectives of the Proposal {What is the Problem?):

The problem is an inequitable distribution of CR Crab fishing privileges that resulted in ¢xcessive
shares being assigned to vessel owners, which granted them inordinate control over fishermen on decks and
in the wheelhouses, who are engaged in active fish harvesting,

This was an unbalanced, direct and deliberate distribution of the opportunity to fish to a discrete user
group or set of individuals that excluded long-term participants (boots-on-deck fishermen) without any
justification in terms of the objectives of the Crab Rationalization FMP.

This failed to preserve the status quo of economic distributions in the crab fisheries, ignored the
dependence of present participants (crew) and coastal communities, and failed to fully consider the social
and economic consequences (harms) of the scheme {rationalization).

1. Correct Inequitable Distribution of Harvester Shares under CR Crab FMP; and Restore
Historical Crewmembers Compensation Levels.

Complete failure to recognize deckhands as vessel operators (allocating them 0%), combined
with Skipper shares of 3%, falls drastically short of the historical earnings of crewmembers who
actually harvest crab. A germane legal argument is that an inequitable “takings’ occurred as vessel
owners or mere investors confiscated those rights, and upwards of 70% of ex-vessel fish ticket
earnings as high quota rents consequential to implementation of the CR Crab FMP, which occurred
without prior public production of Economic Data Report reports and proper analysis.

Reallocation of crab quotas would provide crewmen ‘fair and equitable’ quotas recognizing
that their small businesses were needlessly harmed (even foreclosed) by inequitable allocations
under Crab Rationalization, and allow for future career opportunities in these crab fisheries.

2. Crewmember Representation in Binding Arbitration & Price Nepotiation.

Add crewmember representatives to the binding arbitration tables to protect the financial
interests of the skippers and crewmembers.

3. Assure Experienced Crews are Available and Rewarded in CR Crab Fisheries.



Assure crewmember jobs in the future have earnings that are cormmensurate to their personal
investments and recognize the dangers of active participation in CR Crab fisheries.

Needs and Justifications for Council Action:

The drastic reduction of jobs and compensation, especially with the massive consolidation of the
rationalized crab fisheries, demands this issue to be dealt with, without further delay: at best, through a
separate placeholder (€.g. FMP amendment). No provision was made for crewmen to initially recetve
allocated quota for BS/AI crab, representing their hisiorical ratio of compensation, which violates:

Section 600.325 National Standard #4 Allocations [applicable excerpts; plus c{3)(i) ...(i1i) etc.]

If it becomes necessary to allocate or assign fishing privileges among various U.S. fishermen, such
allocations shall be:

[1]. Fair and equitable to all such fishermen; fand}

[3]. Carried out in such a manner that no particular individual, corporation, or other entity
acquires an excessive share of such privileges.

Discussion: Regarding capitalism, Adam Smith first said that labor alone is the real standard by which the
value of all commodities can be compared; but modified it for the claims of ‘the landlord and the
capitalist’. Similarly, Abraham Lincoln noted, “Labor is prior to, and independent of capital. Capitalis
only the fruit of labor, and could never have existed if Jabor bad not first existed. Labor is superior to
capital, and deserves the much higher consideration.”

In determining the allocations under CR Crab regime(s):

«  ITQ/IFQ privileges were not rationally connected to achievement of Optimum Yield -
especially considering that it is through the crewmembers ¢amings that maximum net economic
benefits flow widely to commmunities.

s The motives for making particular allocations were not justified in terms of objectives —i.e. to
increase safety and provide for value-added benefits.

e  The FMP did not restrain income shifts from crewmembers to rent-seeking owners, nor deter
acquisition of excessive shares.

s The FMP did not prevent exorbitant rents — up to 70% quota lease fees.

The historical ratio of compensation for crewmembers as active participants (while oddly
recognizing a small ratio of rights for other vessel operators, in the 3% skipper shares) was
abandoned as the value of the ‘human capital® was taken — without permission or negotiation by
past stakeholders. In legal and economic terms, ‘lay share’ rights were taken and the crew now has
to produce a ‘surplus value’ for others that represents the degree of private exploitation (of crew
labor) by a ‘high rent seeking’ distant, non-participating capitalist: i.e. by a ‘sealord’ — often
investing in quota on a loan-financed basis only,

Likewise, there’s a new post-rationalization class of vessel owners (some of whom may also
hold a small portion of ITQs by way of the vessel’s history) that are paying high rent rates to such
‘sealords’ — greatly depressing the crewmembers’ net earnings, relative to historical ratios of
compensation, This is especiaily true because such ‘sealord’ rents come off the top of gross vessel
earnings — prior to direct costs {fuel, bait, groceries, fish taxes and related settlement expenses of
harvesting crab) and indirect vessel operating costs (hull insurance, repairs and maintenance, etc.).

All of these changes have exacerbated the degree to which allocations were neither “fair and
equitable” nor preventative of “excessive shares.”



Foreseeable Impacts of the Proposal (Who wins, who losses?):

Who Wins: By having quota rights Crewmembers (deckhands, engineers and skippers) gain ability for
substantial employment opportunities and are more likely to achieve fair earnings. This enhances the
interests of new entrants, as well, Crew will benefit from increased bargaining power for ex vessel
compensation with both cooperatives and processors. Fishery dependent communities will benefit from
increased (restored) crew incomes. Federal and state taxes will be higher, in total, as crewmembers
invariably pay taxes whereas corporations often shelter them.

Are there alternative solutions?

¢ Revoke crab rationalization and return to Open Access with a 100 pot limit for king crab and 250
for opilio. This is the option that would best have modified Status Quo, which when coupled with
buyback would have helped maintain crew jobs and avoid excessive consolidation onto fewer boats.

e  Cap rents for vessel owners to a much reduced percentage, more like 35%, rather than the current
exorbitant rates of between 70%-50% being taken by boat owners/IFQ holders, This would be
coupled with giving the crewmembers their historical 35% -to- 40% of total fish value.

© An option is to add ‘Vessel Caps’ regarding consolidation of ITQs per vessel.

Supportive Data and Other Information:

NOAA is remiss in providing Crewmembers with useful information from the EDRs. The open,
public provision of EDR. data is not only overdue (it is now one-year late), but essential and
legally warranted prior to the Council making any further decisions on ITQ shares.

For this data to now be regularly characterized as either inadequate or non-useful to the decision-
making process seriously calls into question the initial allocation of shares for all BSAI crab.

The EDR data apparently does not reflect the federal legal requirement of crew confracts, and
cross-verification with crew shares submitted in EDRs. NOAA must strengthen compliance with
the requirement in 46 U.S.C. § 10601 that seamen be given pre-trip written agreements. The lack
of such required data, ensuring appropriate analysis and reports for crewmembers seeking
restoration of historical rights, is an additional deficiency in the decision-making process to date.

Altogether, these are serious deficiencies of the regional council in meeting the recommendations
of GAO 06-289: Core Principles and a Strategic Approach on Stakeholder Participation.

Discussion: Previous to IFQ shares being allocated to all entities, vessel owners, or corporations, they were
each required to submit 3 yeats (2002-04) of crab data to NMFS in order to receive initial crab quota
shares. NMFS and/or related agencies could release this data in summary to substantiate the overall
participation levels (i.e. to establish the estimated 35% to 40% historical crew rights).

The present BS/AI crab rationalization requires that all quota shares holders furnish NMFS with extensive
crew and other data. Gunnar Knapp of ISER conducted a study for the City of Kodiak and it contained
preliminary analysis that puts job losses in the BSAI crab industry at 892 persons who held jobs prior to
rationalization. (An estimated 1,500 persons previously held crab jobs before rationalization.) And a draft
of an upcoming NOAA crew report indicates a range of lost crew jobs of between 1,026 and 1,674.

Final Note in Protest: Critical discussions affecting crab crewmembers were placed in an inappropriate
committee, and the Council’s relevant matters have been knowingly scheduled during the crab fishing
season when crewmembers cannot be present to represent their stakeholder interests. The weight of these
concems and deficiencies necessitates a separate placeholder for a Crab Crewmembers FMP Amendment.

HE##
Shawwn C. Dochtermarwy
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NORTH PACIFIC CRAB ASSOCIATION

August 19, 2008
To:  All attendees / August 18 Crew 1ssues meeting at PSPA
Fr:  Steve Minor, NFCA

Re:  Altermatives for discussion and analysis

First, iet me take o moment and thank everyone for the epportunity to participate in
yesterday's meeting.

As we all know, the Crab Rationalization program is carefully bakanced to recognize
the investtnents and inter-relationships of harvesters, processors ant communities.
Therefore, to ihe exteut the current harvest sector proposals to provide more long-
term benefils to active erew impact the procesiing sector and erab-dependent
communities, I have drafted up these comvments:

1. NPCA supports a market-based approach to increasing investment
opportunities for active crew,

a. The crab industry has evolved from a derby-style, high risk, pulse-
opening Oishery, to a more professional and stable business that can
provide long term work opportunities for crew . As someone put it
yesterday., “...We have evolved from a transiem fishery o o high wage
profession.” NPCA believes that investment opportunities for long-
term, professional crewmen are 3 desirable aspect of the new
program.

b. Today the new quots markets that have developed as a result of this
program provide significant entry-level opportunities for active crew.
Gone are the days when the cost of entry was in fact the cost of a
million-doltar vessel ... which most crew caald not ever aspire to
afford,

c. We believe that some of the coscepts discussed yesterday, wherein
active crew are given preferential access to loan funds combined with
a Right of First Refasal, or some other market-place access to guota,
make a lot of sense.
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Attachment D 1o wever, some of the “market forcing™ mechanisms that were discussed
yesterday ave of concern as they will destabilize a program that has been
good to all of us. Our concerns include :

d. Any mechanism that forces the sale of [FQ to active crew at a rate

which the market cannot absorb. 1 think some of the preliminary
analysis done by Ed Poulsen speaks to this problem, and encourage
more analysis and discussion.

NPCA opposes any significant *market forcing” measure that further
destabilizes the alveady tough credit markets that we all depend on.
Access to working capital and loan fands has become restrictive
becanse of the uncertainty surrcunding the Council review process
and the general economy. If there is a continued aggressive attempt (v
push measures like forced divestitore of quota or direct reallocation
from one sector to another, it will further undermine our collective
credit markets. This will leave those who have access to cash or lnrge
credit lines as the only active buyers — exactly the opposite result that
this process is designed to achieve,

1 was very concerned yesterday whea [ heard some participants
express the opinion that “... forcing IFQ sales to crew wonld devalue
the IFQ, making it more affordable to crew.” Be careful what you ask
for; because devaluing the value of any sector’s assets under this
program will send a message to onr collective credit markets and
lenders that this is NOT a stable industry to lend to... including crew
purchases of IFQ.

John Sackton summed this problem up nicely recently when he
commented that “...Unfortunately the idea that successful fisheries
have healthy harvesting and processing seclors seems (o be missing
{asely in Alaska, with many reverting io the old idea that the problems in
one sector can be solved by taking money from the other.”

2. NPCA on Share Conversion

a. NPCA is opposed to the idea that shares purchased by active crew

Attachment D
BSAl Crab Committee
Seplember 15, 2008

under any new program should be converted to “C" shares; further,
we do not believe that this conversion is in the interest of active crew,
either.

Conversion of existing A-shares to C-shares will directly harm St.
Paul, King Cove and Kodiak by reducing their landings. Recent
analysis by the Ad Hoe Crab Coalition bears this point ot ~ with the
high cost of foel, Jong romning times to some of these ports and
associated deadloss and other costs, the majority of the crab landed in
these communities is A-share TFQ matched to Processor Quota that is
tied to that community. Conversion of A-shares to C-shares, and the

PAGE 2 OF 4



Altachment D

C.

Attachment D
BSAl Crab Committee
Seplember 15, 2008

resuiting loss of the matching PQS/TPQ, will significantly harm those
A-share dependent communities.

Conversion of A-shares to C-shares will ignite an unnecessary
compensation battle. Simpiy put, if you nse a market.based transfer
to move A-shares from CVO's to active erew, everyone is foirly
compensated. If however you then convert those shares to C-shares,
and extinguish the matching PQS/TPQ in the process, bow will the
processor be compensated, and by whom? How will the commnnity be
compensated, and by whom? If this conversion is done without
reasonable compensation to all parties, it is no more thun a taking of
another's assets and disregard of cur mntual dependence.

Conversion of A-shares to C-shares will most likely resolt in
disproportionate harm to single commaunities or reglons. The msarket-
based approach we are supporting mutehes willing boyers and willing
sellers — but every seller (IFQ holder) has a unique portfolio that is
likely welghted with quota from a particular fishery, delivered over
time to 2 particolar community or region. If that transaction procecds
withogt conversion, no barm done. If however those shares are
converted to C shares, the harm will be to the specific commmnity and
region represented (and disenfranchised by) that specific transaction.

It Is not difficuli to imugine & scenario wherein the conversion provess
lends to the nndermining of the entire Northern Reglon (for the major
fisheries) or Western Region (for Golden King Crab) in particular.
This is a level of risk and discrimination that is not good for the

program, and we will oppose it.

C-share conversion will require Forced divestiture by the very
crewmen it is intended to benefit, for no apparent reason. What goul
then does the conversion proposal serve, exactly?

i. If the goul of C-sharv conversion is to maximize the value of C-
share holdings because they do not currently require PQS/APQ
matching or any specific community lnadings, please be aware
that NPCA {and most likely several commmnities) will oppose
C-shares retaining that status ns the slze of the C share pool

grows.

When the program was implemented there was s C-share
landings requirement that kicked in automatically after three
years, Within just the fast 12 months, NPCA and some
communitics supported the pemovil of this requirement,
provided the C-share pool stayed at 3%. These acw conversion
proposals are designed to greatly expand the C-share pool, so
we will be asking for the re-implementation of C-share
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Attachment D matching and landings requirements if these alternatives are
implmented.

. EFQ loans to crewmen will likely have 12 year to 25 year
amortization terms to create a real investment opportunity.
But how many active crewmen expect to work on deck for 12
to 28 years (the life of their loan)? If s’he does not, that mcans
s/he will be faced with forced divestiture in the future. So
again, what are the benefits of C-share conversion, when
weighed ngainst these restrictions, political fights and
regulatory hurdles?

f. Finally, the combination of ‘forced markets” and C-share conversions
counld lead to a Bromley-style government take-over of quota pools.
We oll discussed this yesterday. Do you really want a governmental
entity deciding on who is annually eligible to participate on an anoual
basis, and settlng compensation for use of those shares?

3. Recommendations

This group (or some definable group) continue to work together,
starting with the previous Counncil motion, and develop a more
focused set of alternatives for analysis that encompass the market-
based approach to increasing investment opportunities for active
crewmen.

Avoid any market forcing measures.

Move away from C-share conversion. it seems to NPCA that the harm
doue to communities and processors, the limitations placed on the
actual beneficiaries (active crew) and the risk of more direct
government control all argue against this approach.

If some participants want to pursue C-share conversion, please also
address compensation to PQS/IPQ holders and communities as well as
issues discussed above associated with an expanding C share pool.
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AGENDA C-4(c)(1)
DECEMBER 2008

North Pacific Fishery Management Council
Berning Sea and Aleutian Islands crab fisheries
Summary of alternatives to modify the A share/B share split

Following is an abbreviated summary of the altemmatives adopted at the April 2008 Council meeting.
Details of the alternatives are not included here, but are contained in the Council’s motion.

Alternative 1 - Status quo {maintain 90/10 A share/B share split)
Options - Vessel use caps -~ in pounds

Alternative 2 — Remove all PQS
Options — Apply regicnalization with arbitration system
Increase C shares (6 percent to 33 percent of the QS pool) using redesignation of owner QS
Processor compensation through a PQS buyback funded by landing fees
Processor compensation with QS
Limits on offshore and catcher processor deliveries
Vessel use caps — in pounds
Alternative 3 —
Bristol Bay red king crab and Bering Sea C. opilio fisheries
Reduce PQS by:
1) Change 90/10 to 80/20 or 70/30 (with/without regionalizing new B shares)
2) Increase C shares (6 percent to 33 percent of the QS pool) using
a) redesignation of owner QS
b) redesignation of PQS
3) Establish IPQ thresholds
Bristol Bay red king crab — 12 million to 18 million pounds
Bering Sea C. opilio — 26 million to 157.5 million pounds
4) Allow holders of QS and PQS to marry shares to create new type of QS that yield only
Class B IFQ
Options — Apply regionalization with arbitration system
Processor compensation through a PQS buyback funded by landing fees
Processor compensation with QS
Vessel use caps — in pounds

All other fisheries - Remove all PQS (same as Altemative 2)
Options — Apply regionalization with arbitration system
Increase C shares (6 percent to 33 percent of the QS pool) using redesignation of owner QS
Processor compensation through a PQS buyback funded by landing fees
Processor compensation with QS
Limits on offshore and/or catcher processor deliveries
Vessel use caps — in pounds
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AGENDA C-4(c)(2)
DECEMBER 2008

BSAI Crab Rationalization Program
Analysis of A/B Share Split, Alternatives for Analysis

Purpose and need statement;

The Bering Sea/Aleutian Islands (BSAI) Crab Rationalization Program is a comprehensive approach to
rationalize an overcapitalized fishery in which serious safety and conservation concerns needed to be
addressed. Conservation, safety, and efficiency goals have largely been met under the program. Many
aspects of the program are complex. Moreover, unintended consequences have occurred through rapid
consolidation. Dependencies on the binding arbitration system and inadequate data have complicated the
implementation and assessment of this program beyond the Council’s expectations at the time of
development. The current rationalization program requires government monitoring and enforcement of
many aspects of fishery operations that are typically, and perhaps more appropriately, managed through
private negotiation and contractual agreements.

Experience under the BSAI Crab Rationalization Program has made apparent the need to analyze
alternatives to status quo to achieve: a higher level of competition and efficiency in the processing sector;
in-season flexibility; entry-level investment opportunities for active participants; and retention of rents by
active participants. Elements of the program that have failed to provide anticipated benefits, such as some
community protections, need to be recogmized and re-crafted to reduce complexities and uncertainties
experienced under the program.

Alternative 1: No action. status quo.
Alternative 2: Extinguish processor quota shares (POS).

Remove the PQS component from all BSAI rationalized crab fisheries. Maintain the following
regionalization components for harvester quota shares:

Option 1) No regionalization.

Option 2) North region C. opilio, Pribilof red and blue king crab, St. Matthew Island blue king
crab, and Bristol Bay red king crab owner shares. Assign a North region delivery requirement to a
portion of C. opilio, Pribilof red and blue king crab, St. Matthew Island blue king crab, and
Bristol Bay red king crab owner harvesting quota share (QS) holdings. C shares shall not be
regionalized. The portion of regionalized QS shall be set such that 37 percent of all C. apiiio
harvesting QS are North region. The portion of the regionalized QS for species other than C.
opilio to be delivered in the North region shall be set at the same percentage of the TAC as is
currently established for those species. North region share deliveries will be subject to a system of
binding arbitration.

Suboptions: Apply the North region designation as follows:

a) based on initial allocation (adjusted proportionally by owner QS holdings such
that the appropriate percentage of QS is designated North region).

b) as a constant percentage to all C. opifio, Pribilof red and blue king crab, St.
Matthew Island blue king crab, and Bristol Bay red king crab owner share
holdings.

Option 3) North region C. gpilio, Pribilof red and blue king crab, St. Matthew Island blue king
¢rab, and Bristol Bay red king crab owner and C shares. Assign a North region delivery
requirement to a portion of all C. opilio, Pribilof red and blue king crab, St. Matthew Island blue
king crab, and Bristol Bay red king crab harvesting QS holdings. C shares shall be subjectto a




North region delivery requirement in the same proportion as owner shares. North region share
deliveries will be subject to a system of binding arbitration.

Suboptions: Apply the North region designation as follows:

a) based on initial allocation.

b) across all C. opilio, Pribilof red and blue king crab, St. Matthew Island blue king
crab, and Bristol Bay red king crab QS holdings. The portion of regionalized QS
shall be set such that the appropriate percentage of the listed species’ QS
holdings are North region.

Option 4) Maintain existing West/Undesignated regionalization of the Western Aleutian Islands
golden king crab fishery.

Alternative 3: Increase proportion of open delivery shares: extinguish POS in select fisheries.
Increase the proportion of open delivery shares in the Bristol Bay red king crab and C. opilio fisheries and
remove the PQS and regionalization components in all other BSAI rationalized crab fisheries.

Suboption: Do not remove regionalization in other fisheries (where PQS 1s removed).

Option 1) Increase the proportion of B class [FQ (individual fishing quota) for owner shares in
the C. opilio and Bristol Bay red king crab fisheries, Change the A/B split to

a) 80/20.

Suboption: regionalize additional B shares
b) 70/30.

Suboption: regionalize additional B shares

Option 2) Increase the proportion of C share quota in the C. opilio and Bristol Bay red king crab
fishery. Change the 3 percent C share allocation to

a) 6 percent
b} 8 percent
¢) 11 percent
d) 14 percent.
e) 25 percent
f} 33 percent.
Suboption: Regionalize additional C shares created

Suboptions: Use the following mechanism to achieve the increase:

1} A pro-rata reduction in owner shares (distributed over a period not to exceed 5 years)
to create C shares available for active participants to purchase. Owner share holders

who meet active participation requirements would be able to retain their converted C
shares.

i) A percentage re-designation of owner shares to C shares at the time of each transfer.
The purchasing owner is required to comply with the active participation definition
or divest of the C shares.

iii} A pro-rata reduction of PQS (distributed over 2 period not to exceed 5 years) and
conversion intc C shares available for active participants to purchase through market
{ransactions.



Option 3) Establish IPQ thresholds. The amount of IPQ (individual processing quota) issued in
any year shall not exceed,

Suboption a) in the C. opilio fishery,
i) 26 million pounds.
ii) 45 million pounds.
iii) 64 million pounds.
1¥) 112 million pounds.
v) 157.5 million pounds (status quo).

Suboption b) in the Bristol Bay red king crab fishery,
1) 12 million pounds.
1i} 15 million pounds.
111) 18 million pounds (status quo).

Option 4) Allow harvesting quota holders to purchase PQS in the C. opilio and Bristol Bay red

king crab fisheries as a means to increase the percentage of B designated owner shares through
market transactions.

Increased level of B shares would be distributed to the purchasing parties (individuals or
cooperatives). Allow a variable A/B share split by quota holder to reflect the buyers’
purchases of PQS.

Suboption: Additional B shares would be subject to regionalization requirements.

Compeonent 1 (applicable to non-PQS fisheries under Alternatives 2 or 3) — Increase the
percentage of IFQ available exclusively to active participants in fisheries where POS has been
removed.

Options: Increase the amount of C share quota from 3 percent of IFQ to
1} 6 percent.
2) 8 percent.
3) 11 percent.
4} 14 percent.
5) 25 percent.
6) 33 percent.
Suboption: Regionalize additional C shares created

Suboptions: Use the following mechanism to achieve the increase:

2) A pro-rata reduction in owner shares (spread aver a period not to exceed 3 years) to
create C shares available for active participants to purchase. Owner share holders
who meet active participation requirements may retain their converted C shares.



b) Re-designate a percentage of owner shares to C shares at the time of each transfer.
The purchasing owner is required to comply with the active participation definition
or divest of the shares.

Component 2 (applicable to non-PQS fisheries under Alternatives 2 or 3) - Restrict offshore
movement of BSAI crab processing in fisheries where PQS has been removed.

Option 1) Except in the community of Atka, all processing must take place at a shorebased
processing facility or on a stationary floating processor at a dock or docking facility (e.g.,
dolphins, permanent mooring buoy) in a harbor in a community that is a first or second class city
ot home rule city, except for CP-IFQ (catcher/processor individual fishing quota).

Option 2) All processing on catcher/processors (except for CP-IFQ) must take place while ata
dock or docking facility (e.g.. dolphins, permanent mooring buoy) in a harbor in a community
that is a first or second class city or home rule city. A catcher/processor is any vessel that operates
as a catcher/processor during the crab fishery vear.

Component 3 (applicable to all Alternatives) — Impose a fixed vessel use cap on all vessels fishing

C. opilia and Bristol Bay red king crab [FQs (cap woutd apply to vessels fishing inside or outside of
cooperatives).

Options: Vessels are subject to use caps equal to the following poundage threshold, determined
by fishery and season, averaged across the 2005/2006, 2006/2007, and 2007/2008 seasons:

1) 150 percent of the median vessel harvest (in pounds)
2) 200 percent of the median vessel harvest (in pounds)
3) 300 percent of the median vessel harvest (in pounds)
4) the average of the highest four vessel harvests (in pounds)

Component 4 (applicable to Alternatives 2 or 3, only where reductions in IPQ are not achieved
through market transactions with IPQ holders) — Provide compensation to processors through
harvester royalty payments.

Note that Congressional authority will be required to authorize NMFS administration of such a
system, The annual rate paid by harvesters is to be no more than 5 percent of ex-vessel value, which
is also the statutory rate cap for the fishing capacity reduction program in the BSAI crab fisheries.

Options: The total compensation per unit of POS removed from a fishery shall not exceed
1) 0.75

2) 1.0
3) 1.5
4) 2.0
5) 2.5
6) 5.0
7) 7.0

multiplied by the average ex-vessel price per pound (by fishery and region) standardized to PQS
units, averaged across the most recent 3 seasomns. Since PQS is to be removed from the fishery,
not [PQ, standardization to PQS units is necessary.



Suboption a) Select a single maximum multiplier to be applied in all fisheries to which this

provision may be relevant.

Suboption b) Select a distinet maximum multiplier for each individual fishery to which this

provision may be relevant.

Component S (applicable under Alternatives 2 or 3) -
Analyze options to compensate processors by reallocating PQS as CVO QS. Converted CV0O QS
would retain regional designations. This converted CVO QS would be added to the existing CVO QS

pool.

Analyze different ratios for assigning PQS as CVO QS based on the following ratios. Each crab
fishery may have a different conversion ratio. These ratios are based on rough estimates of the
relative value of each PQS to CVO Q8. This range could be expanded or modified based on further

analysis.

a)
b)
<)
d)
€)
f)

1 PQS unit =- 0.5 CVO QS unit
1 PQS unit =- 0.4 CVO QS unit
1 PQS unit =- 0.3 CVO QS unit
I PQS unit=- 0.2 CVO QS unit
1 PQS unit =- 0.1 CVO QS unit
1 PQS unit =- 0.075 CVO QS unit

Option: Regional Designation (different suboptions may apply to each fishery).
Suboption a) Assign regional designations to converted CVO QS
Suboption b) Do not assign regional designations to converted CVO QS.



AGENDA C-4(c)(3)

.North Pacific Fishery Management Council DECEMBER 2008
Bering Sea and Aleutian Islands crab fisheries
90/10 A share/B share revision

At its April 2008, the Council adopted for analysis a set of alternatives to revise the crab rationalization
program. The primary focus of these alternatives is the reduction or elimination of processor shares from
the fisheries. Given the radical restructuring of interests in the fishery suggested by the alternatives, the
analysis of alternatives must be extensive. In addition, each alternative, including the status quo, contain a
variety of options that could mitigate possible effects of the program or of removing processor shares
from the fisheries. In some cases, multiple options could be chosen. As a result, the motion creates far
more than three alternatives.

Although a sequential analysis of the alternatives can avoid some redundancy in the analysis, without
reducing the number and variety of alternatives, the analysis is likely to be unwieldy and could require an
extended period of time for completion. To avoid this delay, the Council could choose instead to
undertake a process of culling the alternatives based on preliminary analyses. This paper attempts to
outline the alternatives proposed by the motion. The paper also suggests preliminary analyses of options
that may be prioritized. If the Council wishes, it could elect to remove certain options or aiternatives at
without further analysis; however, any revision of the alternatives should be supported by a clearly
articulated rationale.

The Council has identified the following draft purpose and need statement, which should be used to guide
its selection of altemnatives for analysis, as well as any selection of a preferred altemative:

Purpose and need statement:

The Bering Sea/Aleutian Islands (BSAT) Crab Rationalization Program is a comprehensive
approach to rationalize an overcapitalized fishery in which serious safety and conservation
concemns needed to be addressed, Conservation, safety, and efficiency goals have largely been
met under the program. Many aspects of the program are complex. Moreover, unintended
consequences have occurred through rapid consolidation. Dependencies on the binding arbitration
systern and inadequate data have complicated the implementation and assessment of this program
beyond the Council's expectations at the time of development. The current raticnalization
program requires government monitoring and enforcement of many aspects of fishery operations
that are typically, and perhaps more appropriately, managed through private negotiation and
contractual agreements.

Experience under the BSAI Crab Rationalization Program has made apparent the need to analyze
alternatives to status quo to achieve: a higher level of competition and efficiency in the
processing sector; in-season flexibility; entry-level investment opportunities for active
participants; and retention of rents by active participants. Elements of the program that have
failed to provide anticipated benefits, such as some community protections, need to be recognized
and re-crafted to reduce complexities and uncertainties experienced under the program.

The remainder of this paper outlines the alternatives are created by the Council motion. The motion is
structured with 3 numbered alternatives: 1) status quo 2) removal of all IPQ from all fisheries and 3)
reduction of IPQ in the Bristol Bay red king crab and Bering Sea C. opilio fisheries and the removal of ail
IPQ from all other fisheries. Although this numbering is retained in this document, because the motion
includes options that are not mutually exclusive, it is possible that through the selection of certan
combinations of options, other alternatives could be constructed. In revising the alternatives, these
interactions among options should be kept in mind.



Alternative 1

Alternative 1 - Status quo
This alternative maintains 90/10 A share/B share split and all other aspects of the current program.

Alternative 1A Status quo with vessel use caps in the two largest fisheries

This alternative maintains 90/10 A share/B share split and all other aspects of the current program. In
addition, the alternative applies poundage vessel caps in the Bristol Bay red king crab and Bering Sea C.
opilio fisheries that are a specific percentage of the average median vessel harvest or the average of the four
largest vessel harvests in the first three years of the program. The motion specifically provides:

Impose a fixed vessel use cap on all vessels fishing C_opilio and Bristol Bay red king crab IFQs (eap
would apply to vessels fishing inside or outside of cooperatives).

Vessels are subject 10 use caps equal to the following poundage threshold, determined by fishery
and season, averaged across the 200572006, 2006/2007, and 2007/2008 seasons:

1} 150 percent of the median vessel harvest (in pounds)
2) 200 percent of the median vessel harvest (in pounds)
3) 300 percent of the median vessel harvest (in pounds)
4) the average of the highest four vessel harvests (in pounds)

Based on analysis in the three year review, these options would result in the following caps amounts:

BBR
Median vessel harvest Average of highest four
vessel harvests
Ssason as percent of
aspercentof | . nds total in pounds
total allocation .
allocation
2005-2006 0.85 140,698 390 643,007
2006-2007 1.05 146,374 327 453 476
2007-2008 1,22 222 838 357 654,402
Average _ 1.04 169970 | 358 | 583523
160 percent of median vesse! harvest 254 855
200 percent of median vessel harvest 339,541
Vessel GaP 350 percent of median vessel harvest 509,911
Average of highest four vessel harvests 583,629
BBS
Median vessel harvest Average of highest four
vessel harvesis
Season
as percent of in pounds = P?;t"-'-;m o in pounds
total allocation . P
allocation
2005-2006 1.05 349,851 3.59 1,192,020
2006-2007 1.19 389,008 4.14 1,352,638
2007-2008 1.08 611,366 3.27 1,853,105
Average 1.11 450,075 3.66 1,465921
150 parcent of median vessel harvest 675,113
200 psreent of median vesset harvest 900,150
Vessel Cap 560 percent of median vessel harvest 1,350,225
Average of highest four vessel harvesls 1,465,921




Analysis of vessel caps could be prioritized

Alternative 2

Alternative 2 as specified in the Council motion would remove all PQS and IPQ from all fisheries. The
motion suggests several alternatives, since c¢lements and options may be selected in a variety of
combinations. Specifically, those alternatives may be structured as follows:

Alternative 2A — Remove POS from all fisheries
WITHOUT compensation to POS holders
WITHOUT regionalization

C share redesignation option:
Increase C shares to between 6 percent to 33 percent of the QS pool using redesignation of
owner QS
Apply redesignation:
To owner QS at a time certain
To owner QS at the time of transfer
To PQS (expanding the QS pool) at a time certain

The Council should note that this broad range of allocations and the options for
defining redesignation effectively create several alternatives, as the differences in
effects across this range could be very dramatic — The Council should note that this
broad range of allocations effectively creates several alternatives, as the differences in
effects across this range could be very dramatic — at relatively low levels, the C share
QS allocations would continue to provide most of their holders with a minor interest
in the fishery that could be used to demonstrate a long term interest to an employing
vessel — at larger percentages, the C share pool would provide helders with control of
a substantial portion of the fishery, changing the role of C share holders in the fishery
- the distribution of C share holdings could depend on the magnitude of the share
conversion and the timing of the conversion (on transfer or at time certain)

In the event the Counecil elects to redesignate QS and/or PQS as C share QS, the most direct way to
specify its program modification might be to use a provision such as the following:

Increase the proportion of C shares from 3 percent to ___ percent of the QS pool.

The increase shall be achieved by the redesignation of catcher vessel owner QS and/or PQS.
The redesignation shall occur such that the increase in C share QS is derived from catcher
vessel owner QS shares and PQS conversion in the following proportion ___ percent catcher
vessel QS/ __ percent PQS,

The conversion shall occur over a period of __ years with share comversion equally
distributed across every (every other or every third) year.

Limits on floating processors or catcher progessor processing
a) Require all processing (except of CP shares) to occur in at community dock
b) Require all processing by CPs (except of CP shares) to occur at a community dock

Option:
Apply vessel caps in the Bristol Bay red king crab and Bering Sea C. opilip fisheries (see above)

Alternative 2B - Remove PQS from all fisheries




WITHOUT compensation to PQS holders
WITH regionalization

Option: Apply regionalization based on:
a) current designations
b) equally to all QS
Distribution options could be analyzed for December

Option: with modified arbitration system The Council should nete that the inclusion of the
arbitration application of the arbitration to regionalized shares has not been developed. The
alternative including the arbitration program cannot be analyzed until that application is
developed. In addition, it should be noted that one objective of this action is to simplify the
rationalization program. The inclusion of a revised arbitration program could be viewed as
inconsistent with that objective. On the other hand, if the arbitration system is imperative for
avoiding disputes or arriving at fair pricing, the Council conld include it in the alternatives.
On the other hand, the development of the arbitration system should be prioritized, if the
Council wishes to include it as an alternative to avoid an extended delay of this action.

tion:
Increase C shares to between 6 percent to 33 percent of the QS pool using redesignation of owner
Q8 — The Council should note that this broad range of allocations effectively creates several
alternatives, as the differences in effects across this range could be very dramatic

Option:
Apply vessel caps in the Bristol Bay red king crab and Bering Sea C. opilio fisheries (see above)

Alternative 2C — Remove all POS from all fisheries
WITH FINANCIAL compensation to PQS holders and

WITHOUT regionalization

POS buyback landing fee
The annual rate paid by harvesters is to be no more than 5 percent of ex-vessel
value, which is also the statutory rate cap for the fishing capacity reduction
program in the BSAI crab fisheries.
Options: The lotal compensation per unit of POS removed from g fishery
shall not exceed

1) 075
2) 1.0
315
4 2.0
3) 2.5
6) 5.0
7) 7.0

multiplied by the average ex-vessel price per pound (by fishery and
region) standardized to PQS units, averaged across the most recent 3
seasons. Since POS is to be removed from the fishery, not IPQ,
Standardization fo POS units is necessary.

Subaption a) Select a single maximum multiplier to be applied in all
Jisheries to which this provision may be relevant.



Suboption b) Select a distinct maximum multiplier for each
individual fishery to which this provision may be
relevant.

This option will require Congressional authorization and would likely take several
years to implement
Estimation of compensations amounts could be prioritized

C Share Option
Increase C shares to between 6 percent to 33 percent of the QS pool using redesignation of
owner Q8 — The Council should note that this bread range of allocations effectively
creates several alternatives, as the differences in effects across this range could be
very dramatic.

Limits on floating processors or catcher processor processing
a) Require all processing (except of CP shares) to occur in at community dock
b) Require all processing by CPs (except of CP shares) to occur at a community dock

tion:
Apply vessel caps in the Bristol Bay red king crab and Bering Sea C. gpilio fisheries (see above)

Alternative 2C — Remove all POS from all fisheries
WITH SHARE compensation to PQS holders and
WITHOUT regionalization

Processor compensation with owner QS —

Analyze different ratios for assigning POS as CVO QS based on the following
ratios. Each crab fishery may have a different conversion ratio. These ratios are
based on rough estimates of the relative value of each PQS to CVO QS. This range
could be expanded or modified based on further analysis.

a} I PQOSunit =-0.5 CVO QS unit

b} 1 POSunit =- 0.4 CVO QS unit

¢) 1 POSunit =03 CVOQSunit

d} 1 PQSunit =-0.2 CVO QS unit

e) 1POSunit=-0.1CVOQS unit

f 1 POSunit =-0.075 CVO OS unit

Option: Regional Designation (different suboptions may apply to each fishery).
Suboption a)  Assign regional designations to converted CVO (S
Suboption b) Do not assign regional designations to converted C¥O Q5.

The analysis of conversion amounts could be prioritized

The different options contained in this section would resuit in the following percentages of the CVO QS
pool being allocated to processors as compensation for the revocation of all PQS (and IPQ):



. CVO Q5 perunit & PGS

Fishery 05 04 03 b2 X 0075
Bristol Bay red king crab 33.9 26.1 235 17.0 93 7.4
Bering Sea C. opilio 361 3.2 253 18.5 10.2 7.8
Eastern Aleutian Islands golden king crab 227 19.0 15.0 10.5 56 4.2
Eastern Bering Sea C. bairdi 354 s 248 18.0 9.9 7.6
Pribilof red and blue King crab 341 203 23.7 17.1 94 7.2
St. Matthew Istand blue king crab 343 20.4 238 173 9.4 7.3
Woeslern Alautian Islands golden king crab 40.0 34.8 286 214 1.8 8.1
Western Aleutian isfands red king crab 458 40.4 337 253 14.5 1.3
Waestern Baring Sea C. bairdi 35.4 305 2438 18.0 9.9 18

C Share Option
Increase C shares to between 6 percent to 33 percent of the QS pool using redesignation of
owner QS — The Council should note that this broad range of allocations effectively
creates several alternatives, as the differences in effects across this range could be
very dramatic

Limits on floating processors or catcher processor processing
a) Require all processing (except of CP shares} to occur in at community dock
b) Require all processing by CPs (except of CP shares) to occur at a community dock

tton:
Apply vessel caps in the Bristol Bay red king crab and Bering Sea C. opilio fisheries (see above)

Alternative 2D - Remove all POS from all fisheries
WITH compensation to PQS holders and
WITH regionalization

Processor compensation options:
a) PQS buyback landing fee —
The annual rate paid by harvesters is to be no more than 3 percent of ex-vessel
value, which is also the statutory rate cap for the fishing capacity reduction
program in the BSAI crab fisheries.
Options: The 1otal compensation per unit of POS removed from a fishery
shall not exceed
) 075
2} 1.0
315
4 2.0
35) 25
6 5.0
7) 7.0
muitiplied by the average ex-vessel price per pound (by fishery and
region) standardized to POS units, averaged across the most recent 3

seasons, Since POS is to be removed from the fishery, not IPQ,
standardization to PQS units is necessary.

Suboption a} Select a single maximum multiplier to be applied in all
fisheries to which this provision may be relevant.



Suboption b) Select a distinct maximum multiplier for each

individual fishery to which this provision may be
A= relevant.

This option will require Congressional authorization and would likely take several
years te implement

b) Processor compensation with owner QS -

Analyze different ratios for assigning POS as CVO QS based on the following
ratios. Each crab fishery may have a different conversion ratio. These ratios are
based on rough estimates of the relative value of each POS to CVO QS. This range
could be expanded or modified based on further analysis.

a) 1 PQOSunit =-0.5 CVO QS unit

b 1 POSunit =-0.4 CVO QS unit

¢)  1PQSunit=-0.3 CVO QS unit

d) 1POSunit=-02CVO QS unit

e) 1 POSunit=-0.1 CVO QS unit

£ 1 POS unit=-0.075 CVO QS unit

Option: Regional Designation (different suboptions may apply to each fishery).
Suboption @)  Assign regional designations to converted CVO QS
Suboption b) Do not assign regional designations to converted CVO Q5.

Option: with modified arbitration system The Council should note that the application of the
arbitration to regionalized shares has not been developed - this alternative cannot be
analyzed until that application is developed.

Option: Apply regionalization based on:
a) current designations
b) equaily to all QS

C share Option (creates additional alternative);

Increase C shares to between 6 percent to 33 percent of the QS pool using redesignation of
owner Q8
The Council should note that this broad range of allocations effectively creates several
alternatives, as the differences in effects across this range could be very dramatic
Option: Apply regicnalization to C shares based on:

a) current designations

b) equally to all QS

Limits on floating processors or catcher processor processing option
a) Require all processing (except of CP shares) to occur in at community dock

b) Require all processing by CPs (except of CP shares) to occur at a community dock

Apply vessel caps in the Bristol Bay red king crab and Bering Sea C_opilio fisheries

Alternative 3

Alternative 3, as specified in the Council motion, differs from Alternative 2 in that PQS are retained
-~ in the two largest fisheries at a reduced level.



As specified, this alternative suggests that the Council has decided that a reduction of IPQ (to 70 or
80 percent) in the other smaller fisheries is not a feasible option or would not address Council intent
in the purpose and need statement. If the Council elects to develop alternatives to consider IP(Q)
reductions in these other fisheries, it could consider whether those provisions would apply to all of the
smaller fisheries (or only a subset of the smaller fisheries).

In the smaller fisheries, the alternatives are as specified for Alterative 2 above. While the layout in the
motion does allow the alternatives to be consolidated by incorporating provisions in alternatives 2
and 3 through components, the analysis must consider the interactive effects among the different
options for the different fisheries. If the Council wishes to streamline the analytical and
implementation process grouping of options, by assuming that the same options will be selected for ali
fisheries,

In addition, for the Bristol Bay red king crab and Bering Sea c. opilio fisheries, several options could
be used to reduce the IPQ allecations, including reducing the 90/10 A share/B share split, increasing
the C share pool (since C share IFQ are exempt from IPQ landing requirements), capping the annual
IPQ allocation at a threshold amount, and voluntary perging of QS and PQS to form “B share QS”.
The alternatives can be simplified, if the Council either uses these options only independently of one
another or limits the combinations of options that it would like to consider. Currently, an
unmanageable set of combinations exists.

Suboption: Do not remove regionalization in other fisheries {(where PQS is removed).

Option 1) Increase the proportion of B class [FQ (individual fishing quota) for owner shares in
the C. opilio and Bristol Bay red king crab fisheries, Change the A/B split to

a)y 80/20.

Suboption: regionalize additional B shares
b) 70/30.

Suboption: regionalize additional B shares

Option 2) Increase the proportion of C share quota in the C. apilio and Bristo]l Bay red king crab
fishery. Change the 3 percent C share allocation to

a) 6 percent
b) 8 percent
¢) 11 percent
d) 14 percent,
¢) 25 percent
f) 33 percent.
Suboption: Regionalize additional C shares created

Suboptions: Use the following mechanism to achieve the increase:

i) A pro-rata reduction in owner shares (distributed over a period not to exceed 5 years)
to create C shares available for active participants to purchase. Owner share holders

who meet active participation requirements would be able to retain their converted C
shares.

i} A percentage re-designation of owner shares to C shares at the time of each transfer.

The purchasing owner is required to comply with the active participation definition
or divest of the C shares.



It shounld be noted that the options for redesignation of shares in the Bristol Bay red
king crab and Bering Sea C. oplio fisheries do not include redesignation of PQS as C
share QS.

Option 3) Establish IPQ thresholds. The amount of IPQ {individual processing quota) issued in
any year shall not exceed,

Subeption a) in the C. gpilio fishery,
ii) 26 million pounds.
iii} 435 million pounds.
iv) 64 million pounds.
v} 112 million pounds.
vi) 157.5 million pounds (status quo}.

Suboption b) in the Bristol Bay red king crab fishery,
i} 12 million pounds.
i) 15 million pounds.
tii) 18 million pounds (status quo).

Option 4) Allow harvesting quota holders to purchase PQS in the C. opilio and Bristol Bay red
king crab fisheries as a means to increase the percentage of B designated owner shares through
market transactions.

Increased level of B shares would be distributed o the purchasing parties (individuals or
cooperatives). Allow a variable A/B share split by quota holder to reflect the buyers’
purchases of PQS.

Suboption: Additional B shares would be subject to regionalization requirements.

This provision is unlikely to resalt in much, if any, share conversion, since a person must hold both
QS and PQS to exercise the redesignation and once shares are redesignated, a person would lose the
flexibility that allows the separate uses of IFQ and IPQ. It also could create antitrust concerns, if a
processor with substantial QS holdings and no PQS holdings attempts to use the provision to
establish itself as “non-affiliated” with a PQS holder. The provision also would complicate
administration of the program by creating a new share type (catcher vessel owner Class B QS).
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December 3, 2008

Mr. Eric Olson, Chairman

North Pacific Fishery Management Council
605 W 4™ Avenue Suite 306

Anchorage, AK 99501-2252

Fax; 907.271.2817

Tel: 907.271.2809

Subject: BSAl C Share Re-designation
Dear Chairman Olson;

Good morming. My name is Brandon Gber. | am 37 years old and have been a
commercial fisherman since 1991,

Buring the crab qualifying years | worked on the F/V Amatuli and put in at least 5
million pounds of Opilio crab and around 500,000 pounds of King crab. | have
depended on my fishing seasons through out the years to make a living and all of a
sudden after crab rationalization my job was gene or pulled out from under my feet
and left me without those seasons to make my living.

For all the crew members not to be part of the allocation process is totally unfair and
wrong, We worked hard and put our lives at risk for someone else to cash in on. We
deserve a piece of the pie as well. if it were not for the crewmembers, the pounds of
crab would never have come aboard. We deserve to be treated fair and have a part of
the aitocation 50 we can have a future in the industry as well as the boat owners and
skippers. ‘

I futly support Tim Henket and the Deep Sea Fishermen’s Union C share re-designation
proposal to increase the availability of C shares.

Thank you and have a great day.

Brandon Ober
513.321.8212
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December 3, 2008

Mr. Eric Olson, Chairman

North Pacific Fishery Management Council
605 West 4™ Ave, Sulte 306

Anchorage, AK 99501-2252

Re: BSA| C Share Re-designation
Dear Mr. Olson:

My name is Kyle Roberison and | am currently a deckhand on the F/V Bering Sea. |
have been commercial fishing since 1991. During the the crab qualifying years | was on
the F/V Amatuli. During those years we put in at least 5 million pounds of opilio and
500,000 pounds of kKing crab. For us as crew members not to be apart of the allocation

Process was wrong.

Wa as crew members need a futura in this industry just as much as the boat owners and
skippers.

Thank you for your time.

Kyle Robarison
My home number is (509) 474-0017.
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September 18, 2008
North Pacific Fishery Management Council

605 West 4th, Suite 206
Anchorage, Alaska §9501-2252
« Phone: (307)274-2809 » Fax (907) 274-2817

Dear Chairman Olson, Honomble Members of the Council,

My name is Coleman Andersor; | am a crab fisherman and fished actively from 1675 to 2005. im aiso C share holder (original
recipient), and now #vee years info the program there are a few issues | would fike to address, The 3% that was awarded to
mmawmmmwwmmmmemiMMwMMMnmm
that we were promised, there was no way to maintaln any meaningful perticipetion in the crab fishery. With the crab fleet reduced
o the mid 60s Jevels, and the processing plents being gusranteed 87% of the raw materials by law. Major quots holders have a
hhdmmdmdwmdrmmhmmmemmmcmnauenommmmg.
Befleving that there mey someday be arcess to this low-interest loan program that was finally approved: i've begun looking for C.
shares 1o buy. And was quite surprised to find that there isn't anything available, evidently there was some initial consofidation

-~ which mimors oiher quota transfiers. And then the pool dried up which gives evidence to my belief that # C. shares are to ever be
meaningiui thece wél have t be a signficantty bigger poal of available to service even the remaining werking crab fishermen. |
alsofeelihattr&swmMammmevestWsMasnmaMmmmwmmmmem
pre—raﬁmaﬁzaﬂiunm%ofavessehndmwmem.nnuybemwmofmemmmﬂmemdm
ha\rebeenamrdedmequolaamguingtoagreewwlmkwmmmmlwmmmdmm
wﬂﬂnntaﬂwmmfrﬁudingmefedemlmvanmmmmmnmmcialusedﬂehbﬁxyﬂﬁlwmundermm.But
Iduundastandﬂmmereismgohghadwds.mdmﬂﬁsasawaytDMeamopaaﬁmalandbalanoedsystamof
management. This having been said; | support the Tim Henkel / Desp-Sea Fisherman's Union Crew Proposal, options 6, sub
opticns 1. | would also fke to add that every tima these crew issues come up someone wanis fo know where cur resyesentation
ts. For the recard we: are not as well equipped as most of the concemed parties and have jobs, famiies, and schedules which
Mmﬁmaﬁmﬂmﬂmﬂmnﬂeﬁn@.mmmﬁeﬁlmmmwmmmdmm. For the recard 1 wark
pa:tcfammadﬂdemmmmmemandﬁmmamanoherpartofﬂreyearasmasﬁrmahsgboatinme
Gutf of Mexico. So it could be said that 1 fie the cument group of wasking orab fishemien work a much longer season row 1o
make a fving. FammemfeaﬂHasanuWredpiaﬁofc.s!meslgmmygnHmpmmhutaImsdlﬂcempohtwtﬂlat
Mebaseiaesreoatvedﬁunmyc.mmmmmmmmw&mwmmmmmmmm
Bdmwayreduabmn.mmmﬂwmmmlmndbeenmﬁmdamjubrelamgmwwbaaahﬁaﬁngm
mmwmwwmmmmmlmmm | also support the findings of Jennifer Sepez, Heather
Lazrus, and Ron Felthoven in their report titfed “Post Rationaiization Restructuring of Commercial Crewmember Opportinites in
Bering Sea and Aleutian Istand Crab Fisheries” as this information appears to be quite accurate. Part of their problem in finding
mmmmmwmsmmdmawmmhmmmMmmmm boats and of
Supply vessels making them unavailable six months out of the year. It is my sincere wish that e Council will be able to resiore
some value and stabiily in the fishery for working fishermen.
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September 24, 2008

Eric Olson, Chairman

North Pacific Fishery Management Council
605 West 4™ Ave, Suite 306

Anchorage, AK 99501

Fax: 907-271-2817

Subject: BSAI C Share re-designation proposal

Mr. Chairman,

My name is Jack Sternhagen. I have been in commercial fishing for 26 years, mostly in
the Bering Sea for Opilio and King Crab and in the Aleutians for Brown Crab. All that
time 1 have been a deckhand.

I think it is very unfair that the captains, boat owners and processors were allocated crab
quotas without giving sotne to the deckhands wheo risk their life and limb to help the
captains and boat owners catch their crab.

I'm fully in support of the Tim Henkel/Deep Sea Fishermen’s Union C Share re-
designation proposal to increase the availability of C Shares o we crewmen can invest in
our future in the only skill many of us have; that is the occupation of a commercial
fisherman. '

Feel free to contact me at crabberjack@hotmail.com or mail; box 920846, Dutch Harbor,
AK, 99692, phone: 907-581-5618 or cell: 907-359-5618.

Thank you for your time,

Jack Stemhagen
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September 17, 2008

Mr. Eric Olson, Chairman \
North Pecific Fishery Management Council
695 W 4" Avenue Suite 306

Anchorage, AK 99501-2352
Subject: BSAI C Share Re-designation

Dear Chelrman Glson:

IstmtedﬁshinginﬂmeﬁagSeacrabﬁeetagreenhornin 1994 working my way
to full share end eventually engineer. T consider myself a professional, having worked on
fishing vesscls from Nome to Ketchikan. Ive worked single pot for crab and pecific cod, long
lincforhaﬁbugbhckeo&andpadﬁcmiaanﬂlmgmmfmmmhmﬁng.ﬁshhg
is my career of choice, I am able to provitle a goad life for my wife who is a stay at home
mother for our three children. ' .

last year [ fished crab full time. I peeded to work more than that and the size of the crab

L quotas did not allow cnough employment. I applied for and received my 1600 ton mate's
ﬁmmmmlwmmyunlicmdmam 2002. I contlnued to fish king
ceab ay a deckhand in 2003 and 2004, When the crab fishery rationalized I did not receive any
CshmsmlhadnotwmkedasacapmIspenteightmonthsﬁshingtheﬂﬂingSeamzﬂﬂS,
Hkn-I_havadnmforlhelastfom'bmm.Ididnmpu&nipmina“cmb"ﬁahnyhzws
and by the endpftheyem'lmom.lwastoldldidmthaw.emughﬁmeinthcindusuyto
even purchase C shares, After hauling crab pots from 1994-2004 I didn’t qualify?

: !thinkﬂmCdzamsmagimtwemmforadeckhmdmimtstinthe industry. The
anminswhowmﬁmauocatedCﬂmsmholdmgonmthamandinmecamnw
working on deck. I beliove that if the council could find some way to increase the amount of
Cshmsothatercwmcmbmm&moppummitymimea&ﬁswwld benefit the industry
in the long run, The loan program is on its way, but there are ro C shares on the market. How
canacrmmantakeadmtageofthnloanpromifﬂzmianbthingm bauy? Who will end
up using the loans? :

) Inmaa’n:gdxemnountandavaﬂabﬂityof(:stum cati cnly heve a positive effect on
the industry for all involved.AhirndmmnamherthmhasmahasedCshmsisveswdinthe
indush‘ymdwillsimama@stumxﬂsbipforﬂmmﬁme.

Prmessorsvdﬂmeiwapmdumﬂmhaahemhmestedandhmdledvdﬂim
propetly measured and with & minimal dead logs. While C shares are not tied to any particular
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pﬁ:msm- mostlfmtalltﬁemmentsharesmbmng' processed proces
have historically procsased crab, - P the dame o that

hmmﬁngmsomshmaon&véﬂelwﬂlwwkhmdermdh;we of i

al
hadqes abomdo:mveuel.lwoujd mmmel ownwmﬂdwﬁd:mwmnowﬁgtmmlm
greater attentl measurement, dead loss, as well as vessel majntenance
‘Inmasedeamhfwamnelpasbm'welcomesimethedmmofﬁme. " gent ‘

. '-nmdbyyomgdﬁvmindiﬁdmlshwmﬂdbuaahmﬁofomeﬂn generatio
ﬁshe:menintuslmplyeamingawage. ' i nof
| Mmmmofmz"mﬂmlmmhmbemamﬂ

meetings as I would prefer, I'support The Deep Sea Fishenmen's Union (DSFU) BSAI
Share Re-designation proposal and befieve Tim Henkel speaks to the issues ﬁmteoncm?me

Brandon Erickson
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. 15606 Cuttysark St.

- AFV.Inc. Corpus Christi, TX 78418
Andevson Fishing Ventures Phi 361.849.2038

: Faxé 361.949.0237

September 18, 2008

North Pacific Fishery Meanagement Council
605 Weat 4%, Suite 306

Anchorage, Alaska $9501-2252

Phone: (S07) 271-2809 * Fax (907) 271-2817

Dear Chairman Olson, Honorable Members of the Council,

My name is Coleman Anderson; X am a ceab fisherman apd fished actively from 1975 to 2005, I'm also a C share holder (original
recipient), and now three years into the program there are a fow issies I would like to address.

The 3% that was awarded to skippers a3 a tochold in buying their way back into the fishery has proven completely ineffective, And
without the loan program that we were promised, there was no way to maintain any meaningfu) participation in the crab fishery.
With the crab feet reduced to the mid 60s levels, and the processing plants being guaranteed 87% of the raw materials by law.
Major quota holders have a limited amount of control over their resource in the minor quota holders which include C shares have

. o control over anything,

Believing that there may someday be access to this low-interest loan program that was finally approved; I've begun looking for C
shares to buy. And was quite surprised to find that there 1sn't anything available, evidently there was some initial consolidation
which mirrors other quota transfers. And then the poo! dried up which gives evidence to my belief that if C shares are to ever be
meaningfil there will bave to be a significantly bigger pool of availeble to service even the remaining working crab fishermen, 1

##%,  also feel that this will be a benefit to the vessel operators just as it was a benefit to them to sell minority interests in the vessels pre-

P -

rationalization when 40% of a vessel's net weat to the crew.

It may be politically nalve of me to think that those who already have been awarded the quota are going to agree with this. As my
nativity was proven when I believed that the State of Alaska would not allow anyone including the federal government to make
commerciat use of the history that  owned under state law. But I do understand that there is no going backwards, and seo this asa
way to make a more operational and balanced system of management. This having been said; 1 support Tim Henkel/Deep Sea
Fishermen’s Union Crew Proposal, options 8, sub options 1. _

[ would also like to add that every time thes crew issues come up someone wanis to know where our representation is. For the
record we are not as well equipped as most of the concerned parties and have jobs, families, and schedules which prevent us from
attending all of these meetings. As for myself, I can no longer afford to attend the meetings. For the record I now work part of the
year as a chief engineer on longliners and fectory trawlers and another part of the year as master on & tagboat in the Gulf of
Mexico, So it could be said that I, like the current group of working crab fishermen, work & much longer season now to make a
living. For those that feel that as an original recipient of C shares I got my golden parachute I would like to point out that the lease
fecs received from my C shares have every year for three years been less that my crew share from ths last three day Bristol Bay
red crab season. And due to the fact I have not been offered a single job relating in any way to crab fishing my shares do not offer

amy leverage in continuing ths lifestyle I had chosen.

[ also support the findings of Jennifer Sepez, Heather Lazyus, and Ron Felthoven in their repont titled “Post Rationalization
Restructuring of Commercial Crewmember Opportunities in Bering Sea and Aleutian Istand Crab Fisheries: as this information
appears to be quite accurate. Pert of their problem in finding crew members from before rationalization is that many of thesc crow
members have gone to work at sea on tug boats and oil supply vessels making them mnavailable six months out of the year. It is ny
sincere wish that the Comncil will be able to restore some value and stability in the fishery for working fishermen,

Tl

Coleman Anderson, Lifetime Fisherman
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September 23, 2008

Mr. Eric Olson, Chairman
North Pacific Fishery Managemerit Council
605 W 4™ Ave, Suite 306
Anchorage, AK 99501
. Fax: 907.271.2817

"Re:  BSAI C share re-designation

Chairman Olson:

My name is Dennis Scates. I’ve been a commercial fisherman since 1998. Over
the last few years | have been buying small amounts of crab C share [FQs. Recently the
boat | had worked on for the past seven years sold. As we all know, due to the
rationalization the crab fishery jobs are hard to come by, let alone a good one. As a
deckhand the C share { own helped me get a new job rather quickly.

I strongly support the Deep Sea Fishermen’s Union metion for C share re-
designation. By increasing the amount of C shares available, it will make it easier for
deckhands like myself to acquire them. Right now with cnly 3% of the averall quota
going to C shares for the fishermen, they are hard to come by. By increasing C shares,
it will help the actual fishermen make a better living and increase our job security. As
it stands now it is very hard for deckhands that are trying to move up in the crab
fishery. We are at a huge disadvantage competing with corporations and others with
large allocations of quota. _

The C share re-designation would greatly help those of us that are actually out
catching the crab by giving us a little larger piece of the pie.

Sincerely,

Dennis Scates



12/037/2008 D1:24 FAX 2067835811 DSFU @o006,0009

September 22, 2008

Eric Olson, Chairman
North Pacifie Fishery Management Council
605 W 4% Avenue, Suite 306

Anchorage, AK 99501
Fax: 907.271.2817

Subject: BSAI C Share Re-Designation Proposal
‘M. Cheirman, Members of the Council, '

MymmeisCoreyEisenbarthandIamcumnﬂyamsidmtumegm._IhavabaenﬁshinginAlaskaforomZOyears.
I'have been involved in almost every fishery in the Bering Sea and suffered all the hardships essociated with those jobs
including a sinking, a fire onboard, a near fatal injury and Medevac. Those were acceptable risks to me for several
reasons. For one, I enjoy the challenge that fishing demands, the unbelievable weather, ice so thick you can’t break
through, pots stuffed with keepers, halibut the size of barn doors. I have a thousand great memories working with men
[ respect aud enjoy. Through all of this, if evérything went right and we had a little tuck, I was well paid and I had a -
future ag long as I could stay healthy. '

Alternating between salmon, black cod and halibut in the summer, crab fishing became the mainstay of my winters and
my income, I’ve fished 19 of the [ast 21 years, Whken Crab Rationalization slammed into the fleet in 2005, the boat I
was working on was tied up, I lost my job but the quota transferred with its owner, This year, the boat I had been
fishing sank during the salmon charter. Again, I lost my income producing job but the quota holder retained the ability
to transfer the quota and gain ineome.Asynumswowningqmiuvﬂuableasutaﬁordhgthcomopﬁms;
A~ being a laborer without quota i8 just another back breaking job. There is very little C share quota available and still no
loan program to help crew purchase the shares. !

There is no security. There aren’t many jobs and way fower jobs that pay straight up on their quota. Each job moves
down the line sccording to how much quota is initial alfocation and how much has been leased — some foes up to 70%,
There’s no doubt in my mind it is just going to get worse. Any owner that acquires more quota will have to charge rent
and no boat will ever get more “gifted” quota. What happens to those few boats who’s owners are being fair to their
crew now, once they sell? Eventually virtually all quota will sejl, and at that point it will all be encumbered by rents,
I’s the onlywaytopayitoﬂ‘._l.abo:isthem:egmupﬂmtmtonlydidn’tguany allocation or protection, but now
havemgiveuphaﬁomtadiﬁonalwngompayoﬁ‘ﬁmmwmﬁvomdbymc.

Crewmen need some protection now. There are several options open to the Council to help the only group who has
takenabeaﬁngunderCrabRationalizaﬁmIsupponTmHmkelandﬂmDeepSeaFi&hermm’sUnionproposalm
mcrease fhe C share pool with unencumbered re-designated shares so I have the opportunity to purchase quota.

I've bemmpwﬁngmyfamilymdﬁakingmjﬁfahmﬁns_apubﬁc resonrcs longer than many of the boats that
were granted quota, I've never asked for a handout and I don’t feof fike I am now, a degree of fuirness would be

goaepinhla

Sincerely,
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September 23, 2008

Eric Olson, Chalrman
North Pacific Fishery Management Council

805 W 41" Avenus, Suite 308
Anchorage, AK 99601
Fax: 907.271.2817

Re:  BSAI C Share re-designation proposal

Chairman Oison,

{ want to tharik you for taking the time to read our letters of support for the Re-designation
Purchase Provision for "C" Shareg,

My nams is Scott Templin. | have been.a commercial fisherman for over 20 vears. | have had
the opportunity to work in almost every fishery in Alaska. | have paid.close attention to the
whols process of “Ratiohalization” in the Bering Sea Crab Fishery, and have seen the effact
it has had on a great number of peaple. ) wiit ba the first to say that as a whole it has dohe
more gocd than bad. There is no doubt in my mind that the crab stocks are bigger than they
have been in a very long time, and to me that is the most Important thing,” The futurs of thie

industry®.

Currently | work for Rick Quashnick on the F/V Maverick and consider myself very foriunate.
‘Rick is ane of the only owners | know of that doesan't automatically deduct 50% to 75%
straight off the top of the quota that he owns. Nearly every single deckhand that 1 know, that

- hasn't quit fishing, is working twice as hard for half the money, and those of us who are left
have no future. This is not a career that allows one to grow old gracefully. You have to work
while you're physically able, and when you're not, you're replaced. _

in my opinion, the fact that as of now there lg no future in this industry for the deckhand is
what is wrong with the current state of the fishery. | love my job and am very proud of the
work that | do. Itis very frightaning to know that without a stake hold by owning quota, | may
have to find, and start a new caraer at 40 years of age. ,

What we are asking for is not much in the big Plcture, to be able to pay for a small share of
the fishery that we are a vital part of will only benefit evaryone as 1 see it. A deckhand is a lot
rore likely to be a good steward of a fishery he has a vested interest in, than one who has to
work for as littie as half of what he was paid in the past. We need mare opportunity and more
C shares on the-open market would be a start along with a loan program. For this reason |
support Tim Henkel's C share re-designation proposal alfowing crewmen a chance to invest in
our future by having more unencumbered C shares available for purchase.

| pray that you will-look at this fssue serlously and make an informad judgment, and do what
is right. All we are asking is to, “glve us a chance to have s future.” _

Agaln, | sinceraly thank you for taking the time to give us a vbice. You have a great
respnnsibilt_ty, and | wish you the bast of luckl -
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Scptember 16, 2008

M. Etic Olson, Chajzman

North Pacific Fishery Managetnent Council
605 West 4® Avenue, Suite 306 .
Anchorage, AK 99501-2252

Ré:  BSAIC Share Re-designation
.Deuer.Olson:' ' _
Thhisasﬁwmmtmgudingmurwlwaﬁonofmmmcm 1 support this

fully. I think anything we mndomkeepﬂleqmmﬁﬂ:thepeoplethntmammny
onboard barvesting them it a good idea. Nowthntthcloanpmgmmi?onthewaytoﬂﬁs

Mmﬁyfm&ecmamappﬁmwmthismamuotofm as deckharnd/
captain myself I am intheindusuyandamwdngthebmﬂtsofﬂ:eCsharepmgmmas
- itisgahﬁngmummhminthclndnsﬂy.

sh:tthehampipemdmamofcﬁmﬁngﬁehdderofawhtbemabhﬂw&y.%ml
stamdﬁahingasyoungmaninmtemdtednamhualwnysbmmmkmywayw-
meWhéalhmm&demuyommymboﬂ. 'l'haCshmhawmadethatareality
formeand]amsnretheotherowumoszhamm!hinﬁngthcmway. This is
why I feel so strongly about this," Pres:mlymeS%lhutwasoﬁgimuyhmdcdomisall
bnughtup;tharemuoshamonﬂnmukeﬂalwnysﬁwughtﬂma%mmthelnw
side on the equation. I.ookingutauﬂmthabmgoingonlthinkarulloca&unof
wtainperoentegaisammtﬁorthisindumy. Idon’t want to say any. mumbers on what
ahuuldbomovadover,thmisforﬂmoounciltodedde.ldo,howem. support Tim
Henkel/Deep Sea Fishermen’s Union C Share Re-designation proposal.

lopposemwsmetonCshmaales, mmingifshmuenothuugmupbywemin
time it can be reallocated & sold a3 A/B shares again, Initiglly there might be a surplus
oszhamonmema:tetbutIﬂliukthatwillwmkim way out in time. Right now there
are.very few C shares for gale, buasweknowthmmamxplnsofcmmthis
program was initially started,. As fir as the valueg of C shares going dawn, I don’t think
that is necessarily bad thing either, Itwilljustumzwmoreopportunhyfuryoungx.
dmkhmdsmdmwmdmsothmshams,md&ﬁsvﬁll edjust over time. I myself
am one ofmebisgeatommoszhmuinthisindmuy&Idon'thaveaproblemwith
the shares devaluing or they might not.
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Asfaraatyﬁlsﬂwnsbamwamessor(mfw)Iahmglyappnseﬂﬁsforﬂtesimple
m&mﬁmmmwmmobﬁeﬁth&admkhawm

mmcmmmummamwmmmemmfmm
involved. A hired deckhand/captai thathaspurclmedCﬂharc_s_ismbdinﬂmindum
& will share a greater stewardship for the resouzce. Think of the opportunity this is going
mmmﬁrﬁeom,upmmmAmmmgomémm.wkfor
Iﬁssharbmddsuhavehiscmmsedtomumnlmtﬂngmmwamhforthe
operation and C share holder, This will also bring more professionalism to the deck
when there is & common vested interest that deckhand will do everything possible to
makesqrethatopmﬂmhnmningmnﬁhlyifhchasﬂahmbcingh&neswdonthe

Again, I suppart the Deep Sea Fishermen's Union C Share Re-designation proposal and
urge you to gdopt it as wajl, ‘
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North Pacifi¢ Crab Asaociation

November 10, 2008

Mr. Brie A. Clson, Chairman

North Pacific Pishexy Management Council
605 W. 4 Avenue

Suite 306

Anchorage, Alaska 29501

Re: Agenda Item C-4 / Crab
Exemption from Regional Landing Reguirements

Chaiyman Oleon,

The Morth Pacific Crab Asgociation, repregenting the holdera of more
than 90% of the Processing Quota Bhazres (PQS), would like to submit the
following commente regarding the Council's Oatober Motion {Exemption
from Ragiomal Landing Requirements). We are supportive of thim effort,
and we apk that Council staff consider our commente while preparing
their analymis - acheduled for delivery in February 2003.

We believe that the current Program carefully balances the interssts of
Alaska’s crab-dependent commwities, harvesters and processors. It is
important to keep that system in balance by ensuring there axe no
aconomic incentives to request an exemption and that no unreasonable
burden be placed on the Agency by this process, We believe a oivil
gontract between a commutiity and it‘s induetry partners is the best way
ta addrees these concerns. Our comments follow:

1. The final sentence of the Problem Statement overlcoks the
potential impact on the proressing sector, while the Alternatives
all recognize and address this problem, Please amend the Problem
Statement =0 that it is conpistent with Program intemt and the
Alternatives as follows:

“Such an exemption should also provide a mechaniem for reasonable
compensation to communities and IFPP holders harmed by granting of
the exemption to ensure that the ecommuedty benefits intended by the
regional designations contimue to be realized despite the
exemption.”

2. Alterrative 2 Optios 3 requires a regiomal entity (rather than
the impacted commmity} be a party to the civil contract. We
disagree with this approach, as it could allow Cowmunity ™A° to
*yeto” any proposed agreement between Community *B* and Community
“B’5* shore-based procesacr (8) or IPQ helder{s).

The Crab Program has egtablished a special relationship between
individual crab-dependent (BC{) communities and their shore-based
procegaorg. Altermative 2 Uption 3 mignificantly alters that
relationship by giving another community or wmultiple communities in
the region an automatic seat - and potential vete - in the
negotiations between a community and it’s processor(s).
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3. We believe that there should be a specific, pre-season deadline
for the Agency to be notified that a civili-contract has been
agreed upon and executed by all three parties.

It makes sence to us to establish that deadline gomewhere between
the date whieh IFQO holders must notify the Agency of their
Cooperative membership for ths year, and the share-matching peried.
However, there is a significant problem that will arise. An
individual Coop or IR holdar will not know whick processor s/he
should be negotiating with until APTER the share-match period.
Therefore the contract{s) will have to be negotiated by a broad-
baged Inter-Cooperative. {This may alec fimally provide the catalyst
for the development of the long-promised Inter-Cooperative). See
alec comment #5, below.

4, Defining a “gualifying circumetance” that would trigger an
exemption should be left to khe civil conmtract negotiating
proceas. However, tha framework for those contracts can and
ghould be established by the Council, much like the original ROFR
agreements were. Tharafore, we ask that the Option for this
Alternative be amended (and adopted) to read:

sadditional specificity of the exemption, amd its term and any
mitigation reguirements will be included in any contract betwaeen the
IFQ holder, the holder of matched IPQ and the entity representing
region/community interests.

5. The *Mitigation” OQptioms are eentral to the succesa or failure of
these civil contractse. We are previously on record supporting the
position that once a contract iz in place, the vesgel cwner or
appointed representative {(most likely the Skipper} should be able
to unilaterally requeat an exemption to respond to real eventz on
the water, and to aveid “renegotlatione* under duress.

The current Program requires share-matching and a price formation
process, which bind specific Cooperatives to specific procesaors
(and their markets) Fox the meason. We believe that thig linkage
should not be arbitrarily broken by an Exemption, and ask that
Cption 1 be amended to allow both quota types to transfer
similtaneously:

*Option 1: To recelve an sxemptilon the IFQ holder and the holder of
the matched IPQ shall have exerted all reasonable efforts to aveid
the nead for the exemptian, which may ineclude attempting to arrange
delivery to processing facilities in the desigmated region
unaffected by the unavoidable circumstance, attempting to arrange
for the wee of the IRQ {and IRQ, if needed) not requiring delivery
in the affected region, and delaying fishing. In the event an
exemption 1s gtill required, the IFQ shall remain matched to any IPQ
already obligated, and both shall be granted the exemption.”

There are aleo many togls available to a vessel owner or Skipper
that can be used prior to a request for an exemption. Option 2 enly
partially addresees this issue. Therefore, we agk that a new Option
3 be added that reads:

"Option 3 (can bs combined with Option 2): An IFQ holder must be a
member of an inter-cooperative that engages primarily in transfars
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between cooperatives to facilifate post-delivery transfers.
exemptions from regicnalization and other delivery issues.”

6. Finzlly, the Councll motion requests that the analysis discuax
v_{2} the potential for the us of contractual provisions
({including compensaticon requirements) to prevent abuse of the
axemption.” We agree, and offer some suggestions in the attached
Position Paper.

Thank you for the opportunity to comment,

gSteven K. Minor, Executiva Director

NPCA Position Paper
Emergency Relief from Regionalization

There are two sets of circumstances that may require “emergency relief from
regionalization™.
a. A short-term problem that impacts one or a few vessels only — ice being
the most obvious example.
b. A longer-term problem impacting the entire region or industry — a major
oil spill that precludes processing, an extended ice event that threatens the
completion of the season, eic.

~~ The crab rationalization program already provides a lot of management flexibility to

address these sorts of events. Fundamentally, we believe the industry should estsblish
three levels of “response altematives”,

1. Industry driven responses that do not require regulstory relief or civil
contracts.

2. Industry and community negotiated responses that may require civil
contracts but will not require regulatory relief.

3. Industry and community negotiated responses that definitely would
require civil contract and regulatory relief

On the following pages, we will address each of these three response alternatives in some
detail.

Indystry driven responses that do not require regnlatory yeliefor civil contracts

The Crah Rationalization program has provided the private sector, and the fleet in
particular, with 2 number of different management tools that provide significant delivery
flexibility. Some of these “tools™ were originally built into the Program, while others
have beer recently authorized through Program amendments. They include:

1. The formation of Cooperatives, which now include more than 99% of all IF(Q).
Annual IFQ is issued at the Copperative level, so quota can be maved between

- vessels fishing for that Cooperative without any RAM involvement. This single



DEC/03/2008/WED 04:05 PM FAL Ho. P. 004/005

characteristic of the Program should be enough to deal with almost any short-term
“emergency”.

However, there is a reason that the Cooperative structure has not fully addressed
short-tenn emergencies. Too many Cooperatives have been set up as “pass through”
Cooperatives that intermally reallocate their annnal IFQ back to individual vessel
owners, who then operate independently rather than on & true “cooperative
management” bagis. We do not think thig was the intent of the Council

2. Post-delivery transfers. Earlier this year the Council approved a Post-delivery
transfer system thar will allow *truing up” of deliveries after the fact. This should
give individual vessels more flexibility in true short-term emergency situations.

3. The often discussed but not yet realized use of Inter-cooperative Agreements,
Almost two years ago the flest announced that they would voluntarily implerment
&n Inter-cooperative exchange program to deal with by-catch and delivery issues.
Based on this testimony the Council removed mandatory inter-cooperatives from
its post-delivery transfer analysis. It is now two years later and there is tili no
system of inter-cooperative transfers i place,

4, Changes in Processing Use Caps. Congress approved an increase in the Northern
Region processing use cap (but not the Ownership cap) to fally utilize the
available capacity in the St. Faul plant and protect community landings. The
Council has followed suit with similar changes in other small or remote fisheries.
The freeing up of capacity through the use of custom processing agreements
(which also maintain existing Ownership caps) will increase delivery
opportunities and shounld reduce short-term delivery problems. However, this can
only occur if the fleet organizes itself to take advantage of this change.

There are some “short term emergencies” that may not be adequately addressed by the
industry management measures described above. For instance, a more prolonged ice
event or a processing plant fire ... both of which are resolved in-season but result in a
compressed processing period that the industry has difficulty managing,

These events can typicaily be managed through pre-season civil contracts between the
various parties, without the involvement of the Council or RAM.

Thas is precisely what the Program envisioned, since “terms of delivery” are a component
ofthe Binding Arbitration system. We as an industry are already exploring various
alternatives to a civil-contract based approach to managing these sorts of events.
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Finally, we all recognize that there may be some catastrophic events (long-term
emergencies) that will require extraordinary action and regulatory relief. NPCA believes
that the proper framework for these events is:

1. This should be a civil-contract based process, so that the Agency does not have to
play the rols of judge and jury if there is an “emergency™. The recent difficulties
surrounding St. George processing waivers drive this poimt home.

2. Civil-contracts should be required by a date certain pre-season deadline (much
like registering membership in a Cooperative). There should not be a penalty for
failure to enter into a contract; the absence of a contract simply means those
industry participants cannot request this type of emergency relief that season.

3. If 2 civil contract is in place, and emergency relief is required, there should be a
single party authorized to request that relief (probably the vessel owner, vessel
captain or Cooperative manager). If another party or parties to the contract feel
that request was not justified, theit remedy lies in civil court rather than the

Agency.

4, 'We believe the civil-contract approach will work as long as the contracts
themselves:

Remove all economic incentive to game the system through features like () the IPQ
stays matched to the IFQ, (b} there is a limited mumber of times a waiver ¢an be
requested by a vessel or Cooperative and {c) some compensation is provided to the
cammunity that lost landings and/or the processor who had his/her labor stranded in
the absence of those landings.
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North Pacific Crab Association

November 10, 200B

Mr. Eric A. Oleson, Chairman

North Pacific Fishery Management Council
E05 W. 4" Avenue

Suite 306

Anchorage, Alaska 55501

Re: Agendz Item C-4(b}: Crew
Dear Chairman Olson,

The Crab Rationalization program is carefully balanced to
recognize the investments and inter-relationghipr of harvestere,
processors and communities. Qur Aszociation supports the current
efforts to provide more long-term benefits to active crew through
a2 market-mechanism. However, we also wish to point out that there
may be an adveree impact on crab-dependent communities and shore-
based proceascrs, 8o we agk that the Council coneider the
follewing comments in their deliberations:

1. NPCA supportse a market-based approach to increasing
investment opportunities for active crew.

a. The crab imdustry has evolved from a derby-style, high
risk, pulse-opening fighery, to a more professicnal
and gtable buginess that can provide long-term work
opportunities for craw . As somecne put it, "..We
have evolved from a tranasient fishery to a high wage
profesgion. * NPCA believes that investment
opportunities for long-term, professional crewmen are
a desirable aspect of the new program.

k. Today, new quota markets that have developed as a
result of this program that provide gsignificant entry-
level oppertunities for active crew. Gone are the days
when the cost of entry was in fact the cost of a
million-dollar wveesael .. which most crew could not ever
agpire to afford.

c. We believe that some of the concepts discussed at the
Crab Advisory Committes { “CAC"), wherein active crew
are given preferential access to loan Funds combined
with a Right of Firat Refumal, or some other market-
pPlace access to quota, make a lot of aenae.

However, some of the "market forcing” mechanieme that were
diacusged at the CAC are of concern as they will
destabllize an industry and communities already under
agsault by continuing low TAC’eg, thin margine, rising
operating costs (particularly fuel, for both sectors) and
regtrictions in the credit markets that make operations
that much wmore difficult. Cur concerne include :

d. Any mechanism that forces the sale of IFQ to active

crew at a rate which the market cannot absorb. Some of
the preliminary analysis done by Ed Poulsen speaks to

Page 1 of 3
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this problem, and we encourage similar analysis be
undertaken by Council Staff,

€. NECA opposes any significant “market forcing* measure
that further destrabilizes the already tough credit
markets that we all depend on. Access to working
capital and loan funds is becoming increasingly
restrictive, If there is a continued aggressive
attempt to puslt measures like forced diveatiture of
gquota or direct reallocation from che aector to
anather, it will further undexrmine our collective
¢redit markets. This will leave those who have access
to cash or large credit lines as the only active
buyers - exactly the opposite rezult that this processe
is designed to achieve.

We are very concerned when we hear some participants
exprass the opinien that ".. forcing IPQ =alea to crew
wonld devalue the IFQ, making it more affcrdable to
crew. * Devaluing the value of any sector‘s assets
under thie Program will send a message to our
collective credit wmarkets and lenders that this is NOT
& stable industry to lend to.. including crew purchases
of IFQ.

2. NPCA con Share Conversion

a. NPCA is opposed to the idea that shares purchased by
active crew under any new program should be converted
to “C¥ sghares. Purther, we do not believe that this
conversion is in the interest of active crew, either.

b. Conversion of existing A-shares to C-shares will
directly harm St. Paul, King Cove and Kodiak by
reducing their landinge. Recent analysis by the
Comlition for Safe & Sustainable Crab Fisheries
(“"C55CF ") bears this point out. With the high cost of
fuel, long running times to some of these ports and
associated deadloss and other costs, the majority of
the crab landed in these communities ia A-share IFQ
matched te Processor Quota thatr is tied to that
community. Conversion of A-shares to C-sharea, and the
resulting lassz of the matching PQS/IPQ, will
significantly harm those A-share dependent
communities.

c¢. Conversion of A-shares to C-shares will igmite an
unnecagsary compensation battle. Simply put, if you
use a market-hased transfer to move A-shares from
CVv0’'s to active crew, everyone is fairly compensated.
If however you then convert those sharez te C-shares,
and extinguish the matching PQS/IPQ in the process,
how will the processor be compensated, and by whom?
How will the community be compensated, and by whom? If
this conversion is done without xeasonable
compensation to all parties, it is no more than a
taking of ancther's assets and disregard of our matual
dependence.

d. Conversion of A-shaxes to C-shares will wmost likely
result in disproportionate harm to single communities
or regions. The warket-based zpprecach we are
supporting wmatches willing buyers and willing sellers.

Page 2 of 3
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Every saller (IFQ holder) has a unique portfolic that
ig likely weighted with quota from a particular
fishery, delivered over time to a particular community
or region. If that transaction proceeds without

N conversion, no harm dona. If however those ashares are

converted to C shares, the harm will be to the
epecific community and region represented [(and
disentranchised by) that apecific transaction.

It is not difficult to imagine a scenario wherein the
conversion process leads to the undermining of the
entire Northern Region BB Red King Crab processing
operation on St. Paul for instance. Approximately 3%
of the A share IFQ ie delivered to 8t. Paul and
matched to PFQS/IPQ designated for that community. Thie
iB a small but important processing opportunity that
“bridges” the summer and winter fisheriea for the St.
Paul plant. However, this is also a small encugh
amount that the fleet ie likely to *"Bell” it
specifically to escape the regional tag. Thie is a
level of risk and discrimination that is not good for
the Program.

e. C-share conversion will require forced divestiture by
the wvery crewmen it is intended to benefit, for no
apparent reascn, What goal then deoes the conversien
proposal serve, exactly?

IFQ loans to crewmen will likely have 12 year to 25
year amortization terms to create a favorable
inveatment opportunity. But how many active crewmen
expect to work on deck for 12 to 25 yeara (the life of
their loan)? If s/he does not, that means s/he will be

-~ faced with forced divestiture in the future.

E. Finally, if the goal of C-share conversion is to
maximize the value of C-share holdings because C-
ahares do not currently ragquire PQS/IPQ matching or
any epecific community landings, please be aware that
NECA (and moat likely several communities) will oppose
C-shares retaining that status as the size of the C
share pocl growa.

When the program was implemented there was a C-share
landings reguirement that kicked in automatically
after thxee years. Within just the last 12 months,
NPCA and some communities supported the removal of
this requirement, provided the C-share pool stayed at
3%. These new conversion proposals are designed to
greatly expand the C-share pool. Therefore we ask that
the Couneil eonsider re-implementation of C-share
matehing and landings requirements if these
alternatives are implemented.

Thank you for the opportunity to comment,

Steven XK. Minor, Executive Director

Page 3 of 3
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December 3, 2008

North Pacific Fisheries Management Council
605 W. 4th Ave. Suite 306

Anchorage, AK 99501-2252

Phone 907-271-2800 / Fax G07-271-2817

Dear Chairman Olson; Honarable Members of the Council

Members of the Council my name Is Coleman Andarson and for those of you | don't know 've been an Alaskan fisherman for
over 30 years. In 2005 crab rationalization ended my 28 year career as a crab Capt... Dusing that ime | missed one fishery due to
an injury. The eflects of rationalization schemes are very far-reaching, and as of this Octaber | lost my job on the Pollack Factory
Trawler Highland Light {(Chief Engineer) dus to quota consclidation within the company that had recently purchased her. Leaving
that as an infroduction ! would ltke to address three of the issues listed under C-4 BSAI Crab Issues. :

The first being item (&), The Three-Year Review Report. Those parties that showed up to attend this process with the biggest bag
of marbles criginally now have an even bigger bag of marbles, So of course they feel that everything is wonderful and the game
has been played fairly. Those of us who iost all of our marbles of course disagree and resant having the facts spun and twisted lo
hide thae fact thal this is a closed and ever consolidating system. Proof of this can be found In IFQ fisheries worldwide and even
though it is & mixed bag of successes and fallures it is not an American solution to the problem.

On item (b), The Crab Commitiee Repart/Crew Proposals | wish to reiterate my support for the Tim Hankel / Deep-Sea
Fisherman's Union Crew Proposal supporting options six and sub options one. It is absolutely essential that if the intentions behind
the formation of C. shares are ever lo be realizad there has to be a greater than 3% share available to caplains and crew. Although

s those pecple who speak before you, representing the larger bags of marbles | had earlier mentioned will wheleheartedly disagree.
You do not have {o look very far or very hard {o realize that Alaska, the resource, and the overall health of the fishery will benefit
from active participants having a vested interest in thelr livelihoods. | am semewhat surprised but not shecked to hear that the six
native corporations are coming out against active crew participation. Due to the design of CDQ they hold a renewable tax-free
advartage over 2l other faucets of the industry. So that aventually if not already they will be the biggest shareholder {bag of
marbies) in all of Alaska's marine resources. But laking the stance of afl or nothing does litfle to nothing for the individuals In the
communities they claim to serve. | wish the Council the best of iuck in trying to find a compramise between these two opposing
points of view. Any solution other than the expansion of C. shares will only result in further rewarding a handful of people who've
alraady been rewarded far beyond what their Invastments justify.

Onitem {¢) BSAI Crab 80/10 Amendment Aiternatives, due to the fact that there has always been a tenuous partnership between
the processing seclor and the harvesting sector some type of splif seems reasonable. But in the majerity of aspects of life and
business 51% is gensrally accepted as adequate protection of an entities interest, Consequently the majority of people both inside
and culside of the industry as well as across the nation are in awe. When we look at this 90/10 system that was instiluted, only see
It as a monumental testament to greed that food factories can be guaranteed 20% of their raw material by law. Personally | fael that
B80/40 would be a good numbser as that ratio is served the fishing industry well for many years.

i wish that | would be able to come and testify before you but unfortunately 'm at sea and will be during the meelings. | sincerely

hope that the Councll can find the strength and the courage necessary to comect these problems and not further damage those of
us that live and work on the oceans.

Sincerely,

Capt. Coleman Anderson
=, USCG Master Mariner & Chief Engineer
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Crab Rationalization Three-Year Review
The Eastern Aleutian Islands Golden King Crab Fisheries

OVERVIEW

The Aleutian Islands crab fisheries are unique, in that they take place in deep water along the
narrow Aleutian Islands shelf; and are therefore the only pot-longline crab fisheries in the Crab
Rationalization Program.

Inset shows general fishing grounds, The fleet operates

on a deep, narrow shelf along the Aleutian Islands,
using longline pots rather than individual pots, giving
rise to grounds preemption fights during the derby fisheries.

Because of the limited fishing area available to the fleet, there were constant grounds
preemption fights and efforts to impose pot limits throughout the late 1990's; making this an
ideal candidate fishery for rationalization, In fact, the fleet fried unsuccessfully to organize itself
into a voluntary Cooperative prior to the Program.

Contrary to the claims of some IFQ owners that they were better off without rationalization,
these individuals have become some of the largest beneficiaries of the Program. Their efforts
to now make this an “IFQ only” fishery are simply an attempt to capture all of the value of
the fishery at the expense of PQS holders and communities, and at least two CDQ groups.

From the Three-Year Review:

The Aleutian Islands fisheries, which have the least participants, were the most concentrated (prior to
rationalization) .. in the Western Aleutian Island golden king crab and Western Aleutian Islands red
king crab fisheries the largest initial allocation was in excess of 4 times the share cap; in the ... Eastern
Aleutian Islands golden king crab (fishery) the largest initial allocation was more than double the indi-
vidual use cap. (Page 13)

Nureh taviie Dral Assoviation
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Since implementation of the Crab Rationalization Program, the relatively few

holders of Eastern Aleutian Islands golden king crab IF() have dra.mahcally

conaohdatedtheuefforts reducing the number of vesse y
75%. This consolidation has resulted in:

1. A reduction of the fleet from an average of 19 vessels to just four.
2. An accompanying reduction of overall costs for crew, fuel, P&I, ete

3. A dramatic increase in Catch Per Unit Effort (“CPUE”), average catch per vessel and
each vessel’s share of the TAC.

4. A very active leasing market for the IFQ within and between Cooperatives.

5. An end to the grounds preemption fights and race to build more pots that was
taking place under the derby style management plan.

6. And finally, more price leverage in favor of the harvest sector.

Harvest Sector Analysis in the Three-Year Review and SAFE Documents

1. The Active Fleet has consolidated by more than 75%; reducing crtew jobs and overall
operating costs. This has resulted in the average Active Vessel increasing it’s share of
the TAC nearly five-fold, from 5.26% to just under 25% of the catch.

Tha BAG

tP el E e

& m om a

|

North Pavilic Crabh Aeseygigiog




/WED 04:03 PM FAX No, F. 004

2. Efficiency gains for the Fleet are a direct result of the Cooperative structure
provided them under this Program. Virtually all (99.9%) of the IFQ is held by just
four Cooperatives. This has eliminated the grounds pre-emption fights and the race
to build more pots that existed in the years leading up to this Program. It has also
extended the actual season for the remaining vessels (though there is a

corresponding drop in efficiency for processors because of the long periods of
inactivity between deliveries).

Actunl Fishing Days, Aversge Soak Time / Hours
Eastern Alsutlan Islands Galden King Crab EAG

Marth Pag ik Urtly A alioy
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3. Harvesters are receiving their historic share of revenues - or more - in spite of very
low market demand in the first few years of the Program.! In the most recent year for
which there are records (2007/8), the Price Formula Arbitrator determined that the
harvest sector should receive 47,35% of the estimated average FOB Alaska price of
$4.77 per finished pound of product. A recent survey shows that harvesters actually
received on average 50.85% of the FOB Alaska sales price.

4. Changes to the [FQ/IPQ balance will negatively impact community-based CDQ
group investments in the Processing Sector.

EAG Processor Shares Owned by
Community-Based Entities and Their
Partners

APICDA IV,
Inc
5.92%

! “The summer of 2006, at the siert of the golden king crab last year, saw the lowest price levels den king crab since
1998. Prices for golden king crab had been declining sMﬁ%@ thiree years. A m?zmussmfggmd red, blue and
golden king crab, primarily from the Russion Far Enst, had drastically increased the supply it the LLS. market, and prices be-
came very weak. Price declines contirued until January of 2007, whers the market it bottom. Since then, there has been same
gmz_uwvery. on the order of 107 to 157, and the outlock for the 2007-2008 seqson is for golden king crab wholesale prices to
higher mmm in 2006. Hmai:m: the latest useable data from March, 2007, suggest that prices have only partially
recovered, may not appear to be a sustamed customer demand Iden king crab that would lead to further price
incrences.” Price Formula Arbitrator’s Report, June 2007, e fats

Nackh Paviiie Ceall Awapeigtion

1



DEC/03/2008/WED 03:56 PM FAY No, P. 001

e T :;:‘:\F__""___,,__.’" T TR

WESTERM ALasis CCMn iy

PEMILOPMENT ASSCGATION

September 18, 2008

Mr. Eric Olson, Chairman

North Pacific Fishery Management Council
605 West Fourth Avenue, Suite 306
Ancharage, Alaska 99501

Dear Mr, Olson;

The Western Alaska Community Developrment Association (WACDA), representing the six CDQ
antlties, their 65 eligible CDQ villages and 30,000 residents of Western Alaska, wishes to offer
the following comments on the review of the crab rationalization program currently being
undsrtaken by the Gouncil:

» The crab rationalization program adopted by the Council in 2002 and Implemented in
- 2005 was unprecedented in that for the first time the NPFMC recognized the “three pie”
nature of the BSAI crab fishery. This program includes essential community protection
provisions alongside the allocations to harvesters, processors, and crew-members, The
crab rationalization program’s community protection provisions have largely had the
desired effect. This program has resulted in significant safety improvements, overall
economic efficiency and stability, and resource protection.

» Crab rationalization has resulted in an increase in CDQ entities’ investments in all
aspects of the crab industry. Thereby, It has contributed to more sustainable and
diversified local economles throughout Western Alaska and increased private and public
infrastructure Investments.

» In accordance with federal policies governing the CDQ program and the BSAI fishery,
the CDQ entities have made significant long-term direct and indirect investments in the
BSAI crab fishery. These investments are substantial both in terms of dollar value and
ownership percentage of harvesting and processing shares.

~-more-
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Brie Olson/North Pacific Fishery Managoment Counell Page 2 of 2
Rea: Crab Rationaitzation

» With regard to the ongoing amendment process, WACDA is concerned about the scope
of the anelysis. Some of the proposals threaten the stabllity of the entire program and
could weaken the community protection provisions, Impact the vatue of the investments
made by CDQ entities, and reverse the gains achieved in Wastern Alaska.

WACDA therefore unges the NPFMC to move forward cautiously, narrow the scope of analysis
to that which is realistic and prudant, and maintain the viability of the BSAI crab fisheries and

not destabillze Wastern Alasks village economies. The CDQ entitles are currently engeged in
evaluating various amendment proposals. We look forward to sharing our views on the details of
those amendments at the appropriate time during a future Council meeting.

Sinceraly,
Western Alaska Community Development Association

Wanetia Ayers
Executive Director

pe:  APICDA, BBEDC, CBSFA, CVRF, NSEDC, YDFDA
Alaska Cangressional Delegation
Govemor Sarah Palin
Commissioner Denby Lloyd
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RATIONALIZED TO BENEFIT INDUSTRY WHILE
PROTECTING PRIBILOF ISLAND COMMUNITIES

Agenda Item C-4(a)

Pagel of5
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Qverview

Pribilof Island Red and Blue King Crab
$t Matthews Blue King Crab

There ha¢ been a lot of talk about taking the “Small TAC” fisheries out of the BSAl
Crab Rationallzation Program because “... they don't really fit.” We believe this
statement is wrong. These fisheries are vital to the success and development of
specific crab-dependant communities, particularly in the Northern Regicon.

The Pribilof and St. Matthews fisherles have always provided important
incremental economic activity for the Pribilof Islands, supporting community-based
processing and fleet-support businesses. These “Small TAC” fisheries are also an
important component of the development plans for both St. Paul and St. George
Islands, for reasons outlined later In this report.

These fisheries are currently closed; but the St. Matthews Blue King Crab surveys are
trending towards a re-opening in the next couple of years -- or socaner.

The Pribilof Red King Crab survey is strong enocugh that the fishery could open now,
except for the concern over Pribilof Blue King Crab by-catch. The Central Bering
Sea Fishermen's Assaciation (St. Paul’s CDQ group) and Aleutian Pribilof Island
Community Development Association (the 5t George CDQ group) are working with
industry and the sclentific community to develop a crab enhancement program to
restore Blue King Crab, as well as a Cooperative fishing plan that may lead to the re-
opening of the Red King Crab fishery in the futore.

The crab processing plant on St. Paul [sland has the highest daily pracessing
potential In the world, but It remains Idle for the majority of the year because it is
not a diversified, muiti-species plant like those found in Dutch Harbor, King Cove,
Sand Polnt or Kodlak. Therefare, these “Small TAC” fisheries are very important to
the success of that plant and related support servicas.

Pagel off
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Community Dependence and Development Opportunity

Pribikaf King Crab Landing Requirements by Regios
Since the late 1990's, 100% of the

F Pribilof islands King Crab CDQ
allocation has been awarded to
CBSFA on St. Paul Island in recognition
of that community’s historic
dependence on the resource. Likewise,
50% of the St. Matthews King Crab
CDQ allocation was awarded to
APICDA on behalf of St. George Island
for similar reasons.

This recognition of community
dependency extended into the BSAI Crab Rationalization
program as well. The current Program requires a
significant majority of these two crab species be landed
at community-based precessing plants in the Northern
Reglon. For the Pribilof fisheries,
more than 65% is likely to be
landed on St. Paul (based on ROFRSs).
But for St. Matthews, more than 50%
of the Northern Region IFQ Is
issued independent of a specific
community, to allow St. Gearge
additional development
opportunities.

Because there are regional landings
requirements for these two relatlve
small TAC fisheries, the harvest
sectar is protected by a Price
Formation/Binding Arbitration
process which is specifically triggered by the matching
of annual IFQ allocations with annual IPQ allocations
within the region.

s amsatian Name Piopusal Title
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Community Investments
The St. Paul Crab Plant

The St. Paul processing operation is the largest crab production facility in the
waorld, but to the local community it is also vital for the prosecution of the local CDQ
and IFQ halibut fishery (the single largest source of employment and household
Income). Without crab processing to cover the overhead of the plant, the local
halibut fishery cannot be prosecuted.

The St. Paul plant processes Opilio (snow) crab
and a small amount of Bristol Bay Red King Crab
under the BSAI Crab Rationalization program.
The facility has a daily capacity of 450,000 lbs
of crab, but has not operated at that level
because of processing use caps and fleet
consolidation.

Pribilof Red and Blue King Crab and St. Matthews
Blue King Crab are important processing
opportunities to maintaln the viability of the
plant and further diversify the local economy.

St. George Processing Opportunities

Recently, APICDA acquired significant PQS shares from a 5t. George-based
processing entity as the first step towards restoring processing activity for the benefit
of the island.

These “Small TAC” fisheries - especially the St. Matthews fishery ~ are very
important to this new community development initiative.

Direct Community Investment In Pribilof King Crab
Rehabilitation

Both communities have invested time and money into
the Pribilof blue king crab rehabilitation efforts that
are part of the Alaska King Crab Research, '
Rehabilitation and Biology (AKCRRAB) program that is
being coordinated and managed by the Alaska Sea Grant

College Program. More information about this program is
available at:

http:/ /seagrant.uaf.edu/r i i ives /king crab/general

Faged of5
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Why “IFQ Only” Proposals Don't Work

We hope that we have shown that these “Small TAC" fisheries were included in
the BSAI Crab rationalization program for good reason, and that they are vital
to the Pribllof Island communities of St. Paul and St. George islands.

If the Council chooses to remove these fisheries from the program, they would
likely become IFQ only fisheries. So let’s look at that scenario:

Step 1: Remove all PQS/1PQ from these fisherles so they become “IFQ only”
fisheries,

BUT

Step 2. Communities lose the economic protection provided by the PQS/IPQ
Jandings requirements as harvesters pursue a “race for efficiency” without
regard to community impacts,

SO ADD BACK
. Step 3: Regionalization of the IFQ and some form of community-based landing/

o processing requirement to protect the island economies,

BUT

Step 4. In the absence of the original PQS/IPQ there is no requirement that any
processor share-match or arbitrate with a harvester or Coaperative

50 ADD BACK

Some new hybrid addition to the Price Formation/Binding Arbitration process,
which may still not work because the PQS/1PQ aspect of the current program
(which compels a processor to operate/negotiate) has been eliminated and it is
unciear what new legal obligations could or should be imposed on a processor.

WE END UP WITH

A much more complex and potentially unworkable program that is trying
to address the same problems already soled under the current program.

PLENTY OF PROBLEMS ARE CREATED. WHAT PROBLEM WAS SOLVED?

Pagas ols



Frank Kelty

P. O. Box 162 ;f\?lég
Unalaska, Alaska 99685 S
Phone (907) 581-7726 Okc . . w
Fax (907) 581-4469 - <Uis
Email:fkelty@ci.unalaska.ak.us Fd.p;ﬁ;mr_

E-mail fvkeity@arctic.net

To: Chairman Olson, North Pacific Fishery Management Council

Date: 11-24-2008

Fax:

From: Frank Ketty, City of Unalaska

Subject: Statement of Source for my letter to Council Chairman Olson

My name is Frank Kelty today's date is November 27, 2008 | am employed with
the City of Unalaska as there Resource Analyst. | have been involved in Alaskan
Fishery issues for over 30 years either as a seafcod processor, and elected

official with the City of Unalaska or in my position as and employee for the City of
Unalaska.

Regards

Frank Kelty

City of Unalaska

e e —
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UNALASKA, ALASKA

November 20, 2008

Eric A Olson, Chairman

North Pacific Fishery Management Council
605 W 4™ Avenue, Suite 306

Anchorage, AK 99501

Subject: C-2 BSAI Crab Issues ltem {e) Review of BSA| Crab 90/10 Amendment
Alternatives and Analysis Outline

Dear Chairman QOlson:

With this letter, the City of Unalaska once again confirms its support for the
position of status quo, on the BSAI Crab 90/10 Crab Amendment Alternative
Review. Unalaska is the largest crab-dependent processing community in the

o~ state of Alaska. We process approximately 50% of the Bristol Red King crab and
35% of the Opilio Snow crab, which are the two largest species of crab harvested
and processed in Alaska. As a major supporter of the crab rationalization plan
since its inception in 2000, the City of Unalaska believes the plan, which was
adopted unanimously by the North Pacific Council jn_June of 2002, is achieving
its intended purpose as defined in the Council's 2002 problem statement.

In Unalaska, we have seen many benefits of the crab rationalization plan that
have now been outlined in the just-released three-year review. First and foremost
has been the improvement in safety in the Bering Sea Crab fisheries. Since the
plan went into effect three years ago, not a single life has been lost in the crab
fisheries, and not one vessel has been lost. That alone makes the crab
rationalization plan a success as far as the City of Unalaska is concerned.

As stated in the three year review, Unalaska saw minimal impacts from the plan.
Fish tax revenues in Unalaska from crab have increased with the implementation
of the plan. Since the crab plan went into effect, we have seen increased
production, both in Snow Crab and Bristol Bay Red King Crab fisheries, with
longer seasons and increased quotas. Rationalization has also benefited many of
the local support sector businesses with more sustained economic activity in the
community over a longer period of time.

N The crab plan has alsc improved the health of the resource, and the crab fleet is
' using better fishing practices due to rationalization of the fishery. We are seeing



increased allocations and higher catch per unit efforts (CPUE) in the Bristol Bay
Red King Crab and Opilic Snow Crab fisheries. There is less bycatch of small
crab due to longer soak time for the fishing gear, and there are 60% fewer crab
pots on the fishing grounds due to the reduced number of vessels fishing. Under
the program the spatial distribution of the catch has diversified which has
reduced fishing pressure impacts on the various crab stocks. Deadloss in the
fisheries has decreased, and lost pots and ghost fishing pots as well have
declined from the 10-20% range down to 1-2%.

The arbitration system that is in place with this program is working well for the
harvesters. They are gefting a fair price for their product, and relatively few
negotiations have had to be arbitrated. We have seen the development of a new
processing plant in Unalaska that is processing B/C share crab as well as crab
from leased quota. New product forms and different marketing ventures have
been developed. Over the last three years, even the management costs of
running this program have been reduced from 3% to 1%, as of a few months
ago.

The City of Unalaska is a member and supporter of the Coalition for Safe &
Sustainable Crab Fisheries. The Coalition represents a significant majority of
crab IFQ holders, crab-dependent communities, CDQ groups and crab PQS
holders. We remain convinced that the current program is both meeting the goals
established by the Council in the June 2002 motion and meeting the intent of the
US Congress. We further believe that any major changes fo the crab program at
this time could be destabilizing to the considerable investments made by the crab
industry, the CDQ groups, and crab-dependent communities. We, therefore,
continue to support the status quo and the targeted amendment process that has
worked so well to address problems within the crab program.

Sincerely

e\

Frank Kelty
Natural Resources Analyst

CC: Mayor Shirley Marquardt,
Unalaska City Council Members,
Chris Hladick, Unalaska City Manager
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North Pacific muz m@fmm Council
, 604 West 4™ Avenue Suite #306 S -
Amhmgc,hlnsh”SOl S o 1

190"lery3ewon December 10-16.m
Hilton Hotel - Anchomge,Alaska

Re: C 3 1en Prn Is _
Pablic CommeutBy Mr Shawn C. Dochtermann _
' Kodigk, Alaska 99615——Tel ©on 436-8777 '

M Secretary, Chairman Olson, Council members,
" and Honorable szens of the Unrted Statec, :

S MynameszhawnDoqurmmnnaonyearmmmmialﬁslmnnm,mﬂl%ymmb
fishing experience in the Bering Sea. 1am here representing myself as well as hundreds of _
BeringSeacmbﬁshannan Mgnymdismﬁmdlwed.mdowaowmuﬂlhavemeoppommny o

to be active participants,

. Wehawheenwrmgly mmdofaﬂhawmquotanghrsasmﬂonﬂswndardﬂ 0(3)1
& c (3) iii, was never taken into proper consideration. We have accordingly bednharmed in - .
'acﬁmlcmnpﬁmmformhsemnofmbﬁshmgsofarpmsmedmduﬁwﬂngme We

_ Ftrst,wearecomenwdabmnﬂwohvimmdisregardglmmommanymﬂnptsmpm _
wewpmposah&mudthﬂwouﬁdeduﬂththeﬂ&gram!mofmmpmanmduemm
(RFMPnotincludmgihemwm itg initial allocatlon.

» WesubmmedﬂleﬁrstCrewPropoaa[forﬁmCRpmgmmonAmlz,zoo?(ISI’
~ Plenary session). merewasnotomewdofdimssmnotqmshmabmnthe
~ proposal, exceptbyChmrMadsmsnnplysskmg xfwehadmbmntcdlttuﬂ&eAP

. wesummneamemmmmmpwpomlagamamenwmherzowass"'
- Plenary Session}. As before, wweredxmgarded w;dthmﬁlymyquesﬂonsbem
askedbythg(’:ouncﬁ Why? ,

¢ Welhen SubmlmdasemndpmposalmtheCmumlomeeﬁ 2003 omtammgan
- artay of alternatives and options. There were few questions and little discussion about :
_ thzmondpmposalwwﬂmghmpmmtedammpaﬂmchmofmealtemaﬁm o
g mmowmﬂtomughdlsmssmns. _ :

- Last,wevesubmumdﬂmemonupmdatevemon ofambmwmeu spropnsulfor :
the October 2008 (189™ Plenary Session). But that topic was taken off the agenda due
to the Halibut Charter discussions funning a day lote. We were highly insufted thai
th:sumwaswmpmonﬂwagehdaﬁxoaowmsuamnewhenthe Comml .

CA(b) Public Comment — Shawn Dochtemmam/BSCCC. . Pagelof6
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 knew that 99.9% of actively participating crew was unavailable, because they were
predictably preparing vessels and gear for the 2008 Bering Sea Red King Crab season.

It’sobwousdmmelssueofcrewredlocauonmedstobetakenupasaﬂpammagmda
ftem placeholder because our issue stands outside of the CR program’s 3-year review process.
We were unjustly harmed from the day the Council’s ad hoc crab committee waschosen backm -
2000/1, asnommenwmtappedtobeonthntcomim

"To actwelyreeolve the issucs ofCRDl'OEmﬂ it’s ofﬂnelﬂnostlmponmﬂmtwe,asthe
primarystakeholdmmvolvedmﬂmm,haveopmlmestomoseihata:etheﬁnaldecismn _
makers of an FMP modification/amentiment. So, why aren't Council members gpenly willingto
mpnnd to emails, telephone calls, letters, and faxes thatﬂley receive from crew, crew _ '
organizations, and the general public? . _

We' vehedtomakeoontnctmﬂaComdmmbﬁs,butmostofthe ﬂmehereisno
response by email, mdpumalcmtactataCouncﬂmoeﬁnghashenSmmmlﬁs. i
Therefore, we ask that this Council take the time to listen, discuss, and help develop the much
nwdedmodlﬁMmswmispromwehasﬂmemggmdinﬂmMayﬁ 2003 letter to ’
CongressbyfonnerChaerachenton : ‘ .

. “The Council’s preferred almahve is anovel and innovative managment progmm
. The-Council intends to assume maﬁblllly for addressing any difficulties that arise
under the program and is committed to ngorous pcnodw reviews.” '

. “’I‘he comprehensive economic data oollectmn prog’mn demonmtes the Councll’ |
" commitment to.ronitor perfomanoe of all aspects of the program mcludmg the
" "birding arbm-mon pmgram :

e “WehupemmeCongresmomlauﬂmnmonofﬂtepmgrmmnpmwdeaxphcll
o dimcuontoﬂmComcﬂoonmh\gitsobﬁgaﬁmmmviewandmdﬂmmgrm
.mou[dmyunantwlpatsd negative impacts arise,” X _

Butherewesn—4}m's|nwtimCRprogrm—~mdmeComcﬂhasdmemthmgto
cotrect the ills of over-consolidation, price-fixing, and the the@t of over $100 million dollars in
crew‘lay share’ compensation alone since implementation. Congreswaspmmlsedthatthedata
collection would be comprehensive. The EDR data eertainly contains sufficient proof that
shppasandmwhavebecnadmlyhmedduewﬂwmpwgmmbmngﬁmedmwhw
wiﬂmumuapumm TheEDRdeublicreleaseiswa"aywlam. WHEREISIT? = -

. SomeCmmcﬂmemberspmfessﬂmthamwmmwﬂlobtamtheoppommnymbuy :
IFQs, and that the loan program is substantiat. Might we remind you that the vessel owners were
certifiably gifted with 97% of the harvest quota (with a value of over 1 billion doHars) whilc the
shppmteeewedapimoeoﬁ%.whﬂemhg&mtﬂwlugmmngemofmkdtoldﬂ's——

A cfemanwhoworkedfors-ZS yea:smtheang SeaFnsherles shouldnot haveto
mablishamortgagetogetajobmdyathat‘sthemostyouca:etooﬁer Ifanyme onthe

m@;mkm_mﬁw : . pa?gez"of's
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Council had ever spent a week on deck fishing crab in the Bering Sea, then you would fathom
-why we are demanding that you reallocate to us as a group the same ratio of historical ‘
paructpahon as we had oontracmally e.mbiished durmg pre-ranonallzauon.

. The Suminsble Fisheries Act of 1996 (SFA) was pama[ly created to establish marine
policy to protect the crewmen, fishing families and communities. So where are those rightful
. protections? The SFA also required the Nationa! Academy of Science (NAS) to consider many
unresolved issues regarding IFQs, including potantzal social and economic costs and hmeﬁts ]
' theNanonmdtopamelpmlsmﬂzeﬁshery . -

It also included the smdyofmechanmtopmrm foreign control ofownmhtpofv S.
ﬁshwymowocsaswcﬂasmechmmwmeﬁmvmlmmmlopemm, :
ceewmembers, and U S. fishery proocssomam tmted fn:rly and equitably in initial allocations.

' It’sclearthatﬁ;reignownemhipdnminamsﬂlekedkmgcrabﬁslwryasﬂwymed
~ upwards of 50% of the initial allocations of Individual Processing Quotas (IPQs) For Opnlios,
fomgn-ownedpmcesmwmmnallyaﬂomdabomm%ofﬂwm

. Wehaveonlyoneqwesﬁon ﬁmFﬂBﬁﬂlmwerctoappearbeﬁnﬂlisCmmﬂand
hwomeawmthatfomgnpmeesmmﬂolalmoﬂSO%ofﬂ:enghhMmBeﬂngSea
“crab, whatdoyuuﬂ)mkﬂwywoulddo" - ,

1beltevaﬂwywuuldhavemwwdTedsmsmdmefacﬁonofcmnieawhopushed
this privatization through United States Congress. in a must-pass Omnibus spending bill for -
conomic treason, punishable as death by hanging. They also would have never atlowed & small
mupofmlongupuﬂcipaﬁngEMmomdﬂnqummhmdmughlmmwﬂw '
vesaels,whleﬂnymathomemdmkhghdmwmmomﬁmlabwpoolwho
mullym&emb '

_ : OuoeagahwereforthaComcilmﬂanblicReviewdocumeMQfﬂmBaing
Sea/Aleutian lslands Crab Rstlona.hmnw ngmm ﬁum May of 2002.

L IMSustalnableFkheﬂesActoflm

| pelivid 22 quota prograns Is implemented), m:fwm
. ﬁrﬂsnnewa!,RMor re-fmamcﬂm‘fwdw!ﬁs}dngqm -

prewntsmrypemouﬁummmdrbgmmshmofﬂwbﬁmﬁmfﬁs}dngm
Issued, and consider the aliocation of ¢ portion of the ammuial harvest in the fishery for .
 entry-level fisherman, mﬂmnelowmrx, mdmmmber:whadomqwla&ﬁr
mdwwﬁﬂmngtas _ _

3.2.6.2: Svewardship {page 164}

u{b)mmﬁcmm-shawnmmm o .. Pae3ofs
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mmmm Research Couteel mq rqwrl‘ discusies ...Another -

3. 3 2 Initial Aﬂocmion q}" as (ar Coopcmuw S?m'es) fjmge }93}

: " Patagraphs 1.2and 1. 4¢y’thelmofelmenasmdopuomdeﬁmopdomﬁrrhe
 iitial numg,, Of WGSQS GWWW -?hﬂm) &M&EM&&&M

_&MMWMM&MW&QWW

" bemefits more equitably and comperisate more individuals as shares become -
concenirated. In addition, payment for initial allocations (thorough either windfall
taxes or auctions) showld be considered as a method of distriduting the benefits of the
resource to the public. Share distributions should consider investments of rime and
capital in the development of the fishery. Crew exposed 10 safety risks mighi also be
mwmwdmamawmmmynmm
:ﬁvtribwban:hmmto.nbppm crews,mdpmmrx _ S

) . CaMthWﬁﬁequMmﬁr&uMngrhmmofsms
bemrrispemefwdmbeafdrmmdpmmipanondﬂocdwnwonm
© history, Rewever, can have unintended or onerous consequences. Reliance on
participation in a single fishery can be detrimental to fishers that move between
fisheries. These transient fiskars might be deprived of an Interest in a fishery even
though their movemert between fisharies may have resulted in a betier distribution of
effort across fisheries. Catch Mistory can also reward speculative behavior of fishers -
that enter a fishery in hopes of obtaining an interest in the fishery under a futwe
‘rationalization program and fiskers that overexplolt stocks to obtain larger initial
allocations of shares. Alternatively,  portion of the imitial allocation could be -
ﬂdeeqml&todimrnMmehbmdmmlm B

Inaddiﬂoutotkewmsmiudm rheNRCmpqﬂ NOAA GChaswhmi:ed
that the failure of the kalibwt and sablefish IFQ program to give syfficient considerarion
2] recenrparﬂmpaﬂon wasmimporlam' usue z‘u the Iawmi:ﬁkdagam rharpmgram

D:dalltheNPFMC membmmadthe?ublickeviewDomm:sthatmpﬁonthc

‘recod at the Pebruary 2008 moeting (186” Plenary Session) in Seattle? Ifs clear thatthe -
Council of 2002 did ot fllow SFA o, the National Stndands, NRC & NAS ecommmendtions

' Ca(b) Public Comment - Shawn Dochtermant/BSCCC S Page4o£§_'-
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mdpnrecommonsensa TheNPFMCmbmwhenswuminalsoagreedmfollowthciawsqf
the Conatitution and of the MSA including the SPA. WHEN WILL YOU KEEP YOUR
OATH? So when is this Council going to provide the CR FMP crewmen with a seéparate
mﬂomhmplaoeﬁmldﬂmtheagmdawmpah‘ﬂledamngedthﬂhasbemmﬂwted? .

WeamhlghlyttpsetﬂmmemtmmponfromNOMhasbeeniﬂeglﬁmmiy
mﬂumcedbytheAla&aCmbCoalmmCC)andtheCoumﬂsomPacﬁcNor&merab
 Industry Advisory Committe (PNCIAC) which similar piayers dominate. Why has the Coungil

~ not called for an investigation of the current ITQ-fiolders and their representatives’ interference
: M&agomnmwdrwmmﬁmrwﬂwmwemmawmoﬁhemas -
stakeholders who were denied any quota atall?  °

S mmmmwmmmnomecmmmmmufmnmmmf _

o Cmmmvmﬁmmmws&hww
M&pe:,hm;s,&Fdﬂ\omeﬁredofﬁ:lsetmnmnyMgmhmmdor'
_ma&mtoﬁwmmdbyAmc'l‘hompsondtheACC(mdamea's)anquuestafmmgl
-mwsugauonnfswhalleganmsregmﬂmgallmmfomwonhehasmdei _

A&uMmmm&:RmFehhoven,mdi&mvmdthatﬂmACCmdPNCMC
mstedchmgestnmednadummfbymmgfalsemtemmtsmdmfomdedwdm I
Ixsourhellefﬁ'latmywduepoﬂshmldbecmumdbymbimdpawsoastopmwde
_objechvrty Eg___i{pageﬂ}ofﬂledommdulmgmﬂn paxth R STEW

, mmﬂmadabove Nom:tsldeinmdmldhawha&mymdueinﬂum Isﬂ'uspartnfa o
) modumedmsp&awwmmmdﬂwdhmmdehbmh&ofhﬂﬁalmmﬁmsmam. _
and to currently counteract any legal rights for reallocation to crewmen? Are the [PQ-folders
‘ ﬂminmthmhecmmadmyfeerﬂmhfmhadopmddh&yquotanglﬁslhmmhum
mutrustmnpumwouldbeb\wedwmmﬁeyomﬂdmlmgarmw!ex-wl
We're amunded that the Advisory Panel (AP) and crab committee have elewadto take
'meDeepSaaFlsherman s Unions® crew proposal, and submitted it as the recomeiended propossl
when you consider the facts. First, a memberof this group was placed on the Crab Advisory
mmmhmwmmnﬂsmﬁemdlmﬂmbmm—mmem
and second, the DSFU represents halibut and sablefish fishefmsn. Does this arganization éven
. hnveanygemﬂnecmbﬁshermen(whoparddpmedinﬂ:e!asts-'f}'ears)omtsbom'd? Ifsohow
mmy.mdwhomﬂley" : ‘

Mmﬁw&mﬂmtb&f&d«almiwmamofﬂsm&aﬂab
ﬂshmanthﬂmallbewntacwdwhowllwﬂwlyhawmz,SOOmofBumgSucmb
experimandoveﬂooodeckyeauofcxpwimwmmulupteﬁshmu Some are boat .
owners, nore are captaing, and most are crewmen.. We’rerepmmﬁngdlegmatwtnmbemf
crewmen for the Bering Sea crab fisheries, 50 it's clear that the input and historical investments
ofhumanc&pltal by these stakeholders shouldspeakheloud@st. 'l'heAPmnughtotherwise

m)ruhlm&m-sm“nmhmmscoc | T “p_age”softls

*
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lnadd:non,dzeDSFUmwmpresmmeﬁaﬂedtomnyoﬂmmwpammpme,and
- also held multiple non-public meetings and communications with the existing [TQ-hoiders that
leci to a proposal that clearly is not endorsed by the hundreds of crew we represent, et alone by
the Kundreds from the lower-48. That contrasts With our group gathering input from all pessible
crewmen, and skippers, and also wnsldﬂ!ngvmelumswhmﬂwymakemhonestmempt
tomderstandmddulmﬂlﬂmhmmsofmmdaltowﬁm L

Aseverymonpassesby,ﬁwwwmen gﬁtfmﬂlerawayﬁom gnmmg‘theirlegairlghts
"mmlofaMOnofd:eangSea&Alwtmlﬂmdcmbhmestqum Onewayto
mmambhmdmﬂaimbleﬁnmialﬁmforaﬂm,mlmm,mdﬁsw -

communities, is to reallocsie quota dogonding to the historical basis of compensation
(3‘?-40%)totheBermg SmCrabCrewmnsGoopemtweMrsproceedmgmﬁl ﬁormatimas

alegal entlty Itis cleadydlebeﬁapmachtodah

AtﬂleOctoberZOOBNPFMCeeung,wegpwt&mmonymdmlossofmfetymﬂ
biological harms due to the pot limit being rescinded. We are attentively waiting for the Council -
toputﬂ:msmousconmmﬁeagmda,aswﬂ It:sofﬂ:suﬁnost:mpoﬂmcetohavcmﬁ'
-do analyses on the resuiting Yosses of safety and to biological protections. So, will this Council =
.ptommd:emdymwiﬂltamidthhissnea—justasthecrewas&movaﬂod:edsmu]mof
2002‘? B

o HUWMUdieCommgweprotwuonwﬂmemwmmthatWMdsohkewmkat -
'Cmmctrmeeﬂngs,butmheldbackmamhofomonmdungluloseﬂ:erjobs‘? ‘We expect
anansweroroﬂiermsctthOanllandNOMarelegallyliableforpemmingthlstooomion -

ﬁnsm&ﬂadhoﬂddwoonmmebepmmofmm“,&mmmdsmm T
) havedalemmtheCmmlwhomtyupm!tbeingafmrpmﬁ'eeoffomﬂﬂintlmldations
. of the public. ]twupmeqmﬂ&hoeﬂﬁcaﬂymolﬂngow}osmduemﬂﬁsmmnothavmg
- ariginally followed the requirements of legislative Due Process in ‘the Congress, ﬂlroughproper
. wﬂ:oﬁzingudjudsdimmﬂmmm&mmdofﬂuwghanmdwnmamw .
© spendingbill, ©. -

Weapprecmtemehmemme(iomeilhaspmwdedustod:seussthemmen'sme;

but without a regulatory placeholder — a crew réallocation amendiment — gettingonthe
: FebrwyZOM(lBl“PlenarySessm)mﬂa,youmﬂﬁnaﬂyfomuswmmotheUS

, ',"u gress. By the time you get to C+4b, atﬂimsesmm,webelwveﬂmtynumll

_E.xecunveDlrewor _ BenngSeaCmmewmmCoopemnve

CA(b) Public Comment — Shawn DochiermasnB9CCC.~~  Page6of§
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Alaska Crab Coalition
3901 Leary Way N.W. Suite #6
Seattle, Washington 98107
200.547.7560
Fax 206.547.0130

cerabak(@earthlink.net

December 3, 2008

M;s. Eric A. QOison, Chairman
NPMFC

605 West 4™ Avenue, Suite 306
Anchorage, AK 99501-2252

RE: Agendaltem C-2(¢) ACC comments Part 2, on BSAI Crab Program, Three-Year
Review Report—Comments on Economic Performance

The ACC has provided a previous set of comments, Part 1, on the Three-Year Review
Report that focus on improvements to the safety of life at sea and sustainable biological
management of the crab resources. The following comments relate to key ECOonoImic

aspeets of the program.

The ACC has reviewed the Three-Year Review Report and we find that overall the report
indicates that the program is performing well and there is no need for any major changes
to the program, outside of the amendments being discussed for the Western Alcutian
golden king crab fishery and emergency relief from regionalization requirements.

Consolidation, jobs, leasing and cooperative fishing:

As anticipated during the development of the crab program, there has been significant
consolidation in the harvesting fleet, with almost two-thirds of the fleet no longer
participating in the BSAI crab fisheries. However, as the ACC has noted in its crab
vessel analysis previously submitted to the Council (February 6, 2007, Agenda D-2(c))
the bulk of these vessels are still operating in other Alaskan fisherics and providing
employment for tendering and some are doing long-term scientific charters for NOAA
and others are involved in oil and gas development research related charters (Alaska
Business Monthly, September 2008). The large majority of the seasonal jobs lost were
lost to the State of Washington, where most of the vessels and vessel owners reside.
Fully two-thirds of the fleet of 256 vessels were located in Washington ports. (J. Sepez,
AFSC draft report on crew opportunities, September 26, 2008 and ACC comments on
crew report to the NPFMC, Agenda C-29(c)).

A discussion of the captains and crew is found on pages 37 and 38 of the Review.
Concluding comments note: “Although some instances of crew compensation moving
away from a traditional crew share format to a wage labor or salary format were '
reported in the first year of the program, it is believed that most (if not all) crew in the
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fisheries are currently paid on a traditional crew share basis.”

“Notwithstanding these changes in compensation, in most cases, crew employed by
vessels fishing in the program are reported to have more stable and better paying
positions than prior to the program's implementation. Many crew are reported to rely
exclusively on crab fishing for their income. Other crew are reported to work ou the crab
vessel in ather fisheries or tendering, relying on employment from their crab fishing
vessels for all their income. Vessel owners hiring crew generally give priority to crew
willing to work in all crab fisheries that the vessel participates in (and non-crab fisheries
or tendering, if the vessel engages in those activities). These preferences have led to
changes in crew composition, as some pasticipants are unwilling to give up other
employment to work exclusively for a crab vessel. Maintaining a steady crew, however,
can greatly simplify vessel management, reduce hiring costs arising from high turnover,
and improve efficiency and safety, as crew become more familiar with the vessel's
operation and other crew. In addition, overall improvements in safety in the fishery may
also have helped improve conditions for crew.”

Despite criticism to the contrary, opportunities for new entrants in the harvest sector
under the rationalization program do exist and sowe persons are taking advantage of the
opportunities, using the menas noted on page 104 of the Review. Although full scale
entry requires ownership of a vessel in addition to quota acquisition (similar to entry
under the previous open accesss LLP program), cooperative harvest of IFQ and leasing
creste an opportunity for a more gradual entry without a vessel. A person can lease IFQ
yielded by their [FQ over a period of years, then acquire a vessel to achieve foll scale
entry. The separation of accessible harvest privileges from vessel ownership aiso allow
persons fo enter by purchasing a vesse]l without QS and leasing QS. Through the leasing
market a person sble to run an effective vessel operation may be able to enter the fishery
without substantial QS holdings. As under the LLP, opportunities for full scale entry
opportunities are limited and remain costly. Yet the divisibility of interests in the
rationalization program allows more paths of entry and may reduce risk depending on the
method of entry chosen. (Review, page 104).

Virtually all the issues surrounding the contraction of the fleet and lost jobs were
addressed in the Final Environmental Impact Statement for the Bering Sea/Aleutian
Isiands King and Tanner Crab Fisheries, August 2004 and summarized in a submission
by Kozak and Associates to the NPFMC in March 2006. (Attachments) An example
of the references follows:

“The Council’s Problem Statement for the crab program outlined several issues that were
considered problems to justify the development of crab rationalization. These problems
referenced that capacity far exceeds available resources, the ¢rab stocks have experienced
significant declines, and a significant portion of the harvesting and processing capacity is
operating in an economically inefficient manner.” (ES—2)

Short term transfers under leases and cooperative fishing arrangements are the primary
means by which QS holders have achieved fleet consolidation under the ratiopalization
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program. Favorable lease rates have made quota leasing (inside and outside of
cooperatives) particularly attractive under the rationalization program. High lease rates
have contributed greatly to consolidation under the program and have been the subject of
much controversy as they result in royalty payments and reduced compensation for crew.
However, the lease rate in the opilio fishery at 50% of the ex vessel price is at a par with
leasing in the halibut, sablefish and Pollock quota share/cooperative programs. The rate
fot the bairdi fishery an incidentai catch fishery is substandard at 35%, as is the Western
Alentian Islands golden king crab fishery at 25% and the Eastern Aleutian Islands golden
King crab fishery is an estimated 50 per cent. It is only the high value Bristol Bay

red king crab fishery that draws a premium royalty. Royaltics are as high as 70% of the
ex vessel price. (Review, page 22 and indusiry-based information.)

The extent of Jeasing is difficult to determine at this time. The cooperative artangements
and the complexity of ownership patterns in the fisheries prevent any reliable estimates
of the extent of leasing in the fisheries. Intra-cooperative transfers of IFQ are not
administered or tracked by managers, limiting available information concerning these
transfers. QS ownership information reveal complex, overlapping individual, partnership
and corporate holdings of QS. This array of QS ownership arrangements, together with
the absence of vessel ownership information, kimits eny ability to develop & full
understanding of the scope of leasing in the fisheries. (This issue is fully discussed in the
Review in the footnotes 9, 10 and 11 on page 22.) This is also an issue being addressed
by the PNCIAC in consultation with NMFS/AFSC as part of the metadata review for
improvement of the Economic Data Reports (EDRs).

Cooperatives were designed to appeal to vesse]l owners to encourage consolidation and
efficiencies, Cooperative transfers are administered by the coops, rather than by NOAA.
and share transactions are confidential. Cooperative allocations are exempt from vessel
use ¢aps, which also improves efficiency-~which iz a necessity in light of high fuel and
operating expenses and price competition in world markets. (Review, pages 22, 23)

Harvest trends by crab fishery and community:

Tables in Appendix A of the Three-Year Review Draft Social Impact Statement provide
an assessment of changes in ¢rab fleet participation in the BSAI crab fisheries. Sorne of
the key trends are noted below,

o Table 1-1 (page 1-3) shows and overall increase in average ammual value of
harvest per vessel post-rationalization compared to the average annual figure for
the pre-rationalization years covered.

» Following rationalization, the percent of vessels participating from Southeast
Alaska and Aleutian region communities declined, (from over 2% to 1% or less
than 1%), while the percent of vessels participating from the South-Central
region increased from a range of 6.4% to 8.5% and 9.3%; and increased for
Kodiak participants from 13% fo 15% and 14.3%.

¢ The total participation for Alaskan vessels is stable with about a 1% overall
increase for the Bristol Bay king and Bering Sea snow crab fisheries.
e The Washington State total has declined from 64% to 62% of the total
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participaticn. (Table 1-3, page 1-5)

s Table 1-3 shows the percentage of average annual total harvest was slightly
higher for Kodiak-owned vessels post-rationalization than during the pre-
rationalization years displayed in both the Bristol Bay red king crab and the
Bering Sea snow crab fisheries. For other Alaskan regions, the harvest total
percentage remained stable in the king crab fishery and increased from 9.6%
to 15.9% of the total. (Table 1-4, page 1-8)

¢ For Kodiak, “there were more unique resident owners of catcher vessel owner
quota and a higher percentage of total fishery catcher vesse] owner quoti
Owned by Kodiak residents than was the case under the initial allocation.”
(Appendix A, page 1-23}

Amni Thomson, Execative Director #
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Kozak & Associates, Inc.
P. O. Box 2684 - Kodiak, Alaska 99615
Phone 907-488-8824 - Cell 907-539-5585 - Fax 907-486-6963
E-Mail - kozak@alaska.com

ER OF VES TING IN BSALCRAB FiS S

The issue of crew employment and number of vessels harvesting crab in the Bering
Sea/Aleutian Islands crab fisheries this year is being addressed. The following points to
consider can be a reality check in the potentially emotional discussion regarding, the loss
of jobs and income.

POINTS TO CONSIDER

sEffects of the crab buyback program and rationalization occurred in the same year for
Bristol Bay red king crab.

o The initial allocation of quota share benefited Seattle and Newport, while Kodiak and
King Cove/Sand Point resulted in a decrease of 10.34% and 23.39% respectively of the
recent historical share,

oThe Community Development Quota was increased to 10%.

#New fleet costs, including buyback, binding arbitration, and crab management fees,
contributed to higher operating costs,

sExtremely high fuel costs and continued high insurance costs were 2 factor to consider.
oThe price for red king crab was substantially lower than in 2004.

#The total ailowable caich continues to remain at low levels.

sMany quots share holders received IFQ in amounts too small to harvest. Quota share
consolidation did not ceour in the first year due to a compressed time frame for

implementation. The only option for many quota share holders was to lease the vesulting
IFQ in the first year.

SOME POSITIVE CONSIDERATIONS

eMany quota share holders, while leasing their IFQ, bave continued to provide crew
compensation for longtime skippers and crew that were unable to participate in the
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fishery. Some quota share holders are also developing health insurance and
compensation plans for crew and skippers.

#Less pots were deployed — down from 49,506 to 15,713. This results in conservation

benefits. '
® As crab stocks increase and the total allowable catch levels are raised, more vessels will
be deployed in the fishery.

FINAL EIS PO F DISCU:

In reviewing this important issue, the following points from the Final Crab EIS should be
reviewed:

#The Council’s Problem Statement identified that capacity far exceeded available
rescurces, and that the fleet was operating in an ¢conomically inefficient manner.

oThe crab rationalization program created a vessel use cap of 2% for the Bristol Bay red
king crab fishery. It was understood what this vessel use cap could mean; that in years of
low stock abundance, as few as 50 vessels could be deployed.

«Crew and skipper income in recent years was not adequate to sustain someone on a
year-around basis.

oThe adjustment to crew and skipper jobs was addressed and it wes assumed that fewer
crew jobs would be available. The analysis suggested that this change, along with the
slowing of the fishery could result in a compensation change to crew and skippers. This
could lead to fewer more full-time jobs and that the professionalism of crew jobs could
rise.

oThe preferred alternative was discussed as one in which the fleet consolidation could
occur much faster, due to the ability for harvesters to work in cooperatives.

oThe 5% cap on CDQ holdings of quota share was & factor addressed in the discussion
on consolidation.

#Stock size and harvest levels will determine the size of the fleet under an IFQ program.

o The corporate structure of the fleet was addressed.
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CRAB HARVESTER FLEET CONSOLIDATION ISSUES
IDENTIFIED BY THE FINAL CRAB EIS - AUGUST 204

The following is taken from the Final Environmental Impact Statement for the Beting
Sea/Aleutian Islands King and Tanper Crab Fisheries, dated August 2004. These
statements relate to the consolidation of the crab fleet, as well as impacts to crew jobs.

RAGE
ES-2

ES-3

ES-10

ES-12

1-20

2-42

STATEMENT

The Council’s Problem Statement for the crab program cutlined several
issues that were considered problems to justify the development of crab
rationalization. These problems referenced that capacity far exceeds
evailable resources, the crab stocks have experienced significant declines,
and a significant portion of the harvesting and processing capacity is
operating in an economically inefficient manner.

The preferred altemative would allow harvesters to form cooperatives to
realize efficiencics through feet consolidation.

Changes to fleet composition was addressed and it was assumed that the
BSAI erab fleet would experience reductions in fleet size. Allocation of
barvest shares under the rationalization alternatives would allow for the
use of aliocations by the mogt efficient operators and would encourage the
removal of marginal vessels from the fleet.

The preferred alternative would result in extended seasons with fewer
vessels and provide employment to fewer crew. Competition for jobs
could reduce compensation or result in a chenge to the wage system for
some crew.

The rationalization alternatives allow the removal of vessels from the
fisheries, reducing the number of captains and crew employed.

Crab abundance is ¢yclical and fishing effort in the crab fisheries
increased during times of abundance. This level of fishing capacity was
retained during periods of low abundance. The very short seasons in
recent years suggested that the fleet had substantial excess capacity.

Share allocations to harvesters and processors, together with incentives for
cooperation, are intended to increase efficiencies, provide econotnic
stability, and facilitate compensated reduction of excess capacities in both
harvesting and processing sectors.

[FQ would both be transferable under the program: angd subject to limits
including caps on the amount of shares a person may hold or use. The

Roos
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possible limit on leasing by perzons not in cooperatives was intended to
create an incentive for cooperative membership.

This page outlines the caps on QS and the limit that can be used onboard a
vessel. For red king crab, the use (ownership) ¢ap is 1% and the limit for
use on a specific vessel outside of a cooperative is 2%. The narrative
states that the cap levels were intended to prevent “excessive”
consolidation.

This page references that the preferred alternative will “tackle the issues of
excess harvesting and processing capacity causing poor economic returns,
while solving problems regarding the lack of economic stability for
harvesters, processors, and ¢oastal communities.”

This entire section deals with the projected fleet composition and fishing
practices, and it references the following:

a) Stock size and harvest levels determine size of the fleet.

b) While awaiting an [FQ program, marginal vessels continued to
operate. Iinfer from that statement that those marginal vegsels likely
received small TFQ shares. It is referenced that some were operating

in order to gain history.

¢) The reference is made that crab fishing in recent years has not created
crew jobs that could sustain a person year-avoumd, and that under an
IFQ fishery, the number of jobs would go down.

d) The statement is made that harvest share allocations are basecl on
historic participation in the fisheries to preserve existing distribution of
interests in the fisheries and the value of capital investments.

¢) The discussion of caps states that this is intended to prevent excessive
consolidation of shares. The texm excessive is used to indicate that
there is an understanding that consolidation will occur. The discussion
references why CDQ groups received a higher cap than did individual
or corporate QS holders.

f) The leasing rules under cooperatives is addressed, while referencing
that vessel caps are in place for those not in a cooperative.

g8) There is a two-page discussion (beginning on 4-33) regarding the fleet
composition in an IFQ fishery with cooperatives. The discussion
specifically references the corporate nature of this fleet,
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h) The relaxation of pot limits is also likely to contribute to capacity
reductions.

i) Page 4-42 states that the most dramatic effects of rationalization on
captains and crew will occur because of the reduction in the number of
vessels and the slowing of the pace of fishing. Any fleet consolidation
will reduce the number of crew jobs. Different crew skills and type of
compensatiop will likely oceur as a result of rationalization and the

slowed pace of the fishery.

Eatry to the fishery is discussed and it is suggested that individuals could
acquire small amounts of IFQ and cither fish it on someone’s vessel, or
lease it to & vessel owner.

This section addresses the effects on captains and crew. Impacts, which
are addressed include:

a) An expected decrease in the number of vessels in the fleet will
decrease the number of captains and crew.

b} This change, alonp with the general slowing of the fishery could affect
the bargaining power of captains and crew relative to vessel owners.

¢} Remaining participants are likely to be active for substantially longer
periods of time.

d) Competition for jobs could lead to decreased compensation, at Jeast at
the outset.

€) The professionalism of crew jobs could rise,

f) Turnover should be limited.

Excessive share caps were developed in consideration of historicul
participation levels. The Bristol Bay red king crab, opilio, and C. bairdi
fisheries are set at a Limit that is approximately equal to the largest mitial
allocations.

The exemption on vessel caps within a cooperative could result in
consolidation of shares on vessels in excess of the caps, particularly in
years of low total barvest.

The relatively high limits on share holdings of CDQ groups could allow
for substantial consolidation of shares by these groups.

Boto
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Tables 4.6-15 shows the summary of harvest allocations by community

fishery. Under the preferred alternative, Kodiak and King Cove/Sand
Point received less than the historical percent of the Bristol Bay red king
crab harvest from 1991-2000. The share for Seattie and Newport was
increased.

The decrease for Bristol Bay red king crab to Kodiak was 10.34%. The
decrease to Sand Point/King Cove was 23.39%. The increase to Seattle
was 4.8%. The increase to Newport was 4.46%.

A discussion in the EIS states that the fleet consolidation will have a
number of community or social impacts. These impacts will be in direct
relation to the importance of crab to the specific communities.

The levels of consolidation are discussed. The degree of consolidation
might be least under the three-pic altemative. However, the initizl rate
might be the fastest of the alternatives due to the cooperative elements.
This section discusses the potential impacts of a slower-paced fishery on
Support services,

10



01/83/2802 23:39 9974812778 STEVE MARTHA BRANSCN PAGE

NPFMC
604 W 4% ave
Suite 306

Greetings, members of the council, Despite the recommendations of the
Advisory Panel, I urge you to consider all suggested ideas for crew inclusion in BSAI
crab rationalization. Please note there is little, if any, crew representation on the AP.
We appreciate your consideration and look forward to speaking to you in person

Steve Branson
President/janitor
Crewmen’s Association
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1 INTRODUCTION

As a part of the crab rationalization program, the Council requested a preliminary review of the program
three years after its implementation, At the December 2007 Council meeting, staff presented the Council
with a workplan for the review. This paper is the three-year review of the program.

The paper reviews the distribution of allocations to both harvesters and processors under the program and
examines changes in those distributions to the extent feasible. The paper goes on to examine the
participation patterns and distribution of activities of both sectors and changes in their operations. The
paper also briefly examines the effects of the program on crews in both sectors. Changes in ex vessel
pricing brought on by the shares structure of the program are also examined. Entry opportunities for both
sectors are examined. Changes in management arising as a result of the change in management and
changes in costs are also cxamined, as the effects of the program on safety and biological condition of
crab stocks.

The analysis is preliminary, as it examines only three years of fishing under the program. The change to
any share-based management system requires participants to modify their behavior. For examnple, in the
derby fisheries landings were made during and after the compact seasons. One of benefits expected to
arise from the crab rationalization program is an extension of fishing over a longer period, to achieve
harvesting efficiencies. Participants in the fishery can be expected to modify their behaviors to realize
gains from this flexibility. The extended fishing period can be expected to complicate scheduling of
deliveries. Participants in the program continue to adapt to the change in management.

The program is a complex system that incorporates regulatory aspects intended to balance the interests of
various stakeholders. As with any such system, participants are likely to develop a better understanding of
the program over time. In addition, the operation of certain aspects of the program is likely to become
more predictable as the program matures. Adequately assessing the performance of the program after only
three seasons is difficult, since participants have had little time to learn how to operate under the program
and adapt to the changes it has brought on.

The paper does not attempt to be a comprehensive study of management of the crab fisheries. The paper
is intended to address only changes brought on by the change in management to the rationalization
program. For example, the paper examines changes in fishing behavior under the program that might
affect stocks in the fisheries, but does not attempt to examine stock management in general.

The Fishery Management Plan (FMP) for the commercial king and Tanner crab fisherics in the Bering
Sea/Aleutian Islands (BSAI) was approved by the Secretary of Commerce on June 2, 1989. The FMP
establishes a State/Federal cooperative management regime that defers crab management to the State of
Alaska with Federal oversight. State regulations are subject to the provisions of the FMP, including its
goals and objectives, the Magnuson-Stevens Act national standards, and other applicable federal laws.

The FMP specifics three categories of management measures: (1) those that are fixed in the FMP under
Council control, (2) those that are frameworked so that the State can change them according to criteria
outlined in the FMP, and (3) those measures under complete discretion of the State (Table 1-1).
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Table 1-1 Management measures used to manage king and Tanner crabs in the BSAI
management unit by category

Category 1 Categoryl Category 3
{Fixed in the FMP) (Frameworked in FMP) {Discretion of State)
Legal Gear Minimum Size Limits Reporting Requirements
Permit Requirements Guideline Harvest Levels Gear Placement and Removal
Federal Observer Requirements In-season Adjusiments Gesr Storage
Limited Access Districts, Subdistricts and Sections Vessel Tank Inspections
Norton Sound Superexclusive Registration Fishing Seasons Gear Modifications
Sex Restrictions Bycaltch Limits (in crab fisheries)
Pot Limits Siate Observer Requirements
Registration Areas Other
Closed Walers

In large part, this review examines the change in limits on access established under the FMP. Where
relevant, the paper does, however, examine changes in other aspects of management that have resulted
from the change in management of access.

2 DESCRIPTION OF MANAGEMENT

2.1 Pre-rationalization management

Prior to the rationalization program, the eight major Bering Sea and Aleutian [slands crab fisheries were
managed under the License Limitation Program, a limited entry program under which licenses were
allocated to harvesters based on historic participation. Licenses were endorsed for ene or more area and
species and were issued by operation type, catcher vessel or catcher processor.

Individual harvests were determined in competitive race for fish. Since the seasons in most of the BSAI
crab fisheries do not conflict, most participants were active in sevetal of the fisheries, moving from one
fishery to another. However, stock declines in the Bristol Bay red king crab and the Bering Sea C. opilio
led to seasons lasting only a few days or weeks, Consequently, equipment was often idle for several
months of the year.

A guideline harvest level (GHL) for each fishery set target catch for the fishery. Initially, these GHLs
were ranges, but later they became fixed amounts. Managers monitored harvests by in-season reports and
attempted to time the closure of a fishery with completion of the harvest of the GHL. Harvests exceeded
the GHLs in some years, however, because in-season monitoring could not keep pace with harvests
during the short seasons. Over time, managers improved in their abilities to monitor catch in season,
limiting the extent of these GHL overages in the years immediately preceding the implementation of the
rationalization program.

2.2 Description of rationalization program

The program rationalizes the large crab fisheries in the BSAI, specifically the following:
- Bristol Bay red king crab
- Bering Sea C. opilio (snow crab)
- Eastern Bering Sea C. bairdi {Tanner crab) — East of 166° W
- Western Bering Sea C. bairdi (Tanner crab) — West of 166° W
- Pribilof blue and red king crab
- St. Matthew Island blue king crab
- Western Aleutian Islands (Adak) golden king crab — West of 174° W
- Eastern Aleutian Islands (Dutch Harbor)} golden king crab — East of 174° W
- Western Aleutian Islands (Adak) red king crab — West of 174* W

Three-year review of Crab Rationalization 2
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To address the concerns of various stakeholders in these fisheries, the Council developed a “voluntary
three pie cooperative” program intended to protect the interests of the harvest sector, the processing sector
and defined regions and communities. Allocations under the program are based on historic participation
to protect investment in and reliance on the program fisheries.

The primary elements of the program are;
- Total allowable catch
- Harvesting shares
- Processing shares
- Regional share designations
- C share allocation to protect captain and crew interests
- Catcher processor shares
- Binding arbitration system
- Cooperatives
- Community Development Quota and Adak community allocations
- Crew loan program
- Annual economic data collection (or Economic data reports)

The remainder of this section describes each of these program elements and their intended purpose.

2.2.1 Total allowable catch

Each program fishery is managed with a total allowable catch (TAC), which sets a specific catch limit,
instead of a GHL. Although the change to a TAC may be largely semantic, it signifies a change to more
precise catch management. To discourage harvesters from exceeding the TAC in a program fishery, any
overharvest of an allocation is a violation. Although penalties are at the discretion of NOAA Office of
Law Enforcement and NOAA General Counsel, the Council has recommended that all overages be
subject to forfeiture and that additional penalties be imposed only for overages in excess of 3 percent of a
harvester’s shares at the time of landing.

2.2.2 Harvesting shares

Harvesting quota shares (QS) were created in each program fishery. QS are a revocable privilege that
allow the holder to harvest a specific percentage of the annual TAC in a program fishery. The annual
allocations, which are expressed in pounds, are referred to as individual fishing quota (IFQ). The size of
cach annual IFQ allocation is based on the amount of QS held in relation to the QS pool in a program
fishery—a person holding one percent of the QS pool receives IFQ to harvest one percent of the annual
TAC in the fishery. IFQ TACs do not include pounds that have been set aside for the Community
Development Quota program. All crab that is sold or kept for personal use and all deadloss is debited
against the IFQ account of the allocation holder. Discards, however, are not counted against an IFQ
holder’s account.

QS are designated as either catcher vessel QS or catcher processor QS, depending on whether the vessel
that created the privilege to the shares processed the qualifying harvests on board. Approximately 97
percent of the QS (referred to as “owner QS”) in each program fishery were initially allocated to license
holders based on their catch histories in the fishery. The remaining 3 percent of the QS (referred to as “C
shares” or "crew QS") were initially allocated to captains based on their catch histories in the fishery.
Under an amendment to the program that is awaiting Secretary of Commerce approval, C share QS may
be held only by persons who either demonstrate active participation in a program fishery or are recipients
of an initial allocation of C share QS who demonstrate active participation in State or Federal fisheries in
or off Alaska.
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Catcher vessel owner IFQ are issued in two classes, Class A IFQ and Class B IFQ. Class A IFQ are
1ssued for 90 percent of the catcher vessel owner IFQ in a program fishery, Crab harvested using these
IFQ must be delivered to a processor holding unused individual processing quota (IPQ). In addition, Class
A IFQ are subject to regional share designations, whereby harvests are required to be delivered within an
identified region. The delivery restrictions of Class A IFQ are intended to add stability to the processing
sector by protecting processor investment in program fisheries and to preserve the historic distribution of
landings and processing between regions.

Class B IFQ are issued for the remaining 10 percent of the catcher vessel owner QS in a program fishery.
Crab harvested using these IFQ can be delivered to any processor (except a catcher processor) regardless
of whether the processor holds unused IPQ. In addition, Class B IFQ are not regionally designated. The
absence of delivery restrictions on a portion of the catch is intended to provide harvesters with additional
market leverage for negotiating prices for landings of crab. Consequently, Class B IFQ are allocated only
to harvesters that are unaffiliated with holders of processing shares. The absence of an affiliation with a
holder of processing shares is established by a QS holder filing an annual affidavit identifying any PQS
holdings or affiliations with PQS holders.

Implementation of the program required the initial allocation of QS to eligible harvesters. To be eligible
for an allocation of owner QS in a program fishery a harvester must have held a valid, permanent, fully
transferable LLP license endorsed for the fishery. A harvester’s allocation of QS in a fishery was based on
landings in that fishery (excluding landings of deadloss). Specifically, each allocation was the harvester’s
average annual portion of the total qualified catch during a specific qualifying period. Qualifying periods
were selected to balance historical participation and recent participation. Different periods were selected
for different program fisheries to accommodate fishery closures and other circumstances in the fisheries
in recent years. The most recent seasons were excluded in part to limit the effectiveness of efforts by
participants to obtain a larger allocation by increasing participation in recent seasons when it was
apparent that allocations would be based on historic harvest levels.

QS and IFQ are transferrable under the program, subject to limits on the amount of shares a person may
own or use. Transferability of shares among eligible purchasers of QS and [FQ may promote production
efficiency in the harvest sector and provides a means for compensated removal of excess harvesting
capacity in the program fisheries, In addition, transferability may be used to avoid overages, in the event a
harvester exceeds its available IFQ. The use of transfers to avoid overages could increase under a new
amendment adopted by the Council that allows transfers after delivery to remedy an overage.

Leasing of QS (or equivalently, the sale of owner IFQ) will be prohibited, except by cooperatives, after
the first five years of the program. Leasing is defined as the use of IFQ on a vessel in which the owner of
the underlying QS holds less than a 10 percent ownership interest and on which the underlying QS holder
is not present. The prohibition on leasing of QS (or sale of IFQ) by persons not in cooperatives is
intended to create an incentive for cooperative membership. The interim penod in which leasing is not
constrained is intended to allow a period of adjustment during which harvesters can coordinate fishing
activities and build relationships necessary for cooperative membership.

To be eligible to purchase owner QS or IFQ an individual is required to be a US citizen and to have at
least 150 days of sea time in UUS commercial fisheries in a harvest capacity. An entity is eligible to
purchase shares only if it is at least 20 percent owned by a US citizen with at least 150 days of sea time in
US commercial fisheries in a harvest capacity and is at least 75 percent U.S. owned, allowing it to
document a vessel. Initial recipients of QS and CDQ groups are exempt from these eligibility criteria. Sea
time requirements are intended to ensure that the harvest sector does not evolve into a fishery owned by
persons with no fishing background.
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“Individual vse caps” are imposed on the use and holdings of harvest shares by any person in order to
prevent excessive consolidation of shares under the program. Different caps apply to owner share
holdings and C share holdings. In addition, a higher cap applies to CDQ group holdings of owner shares,
as those entities represent the interests of several communities. Individual use caps vary across program
fisheries because of different fleet characteristics and the differences in historic dependency of
participants on the different fisheries. In addition, CDQ groups, who each represent the interests of one or
more Bering Sea and Aleutian Island communities, are subject to higher caps (see Table 2-1). A
“grandfather™ provision exempted persons who received an initial allocation of QS in excess of the cap.
Individual use caps are applied individually and collectively. Under this approach, all of a person’s direct
QS holdings are credited toward the cap. In addition, a person’s indirect QS holdings are also credited
toward the cap in proportion to the person’s ownership interest. For example, if a person owns a 20
percent interest in a company that holds 100 shares, that person is credited with holding 20 shares for
purposes of determining compliance with the cap. **Vessel use caps™ limit the amount of owner IFQ that
may be harvested by a single vessel. Vessel use caps do not apply to cooperatives, thereby providing an
additional incentive for cooperative participation.

To protect independent vessel owners and processors that are not vertically integrated, processor harvest
share holdings are also limited by caps on vertical integration. A PQS holder’s harvest share holdings are
limited to 5 percent of the share pool on a fishery basis. These caps are applied using a threshold rule for
determining whether the shares are held by a processor, and then the individual and collective rule for
determining the extent of share ownership. Under the threshold rule, any entity with 10 percent or more
common ownership with a processor is considered to be a part of that processor. Any direct holdings of
those entities are fully credited to the processor’s holdings. Indirect holdings of an entity are credited
toward the processor’s cap in proportion to the entity’s ownership.

Table 2-1 Harvest share use caps as percent of the respective quota share pool.

Owner share
Fishery individual | CDQgroup uiesz:;i V%CS:;,”S&
use cap use cap
Bristol Bay red king crab 1 5 2 2
Bering Sea C. opifio 1 5 2 2
Eastern Beting Sea C. bairdi 1 5 2 2
Western Bering Sea C, bairdi 1 5 2 2
Pribiolof red and blue king crab 2 10 4 4
St. Matthew Island blue king crab 2 10 4 4
Eastern Aleutian Islands golden king crab 10 20 20 20
Western Aleutian Islands golden king crab 10 20 20 20
Western Aleutian Islands red king crab 10 20 20 20

* as a percentage of the owner share pool.
** as a percentage of the C share pool.

2.2.3 Processing shares

The program also created processing quota shares (PQS), which are allocated to processors and are
analogous to the QS allocated to harvesters. PQS are a revocable privilege to receive deliveries of a fixed
percentage of the annual TAC from a program fishery. These annual allocations are referred to as
individual processing quota (IPQ). IPQ is issued for 90 percent of the owner IFQ pool, corresponding to
the 90 percent allocation of owner IFQ issued as Class A IFQ. As with owner QS and Class A IFQ, PQS
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and IPQ are designated for processing in a region. These processing shares are intended to protect
processor investment in program fisheries and preserve regional interests in the fisheries.

[PQ landing requirements do not apply to the remaining 10 percent of the owner IFQ, corresponding to
the 10 percent of the owner IFQ allocated as Class B IFQ. These Class B IFQ are intended to provide
harvesters with additional bargaining power. In addition, Class B IFQ may provide an opportunity for the
entry of new processors in the program fisheries. Altematively, new processors can enter a fishery by
purchasing PQS or IPQ or by purchasing landings of CDQ crab. To ensure harvesters of the latitude to
use their Class B IFQ to pursue the best markets, processors are not permitted to leverage their IPQ to
acquire crab harvested using Class B IFQ; the penalty is forfeiture of all of the processor’s IPQ.

As in the harvest sector, processors received initial allocations of PQS based on processing history during
a specified qualifying period for each fishery. A processor's allocation in a program fishery was equal its
share of all qualified processing in the qualifying period (i.e., pounds processed by the processor divided
by pounds processed by all qualified processors).

Processing shares are transferable, including leasing of PQS (or equivalently, the sale of IPQ) subject to
use caps. As with harvesting shares, transferability of processing shares is intended to promote efficiency
and facilitate compensated reduction of excess capacity. In addition, IPQ transfers may aid in the
coordination of deliveries from the fisheries. To provide a period of general stability for processors and
communities te adjust to the program a two-year ‘‘cooling off period’’ was established during which
processing shares could not be relocated from the commumty where the historical processing occurred
that led to the allocation (the community of origin).! In addition, a right of first refusal was granted to
community groups and CDQ groups from communities with significant crab processing history on the
sale of any processing shares for use outside of the community of origin. Exceptions to the right allow a
company to consolidate operations among several commonly owned plants to achieve intra-company
efficiencies and the temporary lease of shares outside of the community of origin.

A processing share cap prevents any person from holding or using in excess of 30 percent of the
outstanding processing shares in any program fishery. In general, all share holdings of an entity and any
custom processing by a plant owned by an entity is counted toward that entities cap. An exception that
would exempt custom processing in certain fisheries and regions from the plant owners share cap was
adopted recently. That exemption is intended to allow consolidation beyond the caps in fisheries and
regions that pese particular economic challenges to processors.” As with vertical integration caps,
processor share caps arc applied using a threshold rule for determining whether the shares are held by a
processor and then the individual and collective rule for determining the extent of share ownership. Under
the threshold rule, any entity with 10 percent or more common ownership with a processor is considered
to be a part of that processor. Any direct holdings of those entities are fully credited to the processor’s
holdings. Indirect holdings of those entities are credited toward the processor’s cap in propertion to the
entities ownership. A “grandfather” provision exempted initial allocations of PQS in excess of the cap. In

' The “cooling off" limitation applied to most processing shares, but shares allocated based on processing history in
communities with minor amounts of crab were not subject to the provision. In addition, each processing share holder
was permiited to move small amounts of IPQ out of the ‘community of origin’ during the cooling off period to allow
for some coordination of landings and more complete use of Class A 1FQ and IPQ allocations.

? The exemption would apply to custom processing in the North region of the C. opifip, Pribilof red and blue king
crab, the St. Matthew Island blue king crab, the Western Aleutian Islands red king crab, the Western Aleutian
Islands golden king crab, and the Eastern Aleutian [slands golden king crab fisheries. The exemption is limited to
processing that occurs in communities to protect community interests. Along with the exemption, a provision was
adopted that would limit the processing in any facility to 60 percent of the IPQ in the Western Aleutian Islands
golden king crab and Eastern Aleutian Islands golden king crab fisheries.
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the C. opilio fishery, in addition to the PQS ownership cap, no processor is permitted to use in excess of
60 percent of the IPQ issued in the North region.

2.2.4 Regional share designations

The allocation to regions is accomplished by regionally designating all Class A (delivery restricted)
harvest shares and all corresponding processing shares. In most program fisheries, regionalized shares are
either North or South, with North shares designated for delivery in areas on the Bering Sea north of 56°
207 north latitude and South shares designated for any other areas, including Kodiak and other areas on
the Gulf of Alaska. In the Western Aleutian [slands (Adak) golden king crab fishery, the designation is
based on an east/west line to accommodate a differeni distribution of activity in that fishery. Share
designations are based on the historic location of the landings and processing that gave rise to the shares.

2.2.5 Catcher processor shares

Catcher processors participate in both the harvest and processing sectors and therefore have a unique
position in the program. Catcher processors are allocated catcher processor QS and issued corresponding
catcher processor IFQ. These shares carry both a harvest privilege and an accompanying onboard
processing privilege. To be eligible for the initial allocation of catcher processor QS, a person must have
been eligible for a harvest allocation by holding a permanent, fully transferable catcher processor LLP
license. In addition, the catcher processor must have processed crab in either 1998 or 1999. These
requirements parallel the harvester QS and processor PQS eligibility requirements, respectively. Persons
meeting these eligibility requirements were allocated catcher processor QS in accordance with the
allocation rules for harvest shares for all qualified catch that was processed onboard.

Since catcher processor [FQ provide both harvesting and on board processing privileges, a person holding
those shares may harvest and process crab onboard under the allocation. In addition, holders of catcher
processor IFQ may choose not to process harvested crab, instead delivering their catch to any other
processor. Use of catcher processor IFQ in this manner is akin to the use of Class B IFQ, which do not
require the receiving processor to hold unused IPQ. Catcher/processor shares do not have regional
designations.

Holders of catcher processor QS may also sever the harvesting and processing privileges, thereby creating
separate QS and PQS. These newly severad interests create a privilege to annual [FQ allocations and IPQ
allocations, which can be held by different persons. When severed, the resulting QS and PQS must be
designated for a region with both shares taking the same regional designation. Allowing the conversion of
shares permits a catcher processor shareholder to realize the maximum value of shares and provides
greater flexibility in using the privileges.

Some catcher processors historically accept delivery of crab from catcher vessels for processing. PQS are
allocated based on this activity to the extent that processing vessels met processor eligibility requirements
and had qualifying processing history. In addition, catcher processors are permitted to purchase and use
additional IPQ. All processing of deliveries by catcher processors is required to take place within three
miles of shore in the applicable region. The requirement of processing within three miles of shore is
intended to ensure that the regional benefits of processing activity occur. Catcher processors may not
purchase for processing crab harvested with Class B shares.

2.2.6 Crew shares

To protect captains’ historical interests in the program fisheries, 3 percent of the initial allocation of QS
were issued to eligible captains. These “C shares™ are to be held only by active captains and crew and are
intended to provide additional leverage to those captains and crew when negotiating contracts with vessel
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owners. The Council chose to exempt C shares from all IPQ and regional landing requirements, as it
recognized the logistical complications that would likely arise under the program as a result of the
interaction of active participation requirements, fleet contraction, and the IPQ and regional landing
requirements,’

To be eligible for the initial allocation of C share QS, a captain was required to demonstrate both
historical dependence on a program fishery and recent participation. Allocations to captains were based
on participation in landings during the same qualifying years applicable to owner QS allocations. To
ensure C share holders are an integral part of the program, C share holders are permitted to join
cooperatives. IFQ attributable to C share QS of cooperative members are allocated directly to the
cooperative and are harvested in accordance with the applicable cooperative agreement.

To ensure that C shares benefit active participants in the program fisheries, C share QS and IFQ may be
acquired by transfer only by persons who are active in one of the program fisheries in the 365 days prior
to the application for transfer.* Under current rules, individuals who hold C share [FQ are required to be
on board the vessel harvesting those IFQ. However, C share holders who choose to join a cooperative are
effectively exempted from the ‘owner on board’ rule, since the IFQ are held by the cooperative.

Under the rule recently adopted by the Council, which is pending Secretanial approval, annual C share
IFQ are issued only to C share QS held by persons who meet an active participation requirement of being
on board a vessel for one landing in the three years preceding the IFQ allocation. In addition, C share QS
is revoked from persons who is not active in at least one of the fisheries for four consecutive years.® The
Council also included a transition period for persons who would be deprived of [FQ or QS by these active
participation requirements. Under this transition period, no IFQ would be withheld until 3 years afier
implementation of the amendment and no QS would be revoked until 5 years after the implementation of
the amendment. Although the Council took this action in the spring of 2008, the action is pending
approval by the Secretary of Commerce.

Individual C share holdings and use are capped at the same level as the vessel use caps applicable to
owner [FQ. A “grandfather” provision exempted initial allocations of Class C shares in excess of the cap.
C share IFQ are not considered in determining a vessel’s compliance with the vessel use caps applicable
to owner [FQ.

Catcher processor captains are allocated catcher processor C share QS that include both a harvesting and
onboard processing privilege. Harvests with catcher processor C share IFQ may also be delivered to
shoreside or stationary floating processors. Harvests with catcher vessel C share [FQ must be delivered to
shoreside or stationary floating processors (i.e., they cannot be delivered to catcher processors).

? The initial exemption from these requirements applied only for the first three years of the program. The Council
extended this exemption indefinitely under a recent amendment to the program that was implemented by NOAA
Fisheries for the 2008-2009 season.

“ The Council recently adopted a provision that would allow initial recipients of C share QS and persons who fished
in Bering Sea and Aleutian Islands crab fisheries in 3 of the 5 seasons preceding implementation of the
rationalization program to acquire C shares. This provision is intended to address concerns of crews displaced by
fleet consolidation who are interested in acquiring C shares to maintain an interest in the fisheries.

5 An alternative active participation requirement can be met by recipients of an initial allocation of C share QS.
Initial recipients of C share QS allocations, who are active in a fishery in or off Alaska for a total of at least 30 days
during three crab seasons preceding the annual [FQ ailocation would receive that allocation (regardless of whether
they are active in the crab fisheries. In addition, C share QS would not be revoked from initial recipients who have at
least 30 days of participation in a fishery in or off Alaska.
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2.2.7 Binding arbitration system

The arbifration system serves several important purposes in the program, including dissemination of
market information to facilitate negotiations, the coordination of matching Class A IFQ held by harvesters
to IPQ held by processors, and a binding arbitration process to resolve terms of delivery.

A “market analyst” and a “formula arbitrator,” jointly selected by the harvesting and processing sectors,
develop a market report and price formula, which specifies an ex vessel price as a portion of the first
wholesale price, to be used by participants to guide their delivery negotiations. The market report nor the
formula price are non-binding, but are intended to provide information concerning the market and a
reasonable price that might be generated by the arbitration system.

Matching of Class A IFQ with IPQ is facilitated through a process of share commitments and
dissemination of information concerning available shares. Once shares are matched, the parties unable to
negotiate terms of delivery may use the arbitration system to resolve those terms,

To ensure predictability and faimess, the arbitration systemn sets forth standards to be followed by formula
arbitrators and contract arbitrators. Although different standards apply to the formula arbitrator and the
contract arbitrator, the differences between the standards are very limited and do not substantively change
the general approach to be applied. The regulations state that both the non-binding price formula and
contract arbitrator’s decision must “(A) Be based on the historical distribution of first wholesale revenues
between fishermen and processors in the aggregate based on arm’s length first wholesale prices and ex-
vessel prices, taking into consideration the size of the harvest in each year; and (B) Establish a price that
preserves the historical division of revenues in the fishery while considering” several listed factors.

2.2.8 Cooperatives

The program allows harvesters to form voluntary cooperatives associated with one or more processors
holding PQS. Cooperatives receive the annual IFQ allocated to their members. Formation of cooperatives
is intended to facilitate production efficiency by aiding harvesters in coordinating harvest activities
among members and deliveries to processors. In addition, the cooperative relationship can facilitate the
trading of IFQ under prearranged terms and conditions. Such trades help harvesters consolidate small
portions of their allocations on a single vessel when a small portion of each vessel’s allocation is
remaining. In addition, processors can benefit by associating with a cooperative; for example, coordinated
deliveries can result in less down time for processing crews and equipment and decrease deadloss by
reducing queuing of harvesters waiting to offload their catches. Scheduling of deliveries is especially
important under the program because the allocation of harvest shares can result in the extension of fishing
over a longer period.

A minimum membership of four unique QS holders is required for cooperative formation. Cooperatives
must file a cooperative agreement with NOAA Fisheries annually. Once the filing is made, the
cooperative receives the annual allocation of its members in the applicable program fisheries. Cooperative
members are permitted to leave a cooperative at any time after a season retaining their QS and associated
IFQ. Harvesters within a cooperative may transfer [FQ freely since those IFQ are directly aflocated to the
cooperative and are counted against the cooperative’s allpcation, Vessels on which cooperative shares are

® Listed factors in both standards include current ex vessel prices for all IFQ types, consumer and wholesale product
prices, innovations and developments of both sectors, efficiency and productivity of both sectors, quality, the
interest of maintaining financially healthy and stable harvesting and processing sectors, safety and expenditures for
ensuring adequate safety, timing and location of deliveries, and cost of harvesting and processing less than the full
IFQ or IPQ allocation (underages) to avoid penalties for overharvesting IFQ and reasonable deadloss.
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fished are not subject to use caps. IFQ are also freely transferable between cooperatives, but these
transfers require filing with NOAA Fisheries before they can be fished.

2.2.9 Community Development Quota and Adak community
allocations

The program made changes in the allocations under the Community Development Quota (CDQ) program.
The CDQ program was broadened to include the Eastern Aleutian Islands (Dutch Harbor) golden king
crab fishery and the Western Aleutian Islands (Adak) red king crab fishery. In addition, the allocations in
all crab fisheries covered by the CDQ program were increased from 7.5 to 10 percent of the TAC. These
changes in the CDQ allocations are intended to further facilitate fishing activity and economic
development in rural Western Alaska communities. The CDQ allocations are managed independently
from the program and are not subject to IPQ and regional landing requirements. However, CDQ groups
are required to deliver at least 25 percent of the allocations to shoreside processors.

Sea time eligibility requirements for the purchase of QS are waived for CDQ and community groups in
eligible communities allowing those communities to build and maintain local interests in harvesting.
CDQ and community groups are not permitted to purchase C shares.

The program also made an allocation to the community of Adak from the Western Aleutian Islands
(Adak) golden king crab fishery in an amount equal to the unused resource during the qualifying period.
This allocation is capped at 10 percent of the total ailocation in that fishery. This allocation to Adak is
thought to be appropriate because that community was excluded from the CDQ program because of its
history as a military community.

2.2.10 Crew loan program

The rationalization program includes a low interest loan program to assist eligible captains and crew in
purchasing QS. Implementation of the loan program was delayed because of the absence of a
Congressional appropriation to authorize loans, which was provided in early 2008. Currently, NOAA
Fisheries Financial Services Division is in the process of developing regulations defining eligibility for
the loan program. Although the outcome of that process is uncertain, in February of 2008, the Council
passed a motion recommending that loan funds be available exclusively to licensed crew who are U.S.
citizens with at least 150 days sea time as part of a harvesting crew in any U.S. commercial fishery, and
who have made at least one delivery in a fishery subject to the crab rationalization program in two of the
three years prior to application for the loan. The Council recommended that loan funds for QS purchase in
a fishery be available only to persons holding below a threshold amount of QS in that fishery (varying by
fishery from 0.1 percent to 1.0 percent of the QS pool) after completing the purchase. In addition, the
Council proposed that a borrowing limit be established so that no person could borrow more than 10
percent of the available funds in any year.

221 Sideboards to protect participants in other fisheries

Sideboeards limit the activity of crab vessels in other fisheries to protect participants in those fisheries
from a possible influx of activity that could arise from vessels that exit the program fisheries or are able to
time activities in the program fisheries to increase participation in other fisheries. In the development of
the program, the Council included sideboards to protect harvesters in the Gulf of Alaska groundfish
fisheries from possible increase in effort from participants in the crab fisheries.

2.2.12 Economic data collection program

The program includes a comprehensive economic data collection requirement to help the Council and
NMFS assess the success of the program and develop amendments to the program. The data collection
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requirement includes two variations of Economic Data Reports (EDRs): a historic EDR and an annual
EDR. The first requires submission of historical-based economic data from 1998, 2001 and 2004.
Historical EDRs capture pre-program implementation data for comparison to the economics of harvesting
and processing before and after program implementation. The annual EDRs capture economic data on an
annual basis at the conclusion of each calendar year’s crab fisheries. Historical EDRs were collected in
June and July 2005, the first annual EDRs were collected in 2006 for the 2005 calendar year.

Participation in the data collection program is mandatory for all participants in the program fisheries,
including catcher vessel, catcher processor, stationary floating crab processors and shoreside crab
processors. Should a submitter fail to submit an annual EDR by the due date, NMFS is authorized to
withhold issuance or transfer of shares. Persons submitting the data have an opportunity to correct errors
before enforcement action is taken.

EDRs contain cost, revenue, ownership and employment data. These data are collected and held the
Pacific States Marine Fisheries Commussion (PSMFC). PSMFC abides by all statutory and regulatory
data confidentiality requirements, and will only release the data to NMFS, Council staff, and any other
authorized users in a “blind” format. Specifically, all identifiers associated with data submitters will be
eliminated and replaced with fictitious vessel and processor identifiers for purposes of analyses. However,
in cases where the data are requested by NMFS Alaska Region Restricted Access Management, NMFS
Office of Enforcement, NOAA General Counsel, the U.S. Department of Justice or the Federal Trade
Commission for a purpose connected to law enforcement or qualification for quota and other Federal
permits, PSMFC will provide the data and the identity of the submitter.

Based on public testimony and a recommendation from the Advisory Panel at the December 2006
meeting, the Council passed a motion directing staff to develop protocols concerning confidentiality and
quality of data collected under the economic data collection requirement. That process is ongoing.

3 HARVEST SHARE HOLDINGS

3.1 Harvest sector privileges

Prior to implementation of the rationalization program, NOAA Fisheries managed the Bering Sea and
Aleutian Island crab fisheries under the License Limitation Program {(LLP), whereby vessels assigned a
LLP license could participate in those fisheries designated by the license. With the implementation of the
rationalization program, participation in program fisheries is limited by QS and the IFQ allocation yielded
annually by those IFQ. This section of the paper summarizes the distrtbution of harvest privileges under
the LLP and rationalization program.

3.1.1 LLP licenses

The LLP was a limited entry program which allocated licenses based on historic participation. Licenses
were issued with species-area (fishery) endorsements (see Table 3-1). Licenses were issued by vessel
type (catcher vessel or catcher processor) and specified a maximum vessel length (MLOA). Since licenses
could carry multiple species-area endorsements, the total number of licenses was not additive. Exceptions
to the LLP license requirement included vessels that do not exceed 32 feet LOA in the BSAI and certain
vessels constructed for, and used exclusively in, CDQ fisheries.
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Table 3-1 LLP licenses in the Bering Sea and Aleutian Islands crab fisheries (2005).

Licensas prdorsad for
Bristo! Bay red Baring Sea C. Prbilof red and S5t Matthew Isiand Alutien gand red  Aleutlan island Calcher
king ¢rab opiio hiue king crab blue Kng asb king crab goldan king crab processor
&l50 endorsed lar

Brigiol Bay rad king crab 270 284 110 158 a8 25 F
Bering Sea C. opifo 273 108 169 30 27 27
Pribitof red and tlua king crab 118 Fis 15 a 2
8. Matthew Island blua king crab 1740 26 19 13
Alguian Istand red king crab 30 -] 4

Aledlan island golden king orab 24 -]

Source: NMFS RAM Divislor.

The moratorium established by Amendments 23 and 28 limited speculative entry into the fisheries while
the LLP was being developed and approved. Nevertheless, the fisheries remained heavily overcapitalized.
Further, the limited access management increased the incentive for all license holders to participate in the
fisheries because a person could not receive a return without participating. Some participants allege that
financial pressures of boat payments ensured their participation, as revenues from the fisheries were their
primary source of income from their vessels. Participants also likely remained in the fisheries to reinforce
their stake in any future history-based allocation.

Entry into the fisheries occurred in different ways. Crew members worked their way up to become
skippers and used their crew shares to purchase interests in vessels. Alternatively, persons entered the
fisheries as an investment, These persons typically used capital from other sources to purchase vessel
interests in the fisheries.

As shown in Table 3-2, the transfer of LLP licenses to new entrants following implementation of the LLP
was limited.” There were a number of reasons for the small volume of transfers. First, entry to the crab
fisheries was costly because it required the purchase of an LLP permit and a properly configured vessel
from which to fish. Secondly, the continving overcapitalization situation, together with the historically
low GHLs for the Bering Sea C. opifio fishery, made the crab fisheries economically unattractive for
potential new entrants. Moreover, as the economic benefits derived from the fisheries declined, it became
more difficult to acquire financing for the purchase of licenses and vessels,

Table 3-2 Volume of license transfers under the LLP.
Number of transfers

Bristol Ba Bering Sea  Privilof St. Aleutian Aleutian
Year \ ¥ C. opilio redand Matthew Island Catcher
Total red king . Island red
crab and blue king Island biue kina erab golden processor
C. bardi  cmb  kingcrab "9 king crab
2002 1 1 1 0 1 0 0 D
2003 3 3 3 1 0 1 2 2
2004 1 1 0 0 0 0 0 D

Source: NMFS RAM LLP licensa file.
Includes only transfers with change of named license holder.

3.2 Initial allocations by sector and region

When the program was implemented, NOAA Fisheries made initial allocations of owner QS to persons
holding LLP licenses. Since most licenses were held by corporations, aggregation by owner name
typically will not reflect actual common control of QS holdings. Complex corporate ownership patterns

" The reported volume of LLP license transfers may be an underestimate because NOAA Fisheries Restricted
Access Management recorded only those transfers in which the named license holder changed.
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prevented a complete assessment of the level of concentration of ownership beyond relying on the named
owner for this report. Consequently, levels of consolidation of owner shares exceed those represented in
the following tables and discussion.

Table 3-3 shows a summary of the initiai owner quota share allocations to harvesters in the different
program fisheries. The Aleutian Islands fisheries, which have the least participants, were the most
concentrated. In all fisheries, the largest initial allocation exceeded the individual use cap. In the Western
Aleutian Island golden king crab and Western Aleutian Islands red king crab fisheries the largest initial
allocation was in excess of 4 times the share cap; in the Bristol Bay red king crab, Bering Sea C. opilio,
Bering Sea C. bairdi, Eastern Aleutian Islands golden king crab, and St. Matthew Island blue king crab
fisheries, the largest initial allocation was more than double the individual use cap. Notwithstanding these
large allocations, the median allocation in all fisheries, except the Eastern Aleutian Islands golden king
crab fishery, was less than half the individual use cap. The regional distribution of shares differed with
landing patterns that arose from the geographic distribution of fishing grounds and processing activities.
In the Bering Sea C. opilio fishery, almost half of the catcher vessel owner QS are designated for landing
in the North region, while in excess of two-thirds of the catcher vessel owner pool is designated for
landing in the North region in both the St. Matthew Island blue king crab and Pribilof red and blue king
crab fisheries.

Table 3-3 Initial allocation of owner quota shares.

‘Sharo holdings Oy regien ACIOSS
Fishery Region Percentof QS Mean  Median  Maximum Qs Mean  Medlen  Maximum
Poal holders  holdings  haldings holding heldare  hokdh hold hald
Hoath 24 28 0.1 a.a 6.2
Brigtol Bay red king crab South 93.0 241 0.4 03 21 251 Q.4 0.4 22
Catchar procassar 4.5 13 0.2 04 1.0
Nexth 42,6 205 0.2 0.2 1.2
Bering Sea C. apiic South 48.4 214 02 02 219 24 34 04 24
Calcher processor 91 14 0.6 0.7 1.2
. Undesignaled FEX] 248 04 0.3 24
Bering Sea C. bkl Calcher processor 6.7 14 05 04 1.0 58 04 0.3 24
South 95.2 13 T3 6.6 204
Easlam Algulign Istend golden king crab Catcher ‘ 4.8 2 24 24 41 15 a7 6.0 204
Urdesignaled 268 13 21 1.4 1.0
Westem Alsulian Islard golden king crab Wesl 289 9 a0 1.2 125 15 a7 1.8 45.7
Calcher processor 46.2 2 23.1 23.1 458.7
. South a1.0 Fil 21 0.6 135
Weslern Aleulian Island red kivg crab Catther p 19,0 P 9.5 105 78 30 33 06 45.2
Morth 767 121 0.6 11 34
5t Maltherw Islend blue king creb South 213 a3 03 1 38 135 o7 06 44
CalGher processor 20 5 0.4 8.3 0.8
North B67.1 [T 0.8 1.6 i
Pribilof red and blue king oab Soulh 24 76 {4 4.3 248 132 04 05 a4
Calcher processor 2.5 1 035 2.5 D.5

‘Sourca: RMFS Acrass Monagemen! QS dalebase, nfie) alocation,
Hole: These share boltings dala sra publicly Bvalleble and non-confidential.

Crew quota share were allocated to captains based on their individual catch histories. In addition, only
individuals are permitted to acquire and hold C shares. Consequently, concentration of C share holdings is
accurately reflected in the following discussion and tables.

The initial crew quota share allocations showed a similar pattern across the program fisheries (see Table
3-4). Since fewer persons qualified for initial allocations, the initial C share QS holdings were more
concentrated than initial owner QS holdings. Yet, in most cases, the initial allocations of C share QS were
more evenly distributed among initial recipients. In most fisheries, the largest initial allocations of C share
QS are a smaller percentage of the C share QS pool. Also, since C share use caps are double owner share
caps, few initial allocations of C share QS exceeded the applicable use cap. Initial allocations of C share
QS exceeded the use cap in only the Western Aleutian Island golden king crab and Western Aleutian
Islands red king crab fisheries, where very few persons qualified for an allocation. With the exception of
the Bering Sea C. bairdi fishery, in each fishery catcher vessel QS is a larger share of the pool of C share
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QS than catcher vessel owner Q8. No catcher processor C share (S exists in the Eastern Aleutian Island
golden king crab, St. Matthew Island blue king crab, and the Pribilof red and blue king crab fisheries.

Table 3-4 Initial allocation of crew quota shares,

m—

Share holdings by operalion 1y pe Share b 5 BLI0Ss operalion
Fishary Oparatian Percanlof QS Muan Median Maximum as Mean Median  Maximum
paralan t¥P€ oo toiders _ hoiding  holding _ holding | holdes _hoiding __holding __holding

] . Catcher vossol 96,5 178 0.5 0.5 1.1

Bristol Bay red king crab ol . ne 8 0a 04 12 181 08 ns 1.2
. . Catcher vessal 94.1 152 0.8 06 13

Bering Saa C. opdio Catchar processor 5.9 8 £_I_7 0.7 1.6 155 06 0§ 18
. L Catchar vassal 21.8 170 0.5 0.5 1.7

Bering Sea C. baid Catcher processor 8.2 13 5 04 15 w08 08 7

Easter Aleutian 18land goldan king crab Catcher vessal 100.0 13 Xi 8.2 128 13 1.7 8.2 12.8
. . Catcher vasseal 57.5 8 2 56 Falvd

Western Aleutian (gand goiden king crab P . a2s > 213 ot ar 9 i 5.2 a7
. - Catcher vessal 86.4 4 218 143 495

Western Aleutian |stand red king crab Catcher pr . 198 1 138 13.6 18 4 25.0 208 493

St. Matthew !s\and biua king crab Catchar vassel 1000 72 1.4 1.4 3.1 T2 1.4 1.4 31

Pribiled red and blus king crab Catcher vessal 100.0 40 2.5 24 4.8 40 2.5 2.4 4.8

Soursa: NMFS Resinicted Access Management 05 databass, nita) alloeation

3.3 Transfers of quota share

Transfers are administered by NOAA Fisheries Restricted Access Management (RAM) Office. Transfers
are usually processed by RAM within two or three days of receipt of a complete application, but can take
up to 10 days. RAM is in the process of developing a system of electronic transfers. Once in place, users
of this system will be able to engape in real time transfers through the internet. This system is unlikely to
be fully implemented for at least one more season.

Table 3-5 shows the number of QS transferred by operation type, share type, and fishery. In the first three
years of the program, substantial portions of the harvesting QS pools have been transferred.
Approximately 10 percent of the C share pool in the Bristol Bay red king crab and Bering Sea C. opilio
fisheries traded hands in each of the first two years of the program. The transfer market for C shares
seems to have slowed in the third year, which may be a reflection of persons who are no longer empleyed
in the fisheries having divesied of their shares in the firsts two years. As with other data conceming owner
share holdings, transfer data can be misleading. [n some cases, transfers are changes in the name of the
holder. In other cases, the transfer might reflect a change in structure of the share holding entity (such as
the addition of a new partner or a change in corporate ownership). Yet, if ownership structure changes

while the entity holding shares remains unchanged, it is possible that no transfer will be reflected in the
data.
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Table 3-5 Transfers of harvesting QS by share type and flshery (2005-2006 through January

2008).
QS ransiened
asa
Year Fishery Sector units percent of
total QS

poal

Calcher processor owner 1,560,702 o4

Bristol Bay red king crab Catcher vessel owner 15,337,188 38

Calcher vessel crow 1,434,287 o4

Catcher processor owner 11,997,148 1.2

Bering Sea G. apific Calcher vesse! owner 40,969,076 4.1

Catcher vessel crew 3,082,755 03

Calcher procassor owner 1,570,469 0.8

: i Catcher processor crew 19,854 0.0

2005 - 2006 Bering Sea C. bairdi Catchervessel owner | 11870491 59
Catcher vessel crew 563,706 0.3
R . Catcher vassel owner 1,021,237 10.2

Eastemn Aleutian Islands golden king crab Calcher vessel crew 43,372 04
Pribilef red and blus king crab Cather vessel owner 387,936 13
Catchervassel ownrer 766,644 25

St. Maithew Island Hue king crab Catcher vessal crew 57.443 02

. i Calcher vassal owner B78,114 15

Western Aleutian Islands golden king crab Catoher vessel crow 75,643 01
Calcher processor owner 777,429 0.2

Bristat Bay red king crab Caicher vessel owner 28,744,461 7.2

Catcher vossel crew 1,237,670 0.3

Catcher processor owner 3,494,652 0.3

. . Catcher processor crew 222,842 0.0

Bering Sea C. opiio Catcher vessel owner 60,001,248 6.1

Calcher vessel crew 3,049,661 0.3

Bering Sea C. bairdi* Catcher vessel crew 181,990 0.1

Catcher processor owner 460,039 0.2

2006 - 2007; Eastem Bering Sea C baind Catcher vessel owner 17,195,877 86
Catcher vessel crew 491,486 0.2

L . Catcher vessel owner 950,31 iz

Pribilef red and blue king crab Catcher vessel crew 48.351 0.2

. Calcher vessel owner 1,620,414 8.4

St. Matthew Island blue king crab Catcher vessel eraw 79301 04
Waestern Aleutian Islands red king crab Catcher vessel owner 1,232,580 21
Calcher processor owner 460,039 0.2

Westem Bering Sea C. bairdi Catcher vessel owner 17,195,877 86
Calcher vessef crew 491,486 0.2

. . Catcher vessel owner 4,734,583 1.2

Bristol Bay red king crab Catcher vessel crew 493,960 0.1

: . Catcher vessel owner 18,434,506 1.8

Bering Sea C. opiio Catcher vessel erew 983437 0.1

< p Calcher processor owner 396,848 4.0

Eastern Aleutian isfands golden king crab Catcher vessel crow 35,191 04
. : Catcher vessel owner 2,836,182 14

2007 - 2008] Eastem Bering Sea C. bairof Cateher vessel crew 217,201 0.1
Pribilof red and biue king crab Cateher vassel owner 654,762 2.2

: Catcher vessel owner 1,374,980 4.5

St. Matthew Island blue king crab Caloher vessal crow 43,781 0.2
Westemn Aleutian Island gokden king crab Caicher processor owner 190,857 0.5
Western Aleutian |stand red king crab Catcher vessel owner 265486 04

; ; Calcher vessel owner 3,208,187 16

Westam Bering Sea C. bard Catcher vessel crew 217,301 0.1

Source: NMFS Restricted Access Managemant transfer data,
Note: Percentages are based on quota share pool as of 2008, Annual transfers fishery and seclor transfers of less than
5,000 units are excluded.

Data for 2007-2008 are partial year data, as of January 2008.

* Uses Eastem Bering Sea C. baimli for the QS pool denominator.
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3.4 Current holdings

Share holdings distribution data in the Bristol Bay red king crab, Bering Sea C. opifio, and both Bering
Sea C. bairdi fisheries suggest that owner quota share have become slightly more concentrated since the
initial allocation (sec Table 3-6). In each of these fisheries, the maximum holding increased beyond a
level in excess of the individual cap at the initial allocation. CDQ groups, who are subject to separate
higher share holdings caps, are permitted to acquire shares over the cap level that applies to all other
persons. In each case, one of those groups has acquired shares beyond the individual cap applicable to
persons other than CDQ groups. Although these data suggest substantial consolidation in the fisheries,
very few persons have left the fisheries—fewer than 15 persons (or less than 6 percent of the initial share
holders). In all of the other fisheries, the number of owner quota share holders increased over the number
in the initial allocations. In those fisheries, the mean, median, and maximum share holding was largely
unchanged.

Table 3-6 Current owner quota share holdings by region.

Share Noldings by fegian ALIUSS Fegions
Fishery Region/Calcher QA% Percentol Mean  Medan Maximum Qs Mean  Median  Maximum
Processer holders holdi boldi hotdi hoiders _ holding  holding _ holding
MNerth R 24 &1 00 0.2
Bristol Bay red king ¢raby South 234 930 0.4 0.3 34 245 0.4 a3 144
Calcher processor 12 4.5 D4 0.3 1.0
Narth 202 42,7 02 02 12
Bering Sea C. npilio Sauth 205 48.2 0z 0z 6 23 0.43 0.41 259
Calcher p 13 9.1 07 [ 2.2
. . Undesignatad 23 3.3 [-X) 03 26
Eastemn Bering Sea C. bafdf : . 13 8T &5 05 i1 244 041 a3 2%
. Undesignatod 234 9.3 0.4 0.3 27
Wasiermn Baring Sea C. baid? Calcher | 1 67 05 05 11 244 S| o 2m
South 13 85.2 E) 66 204
Eastern Alauticn Islznd golden king crab Calcher provassor 2 a8 2.4 24 41 13 6.67 597 20.35
Unifasignated 13 268 21 10 110
Western Aloutian Island goldan king crab Wast 9 268 e 13 138 16 6.25 124 45.73
Calcher processor 3 6.2 15.4 05 45.7
. . South a2 1.0 18 0.5 13.5
Wastern Aleutian Isiand red king crab Catcher 2 300 19.5 1©8 378 3 3.02 062 45.16
North iFil TaT 0.6 0.6 3.4
S1. Matthaw Istand blua king crab South 84 21.2 0.3 01 22 136 0.74 082 445
Catcher procassor 5 20 0.4 0.3 0.9
Harth a5 67.1 0.8 05 a
Fribilaf red and blue king crab South Ei] 32.4 04 0.3 2.8 13 0.62 0.52 3.42
Calcher procassar 1 0.5 0.5 0.5 0.5

Source: NMFS Restricled Access Managemen IFQ dalabase, crab fishing yeer 2007-2008.
Nole: These shary hotdings data are publicly avatiable and non-confidential,

As might be expected, the current distribution of C share quota share holdings shows larger changes from
the initial allocation than that of owner shares {sce Table 3-7). In general, C share holdings show some
consolidation, as persons have acquired shares to the individual cap in the Bristol Bay red king crab,
Bering Sea C. opilio, and both Bering Sea C. bairdi fisheries. Approximately 20 fewer persons hold
shares in each of these fisheries. In most instances, these are likely persons who no longer participate in
the fisheries as active crew. Although active participation requirements did not apply for the first three
years of the program, these people may have divested as they lost their connection to the fisheries. C
share holders might also be more likely to divest of their share holdings, since those holdings are a
relatively small portion of the overall QS pool, limiting the annual income that might be derived from
those shares. Holders of owner QS who no longer enter a vessel into the fishery may be more likely to
maintain their share holdings, as the flow of income from those shares is likely to be substantially greater,
since those shares make up a much larger share of the QS pool.
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Table 3-7 | Current C share quota share holdings by operation type.

Share holdings by operalian typa ‘Share holdings acruss operation 1ypes

Fighery Operation type as Parcentof  Mean Medizn  Maximum Qs Mazn Madfan Maxlrl_wm

holders  pool _ nolding _ holding _ hokding | holders _ holding _ holding _ holding

Bristol Bay red king crab cm*;m ‘23 9:{555 gf gﬁ f:g 156 084 054 2.00
Bering Sea C. apifo C;;“:f’r‘;:ﬁ“ 13 9;9‘ g:; g:? gg 135 074 066 199
Easlem Bering Sea C. bairdl ng‘:r": vossal 10 9;_‘:’ 98 08 :: 156 084 057 200
Weslam Bering Sea C. baini cfg“’;‘”;ﬁgﬂ 1%’; 9;_'28 g'_g gﬁ }g 156 064 057 200
Eastem Aleuiizn lslznd golden king erab Cac‘g‘:“'x:‘“ 101 12"_36" gf: gf) ng‘ 11 508 918 2014
Westam Alautlan Isiard golden king crab C;m“m' g i;:g 2z 251-2 f: 7 9 M 617 4174
Westem Aleutian Island red king crab c;?hc;“veml . : ?g; ?;g :;g ‘1‘3: 4 25.00 20.84 49.46
St. Matthew lstand blus king cizh cg“c}“g“' vessel ) 309 13?60 :’:3 ;:“0 g:g 69 145 141 332
Pribilof red and bile king crab cf;r:r“m‘;mr 3&9 13%0 g:g g:g ;:g ) 256 255 454

‘Solrce. NMFS Resiriclod ACoess Manzgement IFG database, crab fishing year 2007-2008.
Nate: These share holdings dala are publicly available and non-confidential.

3.5 Processor holdings of catcher vessel owner QS

Under the program, a holder of PQS and its affiliates who hold catcher vessel owner QS do not receive
allocations of Class B IFQ, up to the PQS holder’s annual IPQ allocation. These persons receive Class A
IFQ exclusively to offset their allocations of [PQ, and receive a split of Class A IFQ and Class B IFQ in
the same proportion as catcher vessel owner QS holders with no PQS holder affiliation for any remaining
catcher vessel owner QS. This split Class A IFQ/Class B IFQ allocation is determined such that the
overall share of Class B IFQ in the fishery is 10 percent of the catcher vessel owner IFQ allocation. In the
Bristol Bay red king crab 2007-2008 scason, QS holders with no processor affiliation received
approximately 11.7 percent of their annual IFQ allocation as Class B IFQ, suggesting that approximately
20 percent of the QS pool is subject to affiliated PQS. A similar portion of the Bering Sea C. bairdi
catcher vessel owner pool is subject to PQS affiliation, while slightly less of the Bering Sea C. opilio
catcher vessel owner pool is subject to PQS affiliation, In the two Aleutian Island golden king crab
fisheries almost no QS are held by persons with PQS affiliations. Although the amount of shares available
for delivery to persons not helding unused IPQ is unchanged by this distribution of Class B IFQ, this
distnibution increases the portion of each independent harvester’s allocation that may be marketed
competitively without the constraint of processor share and regional landing requirements.

Table 3-8 Allocations of Class A IFQ and Class B IFQ by processor affiliation (2007-2008)

as holder:f;ﬁ;l:i:npmoessor QS holders without processor affilation

Fishery Pearcent of| Percent of ofl Parcent of| Percent of| Porcant of

Nurrg:se rof Class A | ClassB Numqbsar Class A | Class B | allocation
holders IFQ pool | IFQ poof hofders IFQ poo! | IFQ pool as B

received | received* received | received | shares

Bristol Bay red king crab 39 21.3 6.5 199 78.7 935 1.7
Bering Sea C. opilio Y 18.2 B.5 191 81.8 935 11.3
Eastern Aleutian Islands golden king crab 1 06 0.0 12 994 100.0 10.1
Eastern Bering Sea C. bairdi 24 16.0 0.0 21 84.0 160.0 1.7
Wastarn Aleutian Islands golden king crab 1 0.0 0.0 12 1C0.0 100.0 10.0
Wastern Bering Sea C. baird] 24 16.0 0.0 211 84.0 100.0 1.7

Source: RAM IFQ database {2007-2008).
* Processor affiliates may receive Class 8 (FQ for IFQ allocalions in excess of IPQ holdings.
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4 HARVEST SECTOR

This section reviews harvest sector IFQ use and participation in the fisheries in the first three years of the
program. The section begins with a brief discussion of participation levels before and after
implementation of the program and the overall harvest of IFQ. The section goes on to discuss cooperative
fishing and leasing, to the extent that those practices are known. The section concludes with a discussion
of vessel operations and the distribution of catch among the participating fleet.

Annual IFQ allocations are issued in pounds of allowable catch and are classified based on operation
type, holder, and share class (see Table 4-1). Approximately 97 percent of the annual allocation is owner
shares, while the remaining 3 percent are allocated as captain/crew shares (or C shares). The division of
shares by operation type is based on catch histories of eligible participants in the qualifying years. In
addition, 90 percent of the annual IFQ allocation of catcher vessel owner shares is Class A IFQ, which
must be delivered to a processor holding unused 1PQ, while the remaining 10 percent are issued as Class
B IFQ, which may be delivered to any processor.

Table 4-1 IFQ allocation by share type (2007-2008).

Catcher vessel Catcher processor
Owner Captain/ Owner Captair/ Total

Fishery Class A ClassB _crew crew
Bristol Bay red king crab 15,281,406 1,697,931 528,407 807,708 19,247 18,334,699
Bering Sea €. opifo 45,030,918 5003431 | 1,601,490 | 4,994,834 99,922 | 56,730,595
Eastern Aleutian Islands golden king crab 2,243,082 249,229 80,995 126 6563 0 2,699,959
Eastern Bering Sea C. bafrdi 2,525,080 280,564 85,165 202,073 7623 3,100,505
Western Aleutian Islands golden king craby 1,140,787 126,752 41,914 1,089,563 30,989 2,430,005
Westemn E!erii Sea C. bairdi __ 1,504,052 177,211 53,792 127 637 4,812 1,858,404
Source: NMFS Rastricted Access Management IFQ datahase, crab fishing year 2007-2008.

4.1 Vessel participation

Table 4-2 displays changes in the numbers of vessels participating in fisheries under the program,
compared with years just prior to program implementation. Examining data from the first three years of
the program show a substantial reduction in the fleets in all fisheries. The figures reveal initial precipitous
declines that, as expected, gradually slowed over time. Prior to the implementation of the rationalization
program, between 167 and 251 vessels participated annually in each of the two largest fisheries, the
Bristol Bay red king crab and Bering Sea C. opilio fisheries. In the Bristol Bay red king crab fishery, the
fleet contracted to less than one-third its pre-rationalization size. In the Bering Sea C. opilio fishery, the
fleet contracted to levels similar to those in the Bristol Bay red king crab fishery, but the contraction was
of smaller magnitude because this fleet had contracted to some degree prior to implementation of the
program, as GHLs in the fishery were at historic lows in the years preceding the program. The table
shows that, as a percent of historic participation, catcher processor participation in the Bristol Bay red
king crab and Bering Sea C. opilio fisheries dropped slightly less than participation of catcher vessels.
Substantial fleet consolidation also occurred in the smaller Aleutian Islands golden king crab fisheries,
while the Bering Sea C. bairdi fisheries were reopened under the program after being closed for nearly a
decade.
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Sources: ADFG fishtickels and NMFS RAM calch data (for 2005-2008, 2006-2007, and 2007-2048)

* Withheld for confidentiality.

Table 42 Catch and number of vessels by operation type.
Catch
o Number of vessels
{as perce:ty of total**) participating
catcher catcher catcher catcher all unigue
Fishery Season | Catch vegsals  processors | vessels  pr s vessels
2001 22,940,704 B&S 13.5 2n 8 207
2002 29,609,702 94,4 56 182 9 190
2003 25410,122 96.8 32 185 5 190
Bering Sea 2004 21,939,493 97.0 3.0 183 6 189
C. opilio 2008 22 655,777 971 2.9 161 6 167
2005 - 2006 | 33,248,009 922 7.2 76 4 78
2006 - 2007 | 32,699,911 90.9 8.4 66 4 10
2007 - 2008 | 56,722,400 924 7.6 74 4 78
2000 7,468,240 972 28 238 <] 244
2001 7,681,106 959 4.1 224 ] 230
2002 8,770,348 966 34 234 ] 211
Bristol Bay 2003 14,237,375 952 4.8 242 8 250
red king crab 2004 13,886,047 95.7 4.3 243 8 251
2005 - 2006 | 16,472,400 86.7 3.3 8B 4 a9
2005 - 2007 { 13,887,531 v . 78 3 81
2007 - 2008 | 18,324,046 . . 72 3 74
2006 - 2007 | 1,267,106 . . 33 3 36
Eastern Bering Soa C. bafrdf 2007 - 2008 | 1.439,435 . - 19 1 20
2005 - 2006 791,025 - * 42 2 43
Western Bering Sea C. bairgi 2006 - 2007 633,210 * . 34 2 38
2007 - 2008 467,136 - * 28 1 27
2000 -2001 | 3,086,880 - * 15 0 15
2001 -2002 | 3,128,409 100.0 0.0 19 it 19
2002 - 2003 | 2,765,426 100.0 0.0 19 0 19
Eastern Aleutian Islands 2003 - 2004 | 2,500,247 100.0 0.0 18 0 18
golden king crab 2004 - 2005 | 2,846,273 100.0 0.0 20 0 20
2005 - 2006 | 2,568,200 * * 6 1 7
2006 - 2007 | 2,692,000 * * 5 1 6
2007 - 2008 | 2680377 * * 3 1 4
2000-2001 | 2,902,518 * . 11 1 12
2001 - 2002 | 2,693,221 * . 8 1 9
2002 - 2003 | 2,605,237 * . 5 1 8
Western Algutian Islands 2003 - 2004 | 2.637,161 * * 5 1 6
golden king crab 2004 - 2005 | 2.639.862 * * 5 1 ]
2005 - 2006 | 2,382,468 * . 2 1 3
2006 - 2007 | 2.002.186 * * 2 1 3
2007 - 2008 | 2,246,040 - * 2 1 3
2000 - 2001 246 10 253
2001 - 2002 235 1" 243
2002 - 2003 238 1 247
2003 - 2004 245 g 254
All fishertos 2004 - 2005 247 9 256
2005 - 2008 100 5 11
2006 - 2007 8y 5 27|
2007 - 2008 83 5 ar

** Catch as a percent of IFQ ellocations for 2005-2008, 2006-2007, and 2007-2008 seasons.
dNole: "All fishery" participation in a season includes all fisherfes prosecuted between August 1 and July 31,
For 2005-20086, 2006-2007, and 2007-2008 catcher processor vessel count Include all vessels harvesting catcher processor shares,

Fleet consolidation in the program fisheries was the result of owners and operators making business
decisions to idle boats in order to remove excess capacity from the fisheries, Leasing of quota, and the
accompanying retirement or sidelining of excess capital, has taken place to the degree but more quickly
than most predicted. A few factors likely contributed to the substantial consolidation that occurred in the
first years of the program. Consolidation was stimulated by the cooperative structure under the program.
Cooperatives created the framework for and led to the development of harvesting associations. These
strengthening relationships, in turn, created an environment ripe for leasing. The cooperative structure
also reduces administrative burdens for in-season quota exchanges among members, which are not
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reported to NOAA Fisheries administrators, since each cooperative manages the aggregated allocation of
IFQ of its members.

In the first three years of the program, participants have harvested most of the issued IFQ (Table 4-3). The
percentage of shares harvested is relatively consistent across regions in most fisheries. The exceptions are
the Western Bering Sea C. bairdi, Eastern Bering Sea C. bairdi and Western Aleutian Islands golden king
crab fisheries. The C, bairdi fisheries are reported by participants to be particularly difficult to prosecute
because of low catch rates. Harvest of the Western Aleutian Islands golden king crab fishery is reported to
be economically challenging because of low market prices for golden king crab. Although the amount of
unharvested IFQ in the Western Aleutian Islands golden king crab fishery cannot be reported on a
regional basis due to policies regarding the protection of confidential data, participants report that most of
the unharvested IFQ are from the West region, where processing costs are reported to be relatively high.

Although little can be disclosed concerning catcher processor catches, a comparison of the number of
vessels by operation type and the number of vessels harvesting [FQ by share type shows that catcher
vessels are harvesting a portion of the catcher processor allocation for delivery to shore-based processots.
The use of catcher processor shares by catcher vessels likely arises from two types of activities. Some
share holders likely transfer their shares to catcher vessels as a part of planned consolidation of
operations; others may make transfers of small amounts after harvesting most of their holdings to avoid
stranding the remaining portions of their allocations.

Table 4-3 Percentage of IFQ harvested by operation type, share type, and region.

O *I8T
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RGBS | PAnGEn: ] Mmber | Persont o] Fumber | Peczent o] Murmber | Paonk of | Humbor | Farcad o | Rumber | Facem a| Rombsr | Frarcom of | Rumbeor | Foreot of
ol LFy o iFQ o IFQ ol Fa of [FQ ol IFg of FQ of IFQ
bt 2 [panaand] vossdl | horvmtod | vossols Lharveated
] 0o B4 e B L3 BS B5.6 ] 1000 1 0B
o] 59.3 2] 508 L2 982 50 916 ? e T BT 4
2005
- & 5.1 ] Bza L] 9488 k]
200
2 2 F 2 2 2z
2 X ] 1@ 415 w r.e 2 - 2
€ 100.0 s 1000 a 52 s R a pHE] 7 100.0
43 100.0 E 1000 w @9 - 96.8 T 1008 5 6.2
Admiiizn Izands
ED_W Kienking gt 5 1240 4 1000 2 a4 2
a7 30 1 503 13 5.5 5 LFE] 4 55.0
1 2 - 2 2 2 1
L] 430 13 350 w 486 3 J34 2
5 1000 T ano L] 938 41 3.4 ] 239 T 1040
L1 1600 o3 100.0 Fl 2.9 ar 1000 -] 1090 4 100.0
3 Lok 2 amz 2 1
12 410 .3 522 4 ¥ 3 hLE]
1 2 2 1 2 i *
25 M4 4 147 4 LN 1
Sourcs: FAM (PO s, 20G5-700 2000200 . 20072000,

While most participants have managed to harvest close to their full allocations, few overages have
occurred in the first three years of the program (Table 4-4). A slight increase in the number of overages
occurred in the second year of the program, with an overall increase from 15 to 22 IFQ overages. A slight
increase in the number of overages per vessel and per landing also occurred, as harvests were slightly
more concentrated across vessels and landings in the second year. However, the number of overages
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dropped to 14 in the third year of the program. Over all three years, overages have been small relative to
the size of the TAC in the fisheries. In the Bering Sea C. opifio and Bristol Bay red king crab fisheries
{the only fisheries for which data can be released), overages were approximately one-one thousandth of
the TAC or less. Cooperative membership likely plays a role in reducing the number of overages, since
IFQ attributable to QS of several different holders are aggregated at the cooperative level. Cooperative
held IFQ is fished as a pool by members with no overage until the entire cooperative allocation is fully
harvested. Consequently, individual harvesters in the cooperative may exceed their intended catch without
an overage, provided the cooperative holds unused shares. Any consequence of these overharvests are
internal to the cooperative (i.¢., addressed under the terms of the cooperative agreement).”

The ability of harvesters to avoid overages is also aided by permissible discarding. Under the program,
harvesters are permitted to discard crab without charge against IFQ. So, when a harvester estimates that
available IFQ are fully used, any catch in remaining deployed gear may be discarded. Under this system,
overages are effectively dependent on the ability of a harvester to estimate the quantity of crab harvested
and in the tanks.

In future years, it is possible that overages can be reduced further from these already low levels. The
Council has adopted an amendment that will allow the post-delivery transfer of IFQ and [PQ to cover
overages. That amendment will take effect on Secretarial approval and completion of the rule making
process.

Table 44 Overages by fishery

Number of
Number of Number of Numbar of ovarages Welght of Percent of
Season Flahary particlpating landings ovarages axcoeding 3 avarages fandings with
vaasels ovaraga
parcent

Brisicf Bay red king crab 59 238 T 3 5,584 2.54

Bering Sea €. apdio 70 270 & B,204 222

2006-2006 |Western Bering Sea C. haird 43 68 1 ¢ : 147
Eastern Alaulian |slands gd den king crab ki 3o a ] Q 0.00

‘Waslern Aleuiian lalands golden king crab 3 1 1 * 4.76

Bristol Bay red king crab i 175 9 * 9,681 5.14

Bering Saa C. opdio 70 245 9 5 40,763 3.65

2006-2007 Eastem Bering Sea C. bm.ﬁ 38 53 2 i} . .77
Weslern Bering Sea C. bavdl 36 56 a 0 0 0.00

Eastemn Aleulian (skands gaden king crab [ 29 1 1] . 3.45

Waglern Aleutian lslands golden king creb 3 11 1 Li] N 2.09

Bristdl Bay red king crab - 74 237 3 3,854 211

Bering Soa C. oplic 78 427 B 8,320 187

Easlem Bering Sea C. baidf 20 50 o Q 0 0.00

2007-2008 Yeslern Bering Sea C. bairdk 27 43 0 Q 0 0.00
Easlem Aleullen slands golden king crab 4 248 '] 0 0 0.00

|Weslern Aleutian Islands golden king crab 3 17 1 - - 5.88

Zource: NMFS RAM FO dataimes, crob fahing yaers 2005-2008, 2008-2007, and 2007-2008
* withheld for confidant iy,

Nota: Ona overage during the 2005-2006 w.acn was a catcher processon INVEQE tiTee ovarages during lie 2006-2007 seazon were cacher ProceszoN OVENEgES.

4.2 Summary of leasing and cooperative fishing

Short term transfers under leases and cooperative fishing arrangements are the primary means by which
QS holders in the crab fisheries have achieved fleet consolidation under the rationalization program. This
section examines the use of cooperative fishing and leasing in the fisheries under the rationalization
program.

® Although an overage may not occur when a person makes a landing in excess of the intended delivery, the excess
catch must be covered by some share holdings. At times, these excesses may be covered by A shares intended to be
harvested by another cooperative member (provided those A shares are {or tnay be)) committed to processor
receiving the delivery; other times, B shares must be used for these excesscs.
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Favorable lease rates have made quota leasing (inside and outside of cooperatives) particularly attractive
under the rationalization program. High lease rates have likely contributed greatly to consolidation under
the program. In the first season, Bristol Bay red king crab lease rates have been as high as 70 percent of
the ex vessel price, while Bering Sca C. opilio lease rates have reached 50 percent of the ex vessel price in
some cases. In the Bering Sea C. bairdi fishery lease rates were approximately 35 percent of the ex vessel
price. The lower rate in this fishery is likely a reflection of the fact that the fisheries are, in part, an
incidental catch fisheries with relatively lower catch rates and a low TAC. Lease rates in the Eastern
Aleutian [slands golden king crab fishery were approximately 50 percent of the ex vessel prices, while
lease rates in the Western Aleutian [slands golden king crab fishery were approximately 25 percent of the
ex vessel price. The low price in the Western Aleutian Islands fishery likely has resulted from the high
operating costs and low ex vessel price in that remote fishery. Lease rates dropped by as much as 10
percentage points in the various fisheries in the second year. Demand for shares in the Western Aleutian
[slands golden king crab fishery reportedly did not supported a lease market in the second ye:a.r.9

The cooperative arrangements and the complexity of ownership pattems in the fisheries prevent any
reliable estimates of the extent of leasing in the fisheries. Intra-cooperative transfers of IFQ are not
administered or tracked by managers, limiting available information concerning these transfers.'® Vessel
ownership data are limited. QS ownership information reveal complex, overlapping individual,
partnership, and corporate holdings of QS. This armay of QS ownership arrangements, together with the
absence of vessel ownership information, limits any ability to develop a full understanding of the scope of
leasing in the fisheries.''

Cooperative membership appeals to QS holders for several reasons. Cooperative shares are more easily
consolidated because transfers among cooperative members are administered by the cooperative rather
than by NOAA Fisheries, with NOAA Fisheries monitoring catch of the cooperative, as a whole. Since
NOAA Fisheries monitors a cooperative’s fishing in the aggregate, share transactions among members
may be held confidential. Liberal rules exempt vessels fishing cooperative allocations from vessel IFQ
use caps. Because of these attributes, most QS holders have elected to join cooperatives (Table 4-5). By
the third year of the program, nearly all IFQ were held by cooperatives. In addition, the inability of non-
cooperative IFQ holders to engage in IFQ transfers with cooperatives increases the incentive for
cooperative membership as the share of IF(Q held outside of cooperatives (which may be available for

® These lease rates, together with ex vessel prices (less landing fees), are likely the best source of information for
establishing the value of QS and IFQ in the fisheries. Annual IFQ are simply valued at the competitive market lease
rates. QS can be valued based on the discounted stream of lease revenues that would be yielded annuat IFQs. In
considering QS values, it is important to note that some risk premium should be incorporated into the value 1o
account for variations in stocks and market conditions. In addition, it is possible that lease rates in the first few years
of the program may be inflated as some vessel owners attempt to secure their position in the fleet in the face of
substantial excess capital. The potential production efficiency benefits of the program to harvesters in the Bristol
Bay red king crab fisheries were explored by Matulich (2008). In that paper, a simulation of pre and post
rationalization harvests (based on 2004 operating costs, TACs, and prices) suggested trades of quota among different
vessel owners based on efficiency differences across vessel classes would result in substantial benefits to harvesters
under the program. Although harvest by vessel class in the simulation varies substantially from fleet composition in
the fishery, the simulation findings are reinforced by lease rates observed in the program.

' Although leasing information is collected in the economic data reports, the reliability of those data are uncertain
because the leasing definition may not be consistently interpreted across the fleet and some transactions may be
between affiliates.

'" Determining the scope of leasing also requires the development of a definition of leasing. Depending on the
definition, two very similar arrangements could be characterized differently. In addition, under any definition, minor
changes in a relationship may result in the recharacterization of the relationship as a lease. For example, under most
definitions of leasing if two persons have equal QS holdings and one independently owns a vessel that harvests all of
the yielded IFQ, half of the [FQ would be viewed as leased. If these persons formed a partnership that held all of the
Q8, it is possible that none of the IFQ would be viewed as leased.
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coordinating harvest activity among non-cooperative IFQ holders) decreases. The degree of consolidation
of harvest activity is also shown by the relatively large share of the IFQ held by a relatively small number
of cooperatives in the fisheries. In the 2007-2008 Bristol Bay red king crab and Bering Sea C. opilio
fisheries, fewer than 20 cooperatives held in excess of 98 percent of the IFQ, with a single cooperative
holding in excess of 20 percent of the IFQ in the Brisiol Bay fishery. Although these cooperatives may
allow each large QS holder to fish their contribution to the cooperative’s IFQ, the cooperative
management provides a framework that simplifies consolidation in the harvest sector.

Table 4-5 Percent of IFQ held by cooperatives.

05200
Numbar of IFG Percent Maximum
Fishery nolders Numbeeof | Numberof of IFQ Maximurm number of
A " - cooperative cooperative )
(including cooparatives membars alacated to aliocation £ooperative
coope ralives) - cooperalives membars
Bristnl Bay red king crab 80 13 308 83.3 16.9 74
Baring Sea C. opifo 82 13 285 83.6 15.2 B4
Bering Sea C. bairdl 11 13 281 82.5 143 B9
Eastemn Aleullan Island galden king crab 7 3 22 9.2 59.8 12
Western Alautian Island golden king crab 3 3 1 100.0 473 12
2506 - 2007
Bristo! Bay red king crab 3r 16 350 532 21.7 87
Baring Sea C. gpifio <3 18 318 93.5 154 74
Eastem Baring Sea C. bairg) 5_4 15 327 96.9 17.2 75
Weslom Berng Sea C. baird] 55 6 =) 55.9 17.9 75
Eastern Aleulian Island golden king crab 3 4 23 99.8 459 12
W astern Alsutian Island galden king crab 4 3 17 29.8 45.6 10
2007 - 2000 _
Bistol Bay rad king crab 28 17 361 8.7 20.5 £5
Bedng Sea C. opitic 25 18 347 29.4 18.8 73
Eastern Bering Sca C. barrdi 29 13 313 99.0 17.9 74
Westom Berng Sea C. hairdl 32 16 396 °9.0 14.8 74
Easiarn Aleutian |siand golden king crab 5 4 23 9.9 933 11
W asten Alautizn Island golden king cmb 4 3 15 EEL] 48.1 ]
Source: NMFS RAM caich dala.

High operating costs also contributed to the high amount of leasing (and rapid consolidation of fishing).
Fuel prices increased greatly during the 2005-2006 season, increasing by more than 50 percent. Several
participants also reported increases in insurance costs, in part, because many purchased cargo insurance to
cover the quota landings committed to IPQ holders and lease payments committed to other quota holders.
In the face of exceptionally favorable quota lease rates and high operational costs many participants
elected to lease their quota holdings. This trend has continued, as operational costs have remained high.

In addition, consolidation within cooperatives continued as cooperative members become more
comfortable with cooperative management of their quota. The result of these factors has been greater
consolidation of IFQ harvests. During the 2007-2008 season, the number of vessels participating in the
Bristol Bay red king crab fishery fell to 74 despite a TAC increase of 31 percent from the previous year.
In the Bering Sea C. opilio fishery, an increase in the TAC in the third year of approximately 70 percent
stimulated the reentry of vessels. This increase, however, only returned the fleet to a size of 78 vessels, its
size in the first year of the program. As a result, the average vessel harvest in the fishery increased by
more than 50 percent, despite the increase in the number of vessels.

Comparing the harvests of vessels fishing in cooperatives with the harvests of vessels fishing outside of
cooperatives provides some insight into the contribution of cooperatives to consolidation. Table 4-6
through Table 4-11 show the number of vessels fishing inside and outside of cooperatives, as well as the
total catch and average and median amount of IFQ fished by these vessels for each fishery. In the first
three years of the program in the Bristol Bay red king crab and Bering Sea C. opilio fisherics,
approximately 15 percent of the vessels fishing cooperative held IFQ exceeded the vessel use cap that
applies only to vessels fishing individual IFQ. Although the average cooperative vessel harvest has
fluctuated, the median vessel harvest has risen each year in both of these fisheries; however, some of this

Three-year review of Crab Raticnalization 23
Program for BSAI crab fisheries — December 2008



increase in the third year is a result of TAC increases in these two fisheries, as opposed to greater
consolidation of IFQ. As notable as the concentration of harvest activity by cooperative vessels is the
decline in harvests and average vessel harvests of individvally held IFQ. The low median vessel harvest
of individual IFQ in the third year suggests that by that time, only a few vessels in the Bristol Bay red
king crab and Bering Sea C. opilio fisheries continued to make full trips to harvest individually held IFQ.

Table 4-6 Number of vessels fishing and catch inside and outside of cooperatives in the Bristol

Bay red king crab fishery.
BBER Eshing inside cooperztves Fishing oUsIde conparatves

Average Median vessel'sl Cooperartive Average  |Median vessef's

Number of Catch vessel's catch catch of vessels Ishing | Number of GCatch vessal's calch catch of
vasselk [ povnds) |coaperative hekd] cooperative over (b ron- wessels | (inpounds)| ofindvidually |individualy held

Season IFQ held IFQ  |cooperalive cap| held IFQ IFQ

2005-2006 il 13,750,613 183,671 141,528 10 37 2,721,787 73,562 46,332

2006-2007 7 13637 335 177,108 161,928 15 18 240,535 15,033 3,036

2007-2008 72 18,088,305 251,226 226,322 13 7 235,711 33,677 4,136

Souree: RAM IFG tendings data

Table 4-7 Number of vessels fishing and catch inside and cutside of cooperatives in the Bering
Sea C. opilic fishery,

BBS Fishing insde cooparatves Fishing outside cooparatives

Averzge  |Median vesse!'sl Coaperartive Average  |Median vessels

Number of Cateh  |vessel's catch of| catch of vassals fishing | Mumber of Catch vessel' s calch catch of
vesseb | (inpounds) |cooperative beld| cooperative | aver the non- wessels | (inpounds)| of individually |individualy held

Season IFQ held IFQ  |cooperative cap| held IFG IFQ

2005-2006 27938875 443,474 348,802 13 34 5,309,134 156,151 78,670

2008-2007 B9 32,182 046 466,406 414,855 13 12 477,102 39,758 7,789

2007-2008 78 56,387,083 722,911 611456 12 7 335,307 47,901 14,306

Source: RAM IFQ tandings data

The consolidation of catch across vessels fishing cooperative held IFQ in the C. bairdi fisheries differs
from that in the two larger fisheries. In these fisheries, the average catch is substantially less than the
median suggesting that most vessels have minor amounts C. bairdi catch, likely caught incidentally in one
of the two larger fisheries. These calch amounts suggest that few vessels (inside or outside of
cooperatives) have targeted C. bairdi which is likely the case because of the relatively low TACs and
reported low catch rates in the fisheries.

Table 4-3 Number of vessels fishing and catch inside and outside of cooperatives in the Eastern

Bering Sea C. baird} fishery.

EBT Fishing inskle cooparaives Fishing OUTside Conperatves
Average Median vessel’s] Cooperarive Average Median vessal's
Soason Number of Catch  |vessel's cetch of catch of vessds fishing | Number of Catch vessels calch catch of
vassels | (in pounds) (cooperative hed) cooperative | overthe non- vessel | {in pounds) | ofindividudly | ndividualy held
IFQ held IFQ | cooperativa cap| held IFQ IFG
2006-2007 k. 1,232,366 36246 3,833 12 4 31,678 7920 *
2007 -2008 20 1 .439,435 7 1_@?2 33,807 5

Source: RAM [FQ landings date

Table 49 Number of vessels fishing and catch inside and outside of cooperatives in the Western
Bering Sea C. bairdi fishery.

WBT Fishi nginsde cooperatives —ﬁshtrg oulside cocperatives
Average lMadian uessel's' Coaperartive Average Median vessel's
Number of Catch vassel's catch of] catch of vessels fishing | Number of Catch vessel's catch catch of
vessels | {in pounds) |cooparative held| cooperative | overthanon- | vessels |{in pounds)| of individually {individualy held
Sesson IFQ held IFG | cooperativa cap| hald IFQ IFC
2005-2006 3 665998 21484 2.672 7 14 125027 T!_M 6 768
2006-2007 s 633910 17609 398 12
2007-2008 il 467,136 17,301 9,043 4
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The two Aleutian Islands golden king crab fisheries have experienced substantial consolidation through
cooperatives, as well. In only one season in the first three years have any vessels fishing cooperative IFQ
remained under the 10 percent cap that applies only to non-cooperative IFQ harvests. The relatively small
TACs, remoteness, and specialized nature of these fisheries likely contributed to their consolidation. In
addition, in only the first year of the program did any vessels harvest any individually held IFQ in the
Eastem Aleutian Islands golden king crab fishery; at no time have vessels harvested individually held IFQ
in the Western Aleutian Islands golden king crab fishery.

Table 4-10 Number of vessels fishing and catch inside and outside of cooperatives in the Eastern
Aleutian Islands golden crab fishery.

EAG Fighing inside cocperatives ﬁshmg culside cooperatves
Average  |Madian vassal'sl Cooperariive Average Median vessel's
Number of Cateh vissal's cateh of catch of vessels fishing | Mumber of Calch vessals catch catch of
vessels | (in pounds) |cooperative held| cooperativa | over the non- vessals | (in pourds) | ofindividually | ndividualy held
Season IFQ hald IFQ  |cooperativa cap| held IFQ [FQ
2005-2006 3 2,336 448 389,408 348,029 [ 3 732,781 77587 .
20062007 7 2,690,662 448 444 336415 .
2007-2008 4 2690377 672 594 > 4

Source: RAM IFG landings data
* Withheld for confidentlalily.

Table 4-11 Number of vessels fishing and catch inside and outside of cooperatives in the Western
Aleutian Islands golden crab fishery.

WAG Fishing insile coopersatives Fishing outside cooperatives
Average Median vmsel'sl Cooperartive Average Median vessel's
Numnber of Catch vessel's catch of] catch of vassels fishing | Number of Catch vassals catch catch of
vassely (n pounds]) |cooparative keld] cooperati over tha non- vessals | {in pounds)| of individually | ndividually hedd
Se IFQ hold IFQ  |cooperative cap| held IFQ IFQ
—2ason_ —
2005-2006 3 2,362 468 794 156 . 3
2006-2007 3 2000278 566,759 . 3
2007-2008 3 2,246,040 748,680 " 3

Saurce: RAM IFQ landings data
* Withheld for confidentiatity,

The degree to which IFQ held by a cooperative are managed as a pool varies across cooperatives.
Cooperatives managing their IFQ as a pool typically distribute underages (or unused IFQ) among
cooperative members in proportion to members’ QS holdings in the program fishery. This method of
distributing IFQ ensures that cooperative members share in both the benefits and costs of the
cooperative’s ability to precisely manage the use of its IFQ.

In addition fo altering the relationship among harvesters, cooperatives altered the relationship between
harvesters and processors. Former competitors are now in the same cooperative structure, and deliveries
(and harvester efforts) may be structured to increase efficiencies in processing. Cooperatives have tended
to hire business managers that work with the processor to coordinate the fleet, and this has increased
information flow between catchers and processors to a level that did not occur in the past due to
competitive/business information tensions between the two sectors.

4.3 Vessel operations

Comparing vessel activities before and after implementation of the program brings to light further
changes in the fleet dynamics in the fisheries, Table 4-13 shows some simple statistics of the fleet
participating in the Bristol Bay red king crab fishery during the years immediately prior to program
implementation and the first three years of the program. Figure 4-1 shows the distribution of catch across
the fleet during those years, with each point showing the average catch of four vessels to protect
confidentiality. The table and histogram show the considerable consolidation that occurred in the first
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year of the program. In the Bristol Bay red king crab fishery, the fleet contracted to slightly more than
one-third its pre-rationalization size. Since many of the vessels that remained active in the program
fisheries fished for more than the QS aliocation attributed to the vessel (while other vessels sat idle and
owners collected lease royalties), most active vessels substantially increased their catch after
rationalization. Under the rationalization program, both the median and largest harvests have been more
than double their prerationalization levels in pounds and as a percent of the total catch. The mean and
median vessel harvest in the fishery has grown consistently in the first three years of the program, but the
largest harvests have fluctuated, both in pounds and as a percent of the total harvests. The histogram of
harvests also shows a consistent pattern of consolidation since implementation.

Table 4-12 Simple statistics of the fleet participating in the Bristol Bay red king crab fishery.

Average vessel harvest Median vesset harvest Averege of highest four
. vessel harvests
Season Number of vassals in Total Catch
the: fishery
t of
as percent ‘UI in pounds as parcent of in poungds = pf;::}ln in pounds
fotal allocation] total allecation allecation
2001 230 7,681,106 0.43 33.386 0.37 28,747 1.28 98.202
2002 241 8,770,348 0.41 36,391 0.40 35,316 n.82 71,911
2003 250 14,237,375 0.40 56,950 0.33 47,540 1.40 198,892
2004 251 13,868,047 0.40 55,335 0.38 h2. 780 {.86 119,589
2005-2006 89 16,472,400 112 185,120 0.85 140,698 3.0 643,007
2006-2007 81 13,887,501 1.23 170,268 1.0% 146,374 et 453,476
2007-2008 74 18,324,046 1.35 247,343 1.22 222 R38 sy 654,402
BBR
4.5

—— 2001
—a— 2002
—— 2003
—a— 2004
~»= 2005-2006
—=— 2006-2007
~—2007:2008

percent of allocation

vessel group (4 vessel groupings)

Figure 4-1 Catch by vessel as a percent of the total allocation in the Bristol Bay red king crab
fishery

Table 4-13 shows simple catch statistics of the fleet participating in the Bering Sea C. opilio fishery
during the years immediately prior to program implementation and the first three years of the program.
Figure 4-2 is a histogram showing the distribution of catch across the fleet during those years, with
vessels grouped in fours to protect confidentiality. In the first year of the program in Bering Sea C. opilio
fishery, the fleet contracted to levels similar to those in the Bristol Bay red king crab fishery, but the
contraction was of smaller magnitude because this fleet had contracted to some degree prior to
implementation of the program. The relatively fewer vessels in the Bering Sea C. opifio fishery prior to
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the 2005-2006 season likely occurred because GHLs in that fishery were at historic lows leading up to
implementation of the program. From 1997 through 1999, the average vessel harvest was approximately
617,000, substantially higher than the average vessel harvest in the 2005-2006 season. In the first year of
the program, the harvests of the largest vessels in the fleet greatly exceeded the largest harvests in yeaers
immediately preceding rationalization.'?

Unlike the Bristol Bay red king crab fishery, the fleet size fluctuated across the first three years, reaching
a low in the 2006-2007 season, then rising in the 2007-2008 season. This increase likely occurred to
support harvest of the increased TAC in the third year of the program, as the mean, median, and largest
harvests increased substantially despite the increase in participating vessels.

Table 4-13 Simple statistics of the fleet participating in the Bering Sea C. opilio fishery.

Averags vessel harvast Madian v assed harvest Avaraga of highest four
Mumber of vassals in as percent of
Season Tolal Caich | as percentof | . as percent of | . ;
the fishery total allocation in pounds total allocation " pounds al tota! in pounds
ocation

20 207 22,940,704 048 110 ,8-2-'5 0.38 86479 258 593,306

2002 180 29,609,702 0.53 155,841 0.50 147,730 1.44 425,538

2003 180 25410122 0.53 133,737 049 125,655 1.07 271,901

2004 189 21939493 0.53 116,082 049 106,791 1.30 284,844

2005 167 22,685 777 0.60 136 663 0.57 128,122 1.21 273,237
2005-2006 78 33,248,009 127 423 485 105 349,851 .59 1,192,020
2006-2007 0 32,699,811 1.42 463,589 1.19 389,008 414 1,352,638
2007-2008 78 56,722,400 1.28 727,105 1.08 611,366 3.27 1,853,105

—— 2001
—=— 2002
—— 2003
— 2004
—»— 2005
——2005-2008
—— 2008-2007
—— 20720038

percent of aliocation

vessel group (4 vessel groupings)

Figure 4-2 Catch by vessel as a percent of the total allocation in the Bering Sea C. opilio fishery.

Table 4-14 and Table 4-15 show simple catch statistics of the fleets participating in the Western and
Eastern Bering Sea C. bairdi fisheries during the first three years of the program. These fisheries were
reopened under the program after being closed for nearly a decade. Figure 4-3 and Figure 4-4 are
histograms showing the distribution of catch across the fleets during the first three years of the program,
with vessels grouped in fours to protect confidentiality. The fisheries are generally prosecuted incidentally

" The four largest vessels in the fishery in 2001 harvested a substantially greater sharc than the four largest harvests
in any other prerationalization year. This likely occurred because some catcher processors did not acknowledge a
catcher vessel strike in the fishery that year.
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to the Bering Sea C. opilio and Bristol Bay red king crab fisheries, although participants have found it
necessary to target C. bairdi to catch a reasonable portion of the quota. The relatively low median vessel
catch and high average of the high four vessel catches is a reflection of the tendency of few vessels to
actively target C. bairdi.

Table 4-14 Simple statistics of the fleet participating in the Western Bering Sea C, bairdi fishery,

Avorage vassel harvest Madian vessel harvest Average of highest Tour
MNumber of vessals in as parcent of
Season Total Catch | as percent of | . as percent of | .
the flshery total allocation in pounds tola) allocation inpounds toia! in pounds
allocation
2006-2006 42 791,025 1.26 9,981 0.26 2,081 6.97 55,151
20068-2007 36 633,910 i79 1,337 0.04 255 8.32 52,724
2007-2008 27 467,138 0.88 4,127 0.51 2372 270 12,635
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Figure 4-3 Catch by vessel as a percent of the total allocation in the Western Bering Sea C. bairdi

fishery.

Table 4-15 Simple statistics of the fleet participating in the Eastern Bering Sea C. bairdi fishery.

Averags vessal harvest Median vessel harvest Average of highes four
Mumber of vessels in as percent of
Season Tatal Caich | as parcent of | . as parcentof | . .
the fishe

v total allocation| " pounds total aflocationf " pounds au::t:tlhn In pounds

2006-2007 36 1,264,044 2.08 26,304 0.23 28M 0.58 121,130
2007-2008 20 1,438,435 232 33,414 1.08 15,685 781 112,409

Thrae-year review of Crab Rationalization 28

Program for BSAI crab fisheries — December 2008



EBT

12

10 e ——— —

Percent of allocation
>
L
(SN
S8
s

1 2 3 4 5 6 7 8 9
vessel group {4 vessel groupings)

Figure 4-4 Catch by vessel as a percent of the total allocation in the Eastern Bering Sea C. bairdi
fishery.

Table 4-16 and Table 4-17 show simple catch statistics of the fleets participating in the Eastern and
Western Aleutian I[slands golden king fisheries during the first three years of the program. Data
confidentiality restrictions preclude the distribution of catch across the fleets from being shown.
Substantial fleet consolidation occurred in these smaller fisheries. Both fisheries’ fleets consolidated to
half or fewer vessels than pre-rationalization levels. The harvest amounts of the average vessel in the
rationalized fisheries are substantially greater than harvests in the rationalized Bristol Bay red king crab
fishery. The average vessel’s harvests in the Eastern fishery are comparable to the average harvests in the
C. opilio fishery, which are half of the harvests of the average vessel in the Western fishery. These high
harvest levels are not surprising given the relative catch rates, manner of prosecution (i.e., longline pots),
limited grounds, and relative price. These factors all contribute to greater levels of concentration than in
the Bristol Bay red king crab fishery, while all except price contribute to greater consolidation than in
Bering Sea C. opilio fishery. The substantially greater concentration in the Western fishery results from
the remoteness of those grounds, which together with high fuel prices and low crab prices (particularly in
the first year of the program) substantially reduced economic returns in that fishery.

Table 4-16 Simple statistics of the fleet participating in the Eastern Aleutian Islands golden crab

fishery.
Avarage vassal harvest Median vassal harvast Average of highesl four
Number of vessals in as percent of
Saeason Total Catch | as percent of | . as percent of | -
the fishery wotal allocation in pounds lotal allocation in pounds alh:llit:t]'non in pounds
2001-2002 19 3,128,409 5.26 154,653 519 162,353 9.65 302,015
2002-2003 19 2765438 5.26 145,549 5.05 139,601 840 246,047
2003-2004 18 2900247 5.56 161,125 5.28 153,039 8.76 254,082
2004-2005 20 2,846,273 5.00 142 314 547 155,654 7.a7 226,772
20052006 7 2569209 13,59 340,251
2008-2007 6 2,692,009 16.61 447 116
2007-2008 4 2,690,377 24.91 670,197
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Table 4-17 Simple statistics of the fleet participating in the Western Aleutian Islands golden crab

fishery.
Average vessel harvest Madian vessel harvest Average of highest four
Number of vessels in as percent of
Season Total Catch | as percentof | . as percentof | . .
the fisnary totzl allocation| n pounds total allocation in pounds aII(:g:‘IIinn in pounds
2001-2002 ] 2,693,221 11.11 209,247 4,46 120,158 21.70 584,538
2002-2003 8 2605237 16.67 434,206 13.59 354,129 24.50 §38,228
2003-2004 <] 2637361 16.67 439,527 13.89 368,959 23.80 627,711
2004-2005 8 2,630,862 16.67 439,977 14.17 374012 24.18 638,314
2005-2008 3 2382468 3268 778,622
2006-2007 3 2002186 27.44 549 372
2007-2008 3 2,246,040 30.81 692,002

Prior to the rationalization program, seasons in all of the program fisheries, except the Western Aleutian
Islands golden king crab fishery, were typically less than one month long. In the Bristol Bay red king crab
fishery, which drew the most participants, seasons lasted less than one week in the years immediately
preceding implementation of the rationalization program. Both the Bering Sea C. opilio and the Eastern
Aleutian Islands golden king crab fisheries lasted for less than one month, both of which had
progressively shorter seasons leading up to implementation of the program. Although the Western
Aleutian [slands golden king crab fishery lasted several months, its seasons also shortened progressively
leading up to implementation of the program.

Table 4-18 Season openings and closings in four years prior to August 2005 implementation of
the rationalization program.

Fish Season Season Season
By easo opening closing
2001 October 18
Bristol Bay red 2002 October 18
king crab 2003 October 15 Outobor 20
2004 . October 18
2002 T February 8
Baring Sea C. 2003 January 25
opifio 2004 January 15 January 23
2005 January 20
Easten Aleutian 20012002 September 10
Iskands golden 2002-2003 August 15 September 7
King crab 2003-2004 September 8
9 2004-2005 August 29
Westem Aleutian ~ 2001-2002 March 30
Islands golden 2002-2003 August 15 March 8
King crab 2003-2004 February 2
g 2004-2005 January 3

Source: ADFG Annual Management Report.

The allocation of exclusive harvest shares allowed the seasons in the fisheries to be extended
substantially. Currently season limits are imposed for biological reasons, With this new latitude to
schedule harvest activity, participants have dispersed catch substantially across the allowable seasons (see
Table 4-19)." For example, the 2005-2006 Bristol Bay red king crab season was prosecuted towards the
18.3 million pound TAC over the 3-month period following the October 15, 2005 season opening date;
the first delivery was made on October 20, 2005; and the last delivery was made on the day after the
regulatory closure date of January 15, 2006. In all of the fisheries, deliveries have been distributed over a

" The following tables conceming deliveries include only catcher vessel activity,
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period of several months; however, deliveries remain most concentrated in the Bristol Bay red king crab
fishery. That season is only four months, substantially shorter than the season in other fisheries, and
markets tend to be strongest near the year’s end leading up to the holidays.

Table 4-19 Post-rationalization pattern of deliveries by fishery.

Weak of mast dellvenses (in pounds)

" Season Date of ———— Date of Season
Fishery Season 1 Weekending Perceni of s
opening first delivery date quols delivered last delivery dosing
Bristod Bay red 2005-2006 Detabar 20 MNovember b 206 January 16
king crab 2006-2007 Qclober 15 October 19 Novembear 5 440 November 28 Janugry 15
2007-2008 Octobar 18 November 5 3 Jaru.lag 15
2005-2 006 ctaber 27 cbruary 4 1. May2
B”""gﬁ:" € 2008-2007 October 15 Novermber ¥ Febmuary 25 1.1 May 5 ::";fts:::g.
_ 2007-2008 Nevember 18 Febmary 25 13.0 May 10 ¥
Easlern Alsuiian 2005-2006 Auguest 30 Saptember 19 14.1 March 28
Islands golden 2006-2007 August 15 August 31 = - January 13 May 15
king crab 2007 -2008 August 30 - o Febmary 9
Eastarn Bering 2006-2007 Qclober 23 March 19 18.1 March 27
$aa C. beidi 2007-2008 Octaber 15 Octobsr 20 March 24 7.0 Apiil 2 March 31
Wastern Aleultian 2005-2008 September 6 October 24 114 harch 25
Islands galden 2006-2007 August 15 September 10 b - May 6 May 15
king crab 2007 -2008 SBIEI ember 14 - s May 21
05-2006 clober arch 7a May 3
ws‘:?é" ;’f;;'}g 2006-2007 Oclaber 15 November 4 March 11 163 Apsil § March 31
) 2007 -2008 November 16 March 3 5.5 March 34

Source: RAM IFQ lzndings dala
* The baundary between the Eastern and Western Subdisticls s 173" W longitude,
** withheld for confidardialily.

The concentration of deliveries in the Bristol Bay red king crab fishery is also demonstrated by examining
the cumulative catch by week throughout the season (see Figure 4-5)."* In all three years of the program,
in excess of 50 percent of the catch was landed in the first two weeks of November. The number of
vessels making deliveries also peaked during this period, with between approximately 40 and 60 vessels
making deliveries (see Figure 4-6). Participation in the first week of the fishery and after the sixth week
dropped to approximately 10 vessels or fewer.

' In weeks with fewer than 3 vessels with landings, catch is aggregated with the most proximate week with landings
to protect confidentiality.
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Figure 4-5 Post-rationalization cumulative deliveries in the Bristol Bay red king crab fishery.
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Figure 4-6 Vessels making deliveries by week in the Bristol Bay red king crab fishery (2005-2006
through 2007-2008).
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The distribution of landings across the Bering Sea C. opilio season under the rationalization program is
much more disperse than in the Bristol Bay red king crab fishery (see Figure 4-7). Less than 10 percent of
the total catch is landed prior to the New Year. Shortly after the New Year, activity in the fishery has
increased, with more than 5 percent of the total catch landed each week for several consecutive weeks.
Vessel participation is consistently strongest during this period, but has varied across years (see Figure
4-3). Although vessel participation appears weak at times during the period (e.g., less than 10 vessels
making landings during a week in 2006-2007 in the sixteenth week of the season), some vessels are

likely fishing on extended trips, not making a delivery each week.

ol 7
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Figure 4-7 Post-rationalization cumulative deliveries in the Bering Sea C. opilio fishery.
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Figure 4-8 Vessels making deliveries by week in the Bering Sea C. opilio fishery (2005-2006

through 2007-2008).

The extension of fishing over a longer period after program implementation has substantially changed the
number and volume of deliveries. If a delivery is defined as a set of fish tickets with a single processor on
a single day, a comparison of pre-rationalization deliveries (Table 4-20) with post-rationalization
deliveries (Table 4-21) shows that the average number of deliveries per vessel has doubled in most
program fisheries.”® In addition, the average amount of crab delivered has increased. Prior to the
rationalization program, in most fisheries vessels made a single delivery after a fishery closing. Under the
rationalization program, almost all vessels make multiple deliveries in a season, fishing closer to the

vessel’s capacity prior to making deliveries.

** In some instances, multiple deliveries are suggested by multiple fish tickets across multiple days in a single

delivery.
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- Table 4-20 Pre-rationalization number and volume of deliveries by fishery.

. Average
Aver
Feh s Number | Number numberef| numbor of Average | Median | Jelveryof S
shery eason of vessels dei‘u .| deiiverias | deliveries by| delivery | delivery vessels with
fveries per vessdd| a vessel largestbaverage
delivery
2001 224 228 1.0 3 32,302 | 28285 94,055
Bristal Bay red 2002 24 234 1.0 1 36,204 34,580 71,911
king crab 2003 247 246 1.0 2 55111 46,587 198,892
2004 243 246 1.0 2 54,008 | 52,105 114,212
2001 20 2§5 1.3 3 77,805 64,396 253970
Bering Sea 2002 182 373 2.0 4 74902 | 64,402 332,877
C. opilio 2003 185 222 1.2 3 110,841 | 103,624 260,376
: 2004 183 209 1.1 2 101,793 96‘ 305 284‘844
_2005 161 184 1.1 3 119,602 | 116,459 260£55=
. 2001 19 45 24 4 69520 | 64,270 135,157
iands golden king | 2002 19 | 43 | 23 3 64,312 | 52,732 | 112,656
2003 18 7 2.1 3 78 385 74,116 127 041
crab e L /1L =il
2004 20 33 1.7 2 86,251 78443 178,952
. | 2001-2002 8 63 79 17 22354 | 28809 33.362
g:i?;;gjgi‘i‘n o | 2002:2003 5 44 88 15 30,082 | 40,450
crab 20032004 5 38 76 12 52510 | 50,265
2004-2005 5 32 6.4 10 58,517 | 51,81

Saurce: ADFG Fish tickets.
Note: Blanks era withheld for confidentiafity. Deliveries include all offloads in a single day, A delivery may be divided between
two pmcessors.

Table 4-21 Post-rationalization number and volume of deliveries by fishery.

a Average | Maximum A:verage
Fish S Number Numfber number of| number of | Average | Median dellve:'y Ofta
ishery eason of vessels| | %' | deliveries | deliveries oy| delivery | delivery vesse's wi
deliveries per vessel| a vessel largest average
delivery
. 20058-2008 a8 233 26 6 68,366 60,713 217,511
z;';‘:’f:’ red 20062007 |79 70 72 5 79.35 | 66,544 | 211753
2007-2008 72 222 3.1 7 80,186 72,728 180477
Bering Sea 2005-2006 76 260 3.4 10 118,621 | 112,076 283,254
C. opitio 2006-2007 66 228 35 11 131,165 | 120,434 253,611
— 2007-2008 74 399 54 14 131,400 | 115,892 278,541
Eastern Aleutian 2005-2006 5] 28 47 6 91,060 | 100,547 107,370
Islands golden king [ 2006-2007 5 24 4.8 12 111,307 [ 113,508
crab 2007-2008 3 27 840 10 84 973 87,652
Eastern Bering Sea| 2006-2007 33 51 1.5 4 24,061 5,824 94 443
C. bairdi 2007-2008 19 50 26 7 28,03 [ 16,991 54,225
Westemn Aleutian 2005-2006 2 19 9.5 10
Islands golden king | 20086-2007 2 1) 45 5
crab 2007-2008 2 16 8.0 13
Westem Bering 20052006 | 42 16 5 11042 | 1662 44,006
Sea | 20062007 34 55 16 4 11,150 419 41,657
C. bairdi 2007-2008 26 43 1.7 5 10,632 6,596 38,752

Source: RAM IFQ) database, 2005-2006, 2006-2007, and 2007-2008.
Note: Blanks are withheld for confidentiality. Deliveries include all offloads in a singte day. A delivery may be divided betacen
Wo processors.

Under the rationalization program, since allocations are exclusive, participants do not need to race to
o~ prevent others from preempting their catch. To improve returns from the fisheries, participants have an
' incentive to reduce costs. The most obvious means of reducing costs is fleet consolidation, which is

demonstrated by the removal of vessels from the fisheries. Stacking quota on fewer vessels can save on
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costs not only of capital, but also on maintenance, insurance, crew, fuel, and other variable input costs.
Stimulated by fuel price increases throughout the first three years of the program, several participants in
the fisheries have reported that the exclusive allocations have allowed them to reduce vessel speed to
conserve fuel without risking loss of catch,

The pot usage and pot catches in the fisheries suggest vessels are using the flexibility provided by
exclusive allocations and extended seasons to save on operating costs in the fisheries (see Table 4-22). In
the first three years of the program, the number of registered pots per vessel remained constant or
increased in all fisheries, while the total number of registered pots in each fishery declined or remained
constant. Prior to implementation of the program, pot limits constrained pot usage in some fisheries.
Those limits were relaxed under the rationalization program, allowing vessels to choose the number of
pots to use to increase operaticnal efficiency. With fewer vessels in the fisheries, fewer pots may be used
in total, with some vessels using more pots or pulling pots more times each season. Vessels are believed
to have increased soak times through slowing the pace of fishing and allowing pots to fish during periods
when deliveries are made. These increased soak times are believed to have contributed to the increased
catch per unit effort observed in most fisheries in the first three years of the program.

Although fishing efficiency may be improved by increasing the number of pots used by each vessel and
allowing pots to fish during deliveries, the risk of pot loss may increase through this change in fishing
operations. In the Bering Sea C. opifio fishery, in particularly, pot losses can occur as ice descends from
the north.
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Table 4-22 Pots usage and catches by fishery

Avorage catch!
Fishery Season Number of pots R:gtl:t::d Number of pot Lifts per per unit effort| Pounds
registered* lifts * registerad pot* | {crabs per per pot
vessel )
pot lifty*

2001 40,3789 195 176,930 44 — a7 129.7

2002 37.807 199 308,132 82 78 86.1
2003 20,452 108 139,279 6.8 154 182.4
Bering Sea 2004 14,444 76 110,087 76 157 199.3
C. opitio 2005 12,840 77 69,863 5.4 239 324 .3
2005 - 2006 13,73 176 108,320 7.9 204 306.9
2006 - 2007 10,851 155 80,112 74 332 408.2
2007 - 2008 13,647 175 129,457 8.5 349 438.2

2000 26,352 108 98,694 37 12 75.7
2001 24,571 107 63,242 26 19 1215
2002 25833 107 658,328 26 20 128.4
Bristol Bay 2003 46,964 88 128,430 2.7 18 110.9
red king crab 2004 49 506 197 90,976 1.8 23 152.7
2005 - 2006 15.713 177 99,573 6.3 25 1684
2008 - 2007 14,685 181 64,325 4.4 34 2153

2007 - 2008 11.885 161 101,734 8.6 28 1801

2000 - 2001 10,598 707 71,551 68 10 431

2001 - 2002 12,927 680 62,639 4.8 12 49.9

2002 - 2063 11.834 623 52.042 44 12 5314

Eastemn Aleutian Islands | 2003 - 2004 12,518 695 58,883 47 11 49.3
goldan king crab 2004 - 2005 13,165 658 34,848 2.6 18 81.7
2005 - 2006 8,833 1.262 21,898 25 25 17.3
2008 - 2007 8,150 1,358 23 839 29 24 1129
2007 -2008 4 200 1,050 20 496 4.9 28 131.3

2000 - 2001 8,910 743 101,239 1.4 ¥ 2.7

2001 -2002 8,431 943 105,512 12.4 7 25.5

2002 -2003 6,225 1,038 78,979 12.7 8 33.0

Western Aleutien Islands| 2003 - 2004 7,140 1,180 66,236 9.3 10 398
golden king creb 2004 - 2005 7,240 1,207 56,346 7.9 12 46 .4
2005 - 2006 4,800 1,600 27,503 5.7 21 86.6

2008 - 2007 6,000 2,000 22 694 s 20 88.2

2007 - 2008 4 8BGO 1,600 25,287 5.3 21 83.8

Sources: "ADFG Annual Management Report and “fishtickels and “*WMFS RAM catch data (for 2005-2006, 2006-2007, and 2007-2008)

Many of the changes that occurred in the catcher vessel fleet have also similarly affected the catcher
processor fleet. Catcher processors have consolidated catch on fewer vessels improving production
efficiencies and now time fishing to avoid weather conflicts and conflicts with other activities. Avoiding
poor weather not only improves safety on the deck and in the plant, but also allows for better product

quality.

4.4 Captains and crew

The changes in vessel participation in program fisheries arising after rationalization have had noticeable
impacts on the number of captains and crew employed in the fisheries. The reduction in vessel
participation decreased the number of crew employed substantially. Anecdotal reports indicate that crew
sizes have changed minimally (at most one person per vessel) since implementation of the program. In
some instances, vessels are reported to have added crew to reduce the burden of deck labor in the
fisheries. Absent improved data, the removal of vessels from the fisheries provides 2 direct estimate of the
number of crew jobs lost. Assuming approximately six crew members per vessel, approximately 975
fewer crew (including captains) were employed in the Bristol Bay red king crab fishery on average in the
first three years of the rationalization program, in comparison to the 2000 to 2004 season average;
approximately 675 fewer crew were employed in the Bering Sea C. opilio fishery on average in the first
three years of the program, when compared to the 2001 to 2005 season average. In the Eastern Aleutian
Islands golden king crab and the Western Aleutian [slands golden king crab fisheries, these declines in the
average number of crew positions were approximately 75 positions and 25 positions, respectively.

Three-year review of Crab Rationalization a7
Program far BSAI crab fisheries — December 2008



Although these job losses are substantial, one must also consider the terms of employment in the
prerationalized fisheties in assessing the magnitude of the loss. Few crab deck jobs, particularly in the two
large fisheries, fully supported a crewmember, Because of the small size of the fisheries in years leading
up to the rationalization program, most crew worked only a month or so in the crab fisheries. Crew
typically worked other jobs (including crew jobs in other fisheries) throughout the remainder of the year.
The relatively short tenure of crab crew jobs was attractive to many crew, since they were able to
negotiate (or take) short periods away from other employment to fish crab. Notwithstanding the relatively
short term of these jobs, for many deck crew, their crab fishing jobs were reported to have provided
important contributions to annual income. Particularly in the case of crew from remote communities with
few job opportunities, replacing income from lost crab crew jobs is reported to be problematic.

Most crew (including captains) who retained their positions under the new management faced a change in
terms of employment and payment. Though crew payment practices differ somewhat across the fleets, the
most common practice is that crew are paid a share of the gross revenues net of the crew’s share of
operating expenses. Based on anecdotal evidence, many crew received full crew share on [FQ owned by
the vessel owner. In most cases, shares paid on leased IF() fished by a vessel were computed afier
deduction of any lease payments to the [FQ owner. Consequently, the base revenues used to compute a
crew payment for catch of leased IFQ were reduced by as much as 65 to 70 percent in the Bristol Bay red
king crab fishery and as much as 45 to 50 percent in the Bering Sea C. opilio fishery. The effects of this
change vary to the extent that the amount of leased quota varied across the fleet, In some instances,
vessels reportedly leased a substantial portion of the quota fished, with little held quota. In these
instances, crew received virtually all share payments from the discounted revenue base. In some other
instances, vessels reportedly fished almost all owned quota, in which case crew received a share similar to
their historic share. Some vessels held substantial amounts of quota, but also Ieased substantial quota. In
most of these instances, crew are reported to have received historic share payments for vessel owned
quota, supplemented with shares from the discounted base revenues on leased quota. In some cases,
however, vessel owners are reported to have charged royalties on owned quota, lowering the base on
which shares are calculated for all quota fished on the vessel. Depending on the level of royalty charged,
crew could receive substantially reduced payments from the historic shares. Although some instances of
crew compensation moving away from a traditional crew share format to a wage labor or salary format
were reported in the first year of the program, it is believe that the most (if not all) crew in the fisheries
are currently paid on a traditional crew share basis.

Notwithstanding these changes in compensation, in most cases, crew employed by vessels fishing in the
program are reported to have more stable and better paying positions than prier to the program’s
implementation. Many crew are reported to rely exclusively on crab fishing for their income. Other crew
are reported to work on the crab vessel in other fisheries or tendering, relying on employment from their
crab fishing vessels for all of their income. Vessel owners hiring crew generally give priority to crew
willing to work in all crab fisheries that the vessel participates in (and non-crab fisheries or tendering, if
the vessel engages in those activities). These preferences have led to changes in crew composition, as
some former participants are unwilling to give up other employment to work exclusively for a crab vessel.
Maintaining a steady crew, however, can greatly simplify vessel management, reduce hiring costs arising
from high turnover, and improve efficiency and safety, as crew become more familiar with the vessel’s
operation and other crew. In addition, overall improvements in safety in the fishery may also have helped
improved conditions for crew.

4.5 Effects of the buyback

In December of 2004, eight months before fishing began under the rationalization program, NOAA
Fisheries tendered payments to 25 successful bidders under a $100 million fishing capacity reduction
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program in the Bering Sea and Aleutian Islands crab fisheries included in the rationalization program.
Each bid offered to remove a vessel from all fisheries and relinquish all associated fishing privileges
(including the assigned LLP licenses) and any future privileges arising out of the fishing history of the
vessel, The capacity reduction program sought to obtain the maximum sustained reduction in crab fishing
capacity at the least cost by establishing a bidding procedure that would remove vessels considered to
have the highest value as crab harvesting vessels per dollar bid for their removal. A bid was valued by
dividing the bid by the total value of the crab caught aboard the vessel during the period specified by the
program. The resulting bids were then ranked from smallest to largest bid value, with bids accepted so
that the cumulative value of accepted bids would use as much of the $100 million loan as possible. The
effect was to remove vessels with the greatest amount of fishing history (as specified by the buyback
programy} using the $100 million loan funding.

After the winning bids were announced, NMFS conducted a post bidding referendum to determine
whether eligible voters authorized an industry fee system to repay the loan. The referendum succeed by
receiving the required favorable votes of in excess of two-thirds of the LLP holders in the now
rationalized fisheries.

Since the qualifying years under the buyback differed from those specified by the rationalization program,
bids may have been valued differently under the buyback than they would have had the rationalization
qualifying years been used to specify their values. At the time of the referendum, LLP holders requested
that Council staff prepare revised estimates of denominators that could be used for calculating individual
allocations under the rationalization program removing catch histories of the buyback vessels. Since the
rationalization program was fully defined at the time of the buyback referendum, these estimates could be
used by persons participating in the referendum to estimate the effects of the buyback on their initial
allocations of QS. Based on the information conceming histories of the vessels included in successful
bids contain in the referendum letter and the revised rationalization program denominators, LLP holders
passed a referendum approving the buyback of vessels and the accompanying fees that would be imposed
on landings in the crab fisheries. The result was the removal of the 25 vessels and accompanying LLPs
from the crab fisheries (see Table 4-23).

Table 4-23 Licenses purchased by the capacity reduction program by fishery endorsement.

Bristol Bay B'é’f’;%‘.?i:a Pribilof red Maﬁ;ew Aeutian Ao
Total re;ir;i)ng and ;’:\_nd bh"i Island blue I::Iand ::g golden
C.bairdi “9CE yingcrab M9 ing crab

25 24 25 13 22 1 3

Source: Federal Register Vol. 86 No. 226, November 24, 2004,

Assessing the effects of the buyback on consolidation of fishing and QS holdings in the fisheries is not
without complication. Although initial QS allocations, including and excluding the licenses removed by
the buyback were calculated at the time the program was implemented, these estimates are known to have
contained error. In addition, the effects of the buyback on the initial allocation to a license varied
depending on the specific annual history associated with the license. Yet, examining the evolution of the
fisheries under the rationalization program provides insight into the effects of the buyback on
consolidation. Since the rationalization program was implemented, QS holdings have consclidated
bevond that attributable to the buyback. Similarly, fleet consolidation has removed between half and two-
thirds of the vessels from each of the crab fisheries (including the 25 vessels removed by the buyback). In
every fishery included in the rationalization program, fleet and quota consolidation has occurred well
beyond that attributable to the buyback. In other words, persons remaining in the fisheries, who had
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already removed vessels and effectively acquired additional QS through the buyback, have chosen to
remove additional vessels by leasing IFQ and further consolidating QS holdings, through the markets for
those shares. Given that the buyback was a voluntary program, under which owners and holders
voluntarily removed their vessels and licenses from the fisheries on receipt of voluntary payments of
owners and holders of remaining vessels and licenses, it is likely that these person would have used the
flexibility of transferable allocations to consolidate the fleet and quota holdings in the absence of the
buyback. In other words, buyback vessels, likely would have been retired from the fisheries in the
absence of the buyback. In addition, given the additional censolidation of the fleet and quota holdings that
has occurred since the buyback, the buyback likely has had a very limited (if any) effect on the current
level of consolidation in the fisheries.

Two aspects of the buyback may have led the buyback to have had minor effects on the rate of
consolidation in the fisheries; however, these effects are likely to have been minor and short-lived. First,
the buyback provided substantial capital at a favorable interest rate to participants wishing to buy out a
portion of the fleet and remain in the fishery. Given the success of these remaining participants to secure
additional capital for further consolidation, it is uniikely that this effect is great. Second, the buyback
provided an organized means of removing future quota holders and capital from the fisheries. This
structured removal of capital and interests from the fisheries may have accelerated the consolidation
process.

The buyback may be argued to have contributed to consoclidation under the rationalization program, since
the buyback removed 25 vessels and licenses from the fisheries. Yet, given the substantial consolidation
that occurred subsequent to the buyback in all fishernies affected by the buyback, it is unlikely that the
buyback has had a notable effect on consolidation under the program.

9 PROCESSOR SHARE HOLDINGS

Prior to implementation of the rationalization program, processor entry to the crab fisheries was not
subject to limit. With the implementation of the rationalization program, participation in program
fisheries by processors is limited by PQS and IPQ allocations yielded annually by those PQS. Under the
program, IPQ are issued annually in an amount equal to 90 percent of the annual allocation of catcher
vessel owner IFQ (or 87.3 percent of the catcher vessel IFQ allocation). This section of the paper
summarizes the distribution of those processing privileges under the rationalization program.

3.1 Initial allocations by region

Initial allocations of processor quota shares were substantially more concentrated than harvester quota
share allocations under the program because fewer processors than vessels were active in the fisheries
during the qualifying period (see Table 5-1). As in the harvest sector, concentration of initial allocations
of processing privileges varied across fisheries. The Aleutian Islands fisheries, which had the least
participation during the qualifying period, were the most concentrated. The Bristol Bay red king crab,
Bering Sea C. opilio, and Bering Sea C. bairdi fisheries, which had the most participants during the
qualifying period, were the least concentrated. The regional distribution of shares differed with landing
patterns that arose from the geographic distribution of fishing grounds and processing activities. In the
Pribilof red and blue king crab fisheries, most historic processing occutred in the Pribilofs, resulting in
over two-thirds of the processing allocations in those fisheries being designated for processing in the
North region. Most processing in the St. Matthew Island blue king crab fishery occurred on floating
processors near the fishing grounds in the North region. The Bering Sea C. opilio fishery allocations are
split almost evenly between the North and South regions; while less than 5 percent of the Bristol Bay red
king crab PQS is designated for Nerth processing, All qualifying processing in the Eastern Aleutian
Island golden king crab fishery occurred in the South region, resulting in all processing shares in that
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fishery (and in the Western Aleutian Islands red king crab fishery, which was based on the same history)
being designated for processing in the South region. All processing allocations Western Aleutian Islands
golden king crab fishery were split evenly with half required to be processed in the West region and half
undesignated, which can be processed anywhere. Bering Sea C. bairdi processing shares are also
undesignated.

The relatively low median share holding at initial allocation suggests that a large portion of the historic
processing was concentrated among fewer than 10 processors in the large fisheries (the Bristol Bay red
king crab and Bering Sea C. opilio fisheries). In the smaller fisheries, fewer than 5 processors received a
large majority of the initial allocation. The maximum allocation in each fishery was in excess of twenty
percent of the pool. In the Western Aleutian Islands golden king fishery, the maximum allocation was in
excess of 60 percent of the pool, double the share holdings cap. In the Eastem Aleutian Islands fishery,
one allocation of approximately 45 percent of the pool was in excess of one and one-half times the cap. In
only one other fishery, the St. Matthews Island blue king crab fishery, did an initial allocation exceed the
cap. In that fishery, slightly greater than 30 percent of the quota was allocated to one processor.

Table 5-1 Initial allocation of processing quota shares.

Share holdings by region Acrasgs mgions
Fishery Region Pecent® @S Mean  Medin Maimum{ QS Mesa  Modan Maxmum
aloasioq hokders holdng  holdng  holdng | hodars  holdisg  holding  hokding
- - orih T 3 585 0.3 FE]
a K S .
riatel Bay red king crad South 974 17 573 164 2068 7 583 164 229
- : North iz 3 522 592 1546
Bering Sea C. opiio o 520 o 322 oo e, 20 500 208 2518
Bering Sea C. baidl Undesignated 100.0 23 235 083 2426 23 435 083 2428
Eastem Ajoutian Island goden king crb South 1000 3 1250 604 4581 8 1250 604 458
- - Undesigraten 00 ) 6.25 031 329
w al ) ) :
‘estam Aleutian Island gokien king argb Weost 500 s 558 0.49 2069 9 $1.11 1.03 62.98
Weslem Aleutian Isiand red king crab South 1000 ) 11 108 6298 9 1A 103 6288
Norih 78.3 3 7306 682 2084
$t. Maithew Iskand blue king crab o o . e 8o 2 12 833 506 3267
Norh 575 s MzE 1201 2328
r }
Pribiior red and blus king crab . s ! P oo 1350 14 714 317 244

Sourca: NMFS Resinitiod Accass M, [T mital aliocation of FQS,
Nae: Theas shere hokings cats am pubbdy avafabla and non-contdenital.
* ARer I (st yaar of Iha program the aBocation n the Bemng Sea C. bavdi fishery waa dvided Dabwveen the Eastern and Waslem flaharias

5.2 Transfers

During the first three years of the program, a substantial portion of the processor quota share pools were
transferred. As with harvester shares, the extent to which these transfers represent actual market transfers
is uncertain, as some restructuring of processing interests occurred in the first three years of the program.
In two instances, merging of significant processing interests has consolidated interests in that sector. In
one case, the consolidation did not result in share transfers, but only affects the interests underlying share
holdings, so that is not reflected in these data.'® In the other case, certain shares did change named holder,
which explains a large part of the transfer of processing share interests (including share leasing) shown in
these data. This consolidation, however, also resulted in the transfer of a substantial interest in Eastern
Aleutian Island golden king crab PQS to a new entrant, as the merged entity was required to divest of
shares in that fishery to comply with the processor share holding cap.

In addition to the transfers of processor quota shares, substantial leases of annual quota (IPQ transfers)
occurred in the first two years of the program. As with PQS transfers, in some cases, these leases

"* This merger did result in a processor exceeding the cap in certain fisheries. The divestiture of shares required to
comply with use caps was not completed until the summer of 2008 and is not reflected in these data. Since the
merger did not change the named holder of shares, the consolidation resulting from the merger is also not reflected
in the share holdings data from the current year.
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represent shifting of shares within a corporate structure that may not reflect a true lease; yet, true leasing
of interests did occur in cases. Leases are reported to have occurred for a variety of reasons. In some
instances, processors elected to exchange shares (without an exchange of money) to realize production
efficiencies. In other cases, processors acquired shares to increase production or to serve specific markets.
As a resuit, the extent of leasing is not apparent, but transfer data should be considered an upper limit on
leasing (as opposed to a reflection of the amount of leasing that has occurred).

Table 5-2 Processor share transfers (2005-2006 through 2006-2007).

PQS transfers TPQ transfers (leases)

Fishery Season Number of POS units Percent of |Number of| Pounds of] Percent of
transfers pool transfers IPQ pool
i ) 2005-2006 1 37,557,492 94 2 2638857 19.2
Bristol Bayred kingerab | 0062007 1 |w1ee170] 38 8 [3000012] 258
. o 2005-2006 1 83,536499] 83 9 5,870,738 220
Bering Sea C. opiio 2006-2007 2 |1a7088| o1 10 |a1es240] 313
. s 2005-2006 1 17,743,023 889 6 230903 | 195
Bering Sea C. bairg/ 2006-2007 1 20876 | 0.0 NA NA NA
Eastern Aleutian Island 2005-2006 1 11494831 115 5 152,718 6.8
golden king crab 2006-2007 0 0 0.0 4 129,703 5.8
Eastern Bering Sea 2005-2006 NA NA NA NA NA NA
C. bairdi 2006-2007 1 3,676,006 1.8 7 27962 | 239
Pribilof red and blue king 2005-2006 1 4,050,738 13.5 NA NA NA
crab 2006-2007 0 0 0.0 NA NA NA
St Matthew island blue 2005-2006 1 2,342,552 78 NA NA NA
king crab 2006-2007 1 12,955 0.0 NA NA NA
Waestarn Aledtian Island 2005-2006 0 0 0.0 10 50,290 4.4
golden king crab 2006-2007 0 0 0.0 9 198,240 174
Western Aleutian Island red| 2005-2006 i} 0 0.0 NA NA NA
king crab 2006-2007 0 0 0.0 NA NA NA
Western Bering Sea 2005-2006 NA NA NA NA NA NA
C. bairdi 2006-2007 1 3,676,006 1.8 6 186,784 | 233

Source: RAM PQIS and IPQ database.
* Bering Sea C. bairdi was separated into an Eastem and Western fishery after the first year of the program.

5.3 Current holdings

As in the initial allocation, PQS holdings are currently substantially more concentrated than either catcher
vessel owner or catcher vessel crew QS holdings (Table 5-3). Comparing current holdings with the initial
allocations suggests that some consolidation of PQS holdings has occurred since implementation of the
program. Since these data do not show changes in ownership at the individual level, they do not
completely describe existing holdings of processor share interests. At least one large merger occurred that
is not reflected in these data, since share holdings did not change under the terms of that agreement (and
divestiture required to comply with share holding caps were not completed until after these data were
produced). As a consequence, consolidation may be underreported by these data. In addition, the absence
of a change in ownership patterns in all fisheries except the Bristol Bay red king crab and Bering Sea C.
opilio fisheries suggest that changes in holdings in other fisheries were as a result of changes in the named
holder of shares (which may or may not reflect a change in ownership).
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Table 5-3 Current processing quota share holdings by region

_Shere haldings by regon Across regions
Fishery Region as Mean Median  Maximum [s]] Mean Median Maximum

9 hotders  holding  holding _hoiding | holders  hiolding  holding _halding
. ; Narith 2 1.28 1.28 2.33

Bristol Bay red king crab Soulh 16 5.09 260 20.83 16 6.25 260 23.16
. , Marh [} 587 5.51 15.46

Bel Sea C.

ring apilia Sauth 18 295 025 972 20 5.00 2.08 25.18

Eastem Bering Sea C. baldi Undesignated a3 435 083 2426 23 4,35 0.83 2426

Weslem Bering Sea C. bafafi Undesigrated 23 435 083 2426 23 4.35 0483 24.25

Eastem Aleutian tsiand golden king crab South a 12.50 B.04 45,91 [:] 12.50 504 4591
) . Undesignated a 825 0.4 33.29

-] Aleulian |5l . ] A

Wastem Aleulian Island golden king crab West 9 556 0.49 20,69 9 11.11 103 8283

Wostem Aleulian Island red king crab South 9 1111 103 62,98 9 1.1 103 62.98
North [ 13.06 8.92 2094

5t. Matthew Island biue king crab South g 244 176 7.8 12 .23 508 .87
. . Morth B 11.26 12.01 2328

Pribilof red and Blue K b . X .49

ue king cr2 _ South 11 285 0.98 13.50 4 714 a7 24
Sourca: NMFS Restricted Access Managament IFQ databas e, crob fishing year 20072008,
Natn: These share holdings data are publicly i and non fidential.

In the second year of the program a processor elected not to apply of its annual allocation of IPQ in a
fishery. Under regulation, IPQ were then allocated based on PQS holdings of those PQS holders who
applied for their annual allocations. Although not a transfer of shares, this regulatory issuance has the
effect of consolidating IPQ in a fishery. Since no PQS transfer occurred, share caps are not imposed on
IPQ allocations. As a result, the allocation of IPQ to one PQS holder exceeded the share cap in the
fishery. The Council could question whether this allocation of [PQ is consistent with the intent of the
processor share allocations under the program. To the extent that a PQS holder elects not to apply for an
allocation (or altematively to transfer its shares to another person), it is unclear whether the IPQ that
would have been issued for the unused PQS are protecting a processor interest as intended by the

progratn.
6 PROCESSING SECTOR

This section reviews processing sector participation in the fisheries (including IPQ use) in the first three
years of the program. The section begins with a brief discussion of participation levels before and after
implementation of the program and the overall processing. The section goes on to discuss IPQ use and
custom processing arrangements, to the extent that those practices are known. The section concludes with
a discussion of processing operations and the distribution of processing among the participating plants.

6.1 Processor participation

In the years leading up to the rationalization program, 20 or fewer processors participated in the largest
crab fisheries (see Table 4-2)." The largest three processors in these fisheries processed less than 15
percent of the fisheries’ landings in each year (or between 2 and 3 times the mean). Processing by the
median processor was approximately equal to the mean suggesting that processing in the fisheries was
dominated by approximately 10 or fewer processors. Between 2 and 6 processors were active in the
Aleutian Istands golden king crab fisheries in the years leading up to implementation of the program,
limiting the information that may be released concerning processing in those fisheries.

" In the early 1990s processor participation was as much as three times higher, but waned with declines in TACs in
the two major fisheries.
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Table 6-1 Processing in the Bristol Bay red king crab, Bering Sea €. oplfifo, Eastern Aleutian
island golden king crab, and Western Aleutian Island golden king crab fisheries in the
years leading up the implementation of the rationalization program

Mean Median Average procassing
Fishery Season Plantsr pounds  |as a pareent pounRds Bsa . as a percant
processing percentof | inpounds
mocessed | of fishery processed fishery of fishery

2001 17 433,230 59 381,096 52 1,113,502 16.1

Bristod Bay red king 2002 17 498,344 5.9 463,363 55 1,169,863 138

crab 2003 20 677.865 50 372,667 27 1,862,769 137

2004 17 781,547 5.9 513,753 340 1,942 253 14.6

2002 17 1,643,446 5.9 1,422,515 5.1 4,147,694 148

. 2003 17 1,447 451 59 1,438,688 543 3,022,202 12.3

Befing Sea C. epiio 2004 18 1181935 | 56 1,025,185 48 2,564,168 12.1

2005 14 1571915 7.1 1,525 714 6.9 3,136,110 14.3
2001 - 2002 4 782,102 25.0 N H . +
Eﬁ:ﬂ"i’:gﬂ;‘;ﬁ:rm 2002 - 2003 4 601,359 250 . . . .
crab 2003 - 2004 4 725062 25.0 - . - .
2004 - 2005 4 711,568 25.0 * v > *

Westorn Aloutian 2007 - 2002 3 308,220 16.7 253,614 | 137 502,502 320

Islands golden king 2002 - 2003 2 881,793 50.0 - . NA NA
aab 2003 - 2004 4 498,842 250 * * - .

2004 - 2005 3 624,186 33.3 * - NA NA

Sourca: ADFS Fish tickels.
*witheld for confidentiality.

Dutch Harbor shore plants attracted a majority of landings in the Bristol Bay red king crab fishery and
slightly less than a majority in the Bering Sea C. oplio. The remainder of landings was divided primarily
among Akutan and St. Paul and floaters in the Bering Sea and King Cove and Kodiak on the Gulf. In the
two Aleutian [slands golden king crab fisheries, participation fluctuated between 2 and 7 processors
during the years leading up to implementation of the program. Dutch Harbor and Adak supported
virtually all of the processing in those fisheries (see Table 6-3),
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Table 6-2 Number of processors and amounts processed by fishery and community (2001-

2004/5)
. - Nurnber of Percent of
Fishary Season Communities processars Pounds processed  pounds

rocessed

Adak, Akutan, Floaters, King Cave 6 2,663 437 362

2001 Duich Harbor 5 3,902 545 530

Kodiak & 798,932 10.8

Akutan, Floaters, King Cove 7 3,374,438 308

2002 Dutch Harbor 6 4,276,910 505

Bristol Bay Kodiak, St. Paul _ 4 520,497 9.7

red king crab Akutan, Floaters, King Cove, Sand Paint 10 5,207 419 384

2003 Dutch Harbor 7 7,931,382 h26

Kodiak, 5t Paul 5 1,218,494 9.0

Akutar, King Cove, Floaters, St. Paul, Sand Point 7 5,932,888 447

20604 Dutch Harbor 6 6,504,531 49.0

Kodiak 4 B4R 879 6.4

Akutan, King Cove, Kadiak 3 1,889,513 3.5

2001 Duitch Harbor 5 7.916,618 399

Floaters, 5. Paul _ a 10,034,268 50.6

Dutch Harbor, Kiing Cove 6 13,008,117 486

2002 Floaters, 5t. Paul 8 14,292 205 51.2

Kogliak 3 538264 2.3

. Akutan, King Cove, Kodiak 3 2,162,245 B.8

g‘_’rg‘ﬁmi“ 2003 Dutch Harbor 6 10,308,648 419

Floaters, St. Paul 8 12,138,777 49,3

Akutan, King Cove, Kodiak 4 2,287,481 10.8

2004 Dutch Harbor G 8,714,354 41.0

Floaters, St. Paul 8 10,273,001 483

Akutan, King Cove, Kodiak 3 2,208,008 10.0

2005 Dutch Harbor 6 9,759,358 44.3

Floaters, St. Paul 5 10,041 444 45.6

Source: ADFG Fishlickels,

Table 6-3 Processor participation in the Eastern Aleutian Islands golden king crab and Western
Aleutian Islands golden king crab fisheries (2001-2002 through 2004-2005)

Fishery Season Communities Number of
processors
Adak 1
{1-2002

20 Dulch Harbor 3
Adak 1
Eastern Aleutian Islands golden 2002-2003 Dultch Harbor 3
king crab Adak 2
2003-2004 Duich Harbor 3
Adak 2
2004-2005 Dutch Harbor 3
Adak 3
2001-2C002 Dutch Harbar 3
Floater 1
Western Aleutian Islands 2002-2003 Adak !
. Dutch Harbor 1

golden king crab
2003-2004 Adak 3
Dutch Harbor 2
Adak 2
2004-2005 Dutch Harbor 2

Saurce: ADFG Fishtickets.
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Under the rationalization program, a large portion of the processing (and raw crab purchasing) is vested in
the holders of processing shares. To achieve efficiencies in processing, holders of processor shares have
used custom processing arrangements to process substantial portions of the landings in the fisheries.
Under these arrangements, a share holder contracts for the processing of landings of crab, while retaining
all interests and obligations associated with the landed and processed crab. The processor of the crab
provides processing services passing on the finished product to the buyer of the crab. The buyer is
obligated to pay both the fisherman for the landing, as well as taxes on the landing. Because of the
prevalence of these arrangements, this section assesses both plant activities and buyer activities.

Since the rationalization program, the number of processing plants participating in the Bristol Bay red
king crab fisheries declined to 12, and has remained constant at that level. The average processing by the
top 3 plants in fishery increased to approximately 20 percent, with the concentration of the different share
types slightly higher (suggesting that the largest processors of the different share types differ). In two of
three years, the median amount of Class A IFQ processed (as a percent of the share type) exceeded the
median amounts of Class B IFQ and C share IFQ processed suggesting that a few plants dominated the
Class B and C share IFQ processing in two of the three first years.

Table 6-4 Processing by plants in the Bristol Bay red king crab fishery (2005-2006 through 2007-
2008)
. Average processing
IFQ Plants il HeTen oftop 3 plants
type Season processing pounds |asapercent pounds asa T ds as a percent
processed of type processed pertcér;t 0 0 poun of type
2005 - 2006 10 1,375,757 10.0 1,130,961 8.2 2,931,557 213
Class A | 2006 - 2007 10 1,158,447 10.0 949,379 8.2 2,485,826 215
2007 - 2008 10 1,527,741 10.0 1,255,323 8.2 3,313,186 217
2005 - 2006 1 137,180 9.1 50,062 39 371,057 246
Chss B | 2006 - 2007 " 116,034 9.1 118,436 Q.3 210,795 16.5
2007 - 2008 12 141,257 8.3 47,155 28 431,882 255
2005 - 2006 12 38,265 83 22,649 49 103,619 226
Cshare | 2006 -2007 " 35,033 9.1 26,734 6.9 70,515 18.3
2007 - 2008 11 47,749 9.1 29,198 5.6 125,408 239
2005 - 2006 12 1,310,477 8.3 827,587 5.3 3,100,353 19.7
All types | 2006 - 2007 12 1,103,850 8.3 783,650 59 2,760,604 208
2007 - 2008 12 1,458,145 8.3 1,193,875 6.8 3,372,689 19.3

Source: RAM FQ database,

In the first three years of the program, between 10 and 12 processors have participated in the Bering Sea
C. opilie fishery, a decline of almost 5 processors from prior to the program (see Table 6-5). The overall
concentration of processing increased for both Class B IFQ and C share IFQ in each successive year of
the program. Concentration of processing declined slightly in the most recent season. This decline likely
resulted from the increase in the TAC, which resulted in substantial increases in the mean and median
pounds processed, as well as the average pounds processed by the largest three plants.
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Table 6-58 Processing by plants in the Bering Sea C. opilio fishery (2005-2006 through 2007-2008)

Mean Median Average processing
IFQ Plarts asa
Season . pounds |asapercenlf pounds . as a percent

type processing processed of type proces sed pertc;:i of | inpounds of type
2005 - 2008 11 2,400,246 a1 2,372,329 9.0 3,924617 149
Class A | 2006 - 2007 9 2,881,633 1.1 2,331,253 8.0 6,074,034 234
2007 - 2008 9 5,002 827 11.1 4,163,963 9.2 10,068,852 224
2005 - 2006 12 243,747 83 192,240 6.6 555,989 190
Class B | 2006 - 2007 10 287 819 100 254,839 8.9 585,039 207
2007 - 2008 12 416,730 8.3 141,278 2.8 1,155,638 23.1
2005 - 2006 12 75,448 8.3 63,174 7.0 166,724 184
Cshare | 2006 - 2007 10 89,613 10.0 51,791 5.8 214,125 239
2007 - 2008 10 160,149 10.0 63,573 4.0 411,866 257
2005 - 2006 12 2,519,421 a3 2,608,056 89 4,347 366 14.4
Alltypes | 2006 - 2007 11 2,700,638 a1 2,115,634 74 6,210,576 209
2007 - 2008 12 4, 312,308 83 3,384,599 6.6 10,298,816 189

Source: RAM IFQi database.

Ten or fewer plants participated in processing in the Bering Sea C. bairdi fisheries in the first three years
of the program (see Table 6-6 and Table 6-7). Since these fisheries are directly prosecuted by few vessels,
the processing is slightly more concentrated than in the two largest fisheries.

Table 6-6 Processing by plants in the Western Bering Sea C. bairdi fishery {2005-2006 through

2007-2008)
Mean Median Average processing
IFQ Plarts asa
tye Season praceassing pr%o oLg:;Zd as :f;');l;(;en t prTc;:d pertc;g of | in pounds as:fﬁzent
2005 - 2008 10 69,321 100 45,337 6.5 154,448 22.3
Class A | 20086 - 2007 6 91,470 16.7 62,614 11.4 154,396 28.1
2007 - 2008 6 70,080 16.7 78,316 18.6 90,131 214
2005 - 2008 7 7.815 143 8,122 i4.8 11,633 213
Class B | 2006 - 2007 4 12,366 25.0 * * . *
2007 - 2008 3 8,674 3.3 * * NA NA
2005 - 2006 6 1,85¢ 18.7 2133 19.1 3,086 277
C share | 2006 - 2007 4 3,283 250 * * . *
2007 - 2008 3 3,544 33.3 * * NA NA
2005 - 2006 10 75,907 10.0 48,436 8.5 165,797 218
All lypes | 2006 - 2007 B 101,903 16.7 72,172 11.8 166,025 272
2007 - 2008 6 76,199 18.7 78,316 17.1 102,194 224
Source: RAM IFQ database,
* withheld for confidentiality
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Table 6-7 Processing by plants in the Eastern Bering Sea C. bairdi fishery (2005-2006 through

2007-2008)
Mean Median Average processing
IFQ Plants asa
Season : pounds |asapercent] pounds . as a percent
type processing processed of type processed pe';c‘;: of | inpounds of type
Class A | 2006 - 2007 6 180,952 16.7 151177 13.9 290,613 26.8
2007 - 2008 7 169,461 14.3 129,131 10.9 272 961 23.0
Class B 2006 - 2007 6 17,263 16.7 14,769 14.3 20,543 19.8
2007 - 2008 3 48 861 33.3 * * NA NA
C share 2006 - 2007 7 3873 143 3,983 15.5 6,265 244
2007 - 2008 4 8,246 25.0 ‘ - * *
All types 2006 - 2007 7 173,57 14.3 132,478 10.9 316,038 26.0
2007 - 2008 8 170,725 12.5 134,267 9.8 300,502 22.0
Source: RAM IFQ database.
* withheld for confidentiality

Five or fewer processors participated in the Eastern Aleutian Island golden king crab and Western
Aleutian Island golden king crab fisheries in the first three years of the program, limiting the information
that may be released concerning processing in those fisheries (see Table 6-8). In all cases, fewer plants
processed deliveries of Class B IFQ and C share IFQ than deliveries of Class A IFQ.

Table 6-8 Number of plants active in the Eastern Aleutian Islands golden king crab and Western
Aleutian Islands golden king crab fisheries {(2005-2006 through 2007-2008)

Plants processing the IFQ type in the
IFQtype Season Eastern Aleutian | Western Aleutian
Islands golden king| Islands golden king
crab fishery crab fishery
20085 - 2006 4 5
Class A 2006 - 2007 5 3
2007 - 2008 4 3
2005 - 2006 2 3
Class B 2006 - 2007 2 2
2007 -2008 3 2
2005 - 2006 3 3
C share 2006 - 2007 3 2
2007 - 2008 2 1
2005 - 2006 4 5
All types 2006 - 2007 5 3
2007 - 2008 4 3

Source: RAM IFQ databasa.

In the first two years of the program, a large portion of the IPQ pool was subject to the “cooling off”
provision, which required processing to occur in the community of the processing history that led to the
allocation of the underlying PQS. Consequently, few changes in the distribution of processing of Class A
[FQ/IPQ landings occurred in the first two years of the program. Also, entities representing the
community of origin hold a right of first refusal on any transfer of the PQS and IPQ for use outside the
community (see Table 6-10). This right is relatively weak because intra-company transfers are exempt
from the right and the right lapses, if the IPQ are used outside of the community of origin for a period of
years.
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To date, rights of first refusal on PQS are believed to have lapsed in only a few instances. Most notably,
the right is believed to have lapsed with respect to shares arising from historic processing in St. George.
The St. George harbor and its entrance were damaged by a storm in 2004, In the first two years of the
program, that damage was found to have prevented processing in St. George. As a consequence, under
the terms specified by the rationalization program the rights of first refusal would have lapsed. However,
representatives of Aleutian Pribilof Island Community Development Association have testified that they
have reached agreements with holders of these PQS to protect the interests of St. George.

Monitoring of the lapse of community rights of first refusal could be challenging. Electronic landings data
do not include the location of processing, for deliveries that are made to floating processors. Instead these
landings are reposted as “at sea”. As a result, it is possible that rights could lapse without knowledge of
the community. Once the lapse of the right is established, a community would have no standing to
intervene in any subsequent sales of the PQS. This informaticn need could be addressed in several ways.
Modification of reporting requirements would be the most comprehensive means of ensuring that
locational information is available for all landings (not only those in the crab fisheries or those subject to
the right of first refusal).'® Alternatively, a regulation change could be included in any package
modifying the rights of first refusal that would require any right of first refusal contract to include a
provision for processors to keep communities informed of the location of any processing of IPQ covered
by the right. A weak (and tikely ineffective approach) could be to rely on communities to negotiate for the
requirement that the PQS holder provide this information to the processor.

Table 6-9 Distribution of rights of first refusal by community (2007-2008).

B To effectively provide this information to affected communities might require consideration of confidentiality
limitations.
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Number E’ercentage

Fishery Region ; efﬁbsge:-lltb‘::ul:csi;ry of PQS  of PQS

holders pool

None 1 0.0

North o paul 2 27
Akutan 1 208

False Pass 1 39

Bristol Bay red king crab King Cove 1 0.8
South  Kodiak 3 4.0

None 4 3.6

Port Moller 3 3.7
Unalaska 11 515

None 3 1.0

North 8t Gearge 2 9.7
51 Paul 6 36.3

. , Akutan 1 9.7
Bering Sea C. opitio King Cove 3 6.3
South Kodiak 4 0.1

None 4 1.8
Unalaska 13 350

Eastern Aleutan Isiands South None 1 1.7
geolden king crab Unalaska 7 98.3
None 1 0.3
Norih o1 paul 5 67.3

Fribilof red and blue king Akutan 1 1.2
crab King Cave 1 38
South —\ odiak 4 28
Unalaska 5 246
None 5 646
North o1 paul 4 138

St Matthew Istand blue Akutan 1 2.7
king crab King Cove i 1.3
South ik 1 0.0
Unalaska 6 17.6

Source: RAM PQS data 2007-2008.

Despite the end of the cooling off period and the ease with which the right of first refusal may be avoided,
in the third year of the program, most processing of IPQ landings are believed to have continued to be
made in the community of origin. Three factors likely contribute to this distribution of processing. First,
in many cases, shore-based processing capital was used to develop the history leading the PQS allocation.
That capital continues to be used for processing in most of the fisheries by the initial recipient of the PQS
allocation. The regionalization of PQS strictly limits the movement of processing across regional
boundaries. In addition, to date, most processors have acknowledged a community interest in processing
of landings using their IPQ, and have continued to process those landings in the community of origin.
Whether this acknowledgement of community interests will persist is not known. In the case of IPQ
designated for processing in the North region, processing has effectively been required to occur in St.
Paul, the only available location for processing in the North region to date. Further discussion of
community effects are contained in the Social Impact Assessment, attached as Appendix A.

Little information concerning the extent of processing in specific communities can be released because of
the limited number of processors that participate in the crab fisheries. By aggregating across communities,
some information can be gleaned concerning the distribution of processing across communities. In the
first year of the program, approximately equal percentages of Class A IFQ, Class B IFQ, and C share IFQ
deliveries were processed in Dutch Harbor and Akutan, collectively, and King Cove and Kodiak,
collectively; however, in the Bering Sea C. opilie fishery, Dutch Harbor and Akutan, collectively,
received a substantially greater percentage of Class B [FQ and C share IFQ deliveries than Class A IFQ
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deliveries. Since deliveries of Bering Sea C. bairdi were not subject to the ‘cooling off” period landing
requirements, the distribution of Class A [FQ/IPQ landings in the first year were not largely predictable.
Approximately one-third of the Class A IFQ/IPQ landings in the fishery were processed in Dutch Harbor.
A substantially greater share of Class B IFQ and C share IFQ were processed in that community (see
Table 6-10).

Table 6-10 Processing by share type and community {2005-2006)

Chs A FQ Chs B IFQ C sharg IFQ
Fishary Community MNumber of| Pounds of | Percemiof | Mumberef] Poundsof | Percentof |Numbsr oli Pourds of | Percent of
acliva shara type | share bype adive |IPQ landings| 1PQ pocl edive [iPQ lzndngs| IPO pool
plants processad | processed plants processed | processed plants processad | pocessed
Du;:mlTrbor 8,548,391 62.2 958,658 635 295,089 64.5
Bristol Bayred king K,F '%13; . 2 :
orab —Jk;ﬁk 3 3242970 76 ; 370,536 24.6 3 102,567 223
Sttka 1
St Paul 1
Akula: 1
S FarEe —1 12186788 | a5 - 1,964,551 672 - 698,401 %0
Buring Soa C. opfo K:'gmé“ 4 - . i‘ : " :1’ : -
Kw{:"‘"’" 7 355,650 122 . 116,054 128
St Paul [l 1
T ABUTEN Bnde Diich Harbor 3 2 3
gaiden king crab Floater 1 -
Adak 1 . 1 [
W. Alsution ldands
. Dutch Harbor F: " 2 2
goldan king crab ~Fioatar : -
Akulan - v v - - -
Dutch Harbor 4 339,080 274 32,967 50.3 3 5018 450
Waslern Bering Sea C. Flogter ] - . * . v *
Dairmli King Cow 1
Ko iak 1 1
51, Paul 1 1 1
Source: RAM |FQ data and RCR permit itg.
" withheld for confidentiality.

Nota: For Olass A IFQ shows percantaga of IPQ pool

In Bristel Bay red king crab fishery in the second year of the program, the percent of deliveries
processing of Class B and C share IFQ was slightly lower than the percentage of Class A IFQ deliveries
processed in Dutch Harbor and Akutan. [n addition, the percentage of Class B [FQ and C share IFQ
processing in these communities dropped from the previous year. The percentage of Class B and C share
IFQ deliveries processed in King Cove and Kodiak exceeded the percent of Class A IFQ deliveries
processed in those communities in that year. King Cove and Kodiak appear to have processed Class B and
C share IFQ landings lost to Dutch Harbor and Akutan. In the Bering Sea C. opilio fishery, processing of
Class B IFQ and C share IFQ deliveries exceeded the percentage of Class A IFQ deliveries processed in
Dutch Harbor and Akutan, collectively, by approximately one-third, In the Eastern Bering Se¢a (. bairdf
fishery, more than one-half of the Class A [FQ/IPQ processing occurred in Dutch Harbor, That
community also drew approximately 60 percent of the Class B IFQ processing and approximately 70
percent of the C share IFQ processing. In the Western Bering Sea C. bairdi fishery, Dutch Harbor also
attracted approximately one-half of the processing of Class A IFQ/IP(} landings.
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Table 6-12 Processing by share type and community (20607-2008)

Chass A IFQ Elass B IFG C shara IFCH
Fishary Cormmunity Number of| Pounds of | Parceniof |Number of] Poundsof | Percentof |Numberafl Peundsof | Percent of
active share lype | share type adive ]i1PGandings| 1PQ pool adive |IPQ landings| [PQ pool
plants procassed | processed plants pmocassed proGessead plants procassed | processed
Ahulan 1 1 1
Tutch Harbor ) 10,141,102 66.4 2 1,395,827 824 y 350,073 68.4
Brigto! Bay red king Floalar 1 1 - 1 - g
crab King Cove 1 1 1
T ; 2,931,626 19.2 3 204,118 120D 3 118,397 225
StPaul 1 = 1 <
Ahulan 1 1
Trtch Flarhor ; 15,364,728 41 3 4 66,230 893 3 1,400,046 -1
Baring Sea C. apiio Flogter : - - p g : 3 =
King Gove - 378,219 78
Kodizk * * 3 - : 3 =
5L, Fau 1 * 1 - 1 -
E. Algutfan lglands B
olden king crab Dutch Heryor 4 2,241,690 99.8 3 244,843 1000 2 100.0
W. Aleulizn Islands Addak 1 * 1
gu?den kig crab Outch Harbor 2 - 1 1 hd
Butch Parbor 2 * 2 F] *
Wastamn Bering Sea C. Floater z . 1
sairdy King Cove 1 3 -
St Pad . - i - *
Abutan 1 - -
Eastern Bering Saa C. Culch Harbor 3 695,543 27.5 3 146,584 100.0 4 32,584 100.0
bairdi Flaatar 2 * *
Tong Gove 1
Source: RAM IFO data and ACR permil fte.

*withheld lker conhdentalty.
Moke: Far Class A IFQ shows paccantagaal IPQ paoi.

6.2 Summary of leasing and custom processing arrangements

Short term transfers under leases and custom processing arrangements are the primary means by which
POS holders in the crab fisheries have achieved consolidation under the rationalization program. This
section examines the use of leasing and custom processing in the fisheries under the rationalization
program.

In the first two years of the program, as much as 20 to 30 percent of the IPQ pools in some fisheries were
leased (see Table 5-2). The extent of these leases suggests that some holders of PQS chose not to be
active in processing in a given year, instead leasing their [PQ to realize benefits of consolidation. In
addition to those more traditional leasing transactions, some portion of these leases is believed to be
movement of shares to achieve efficiencies among active processors. For example, an IPQ holder
operating a plant in the North may choose to exchange its South IPQ for another IPQ holder’s North IPQ
to achieve efficiencies and consolidate processing of its holdings. Leasing arrangements, however, are not
the only means to achieving consolidation in the fisheries,

Custom processing arrangements are particularly attractive to IPQ holders who have identified markets
for sales, but wish to achieve efficiencies in processing. Under these arrangements, the IPQ holder can
contract for processing services, maintaining its interest in the crab and processed products. Custom
processing is particularly appealing for processing in remote regions, where an IPQ holder may have an
obligation to process and few fully operational shore plants exist. In these areas, a cost effective means of
processing is for IPQ holders to consolidate processing in one or two plants reducing the cost of capital
and labor (including the costs of moving crews and supplies to the remote location).

The prevalence of custom processing relationships is evident in comparing the number of active [PQ
accounts with the number of active processing plants. In the first year of the program, custom processing
of IPQ occurred most prominently in North region of the Bering Sea C. opilio fishery. Custom processing
arrangements in that fishery expanded in the second year of the program and appear to have declined in
the third year. The decline may have occurred as relationships between plants and share holders
stabilized, with fewer share holders having relationships with more than one plant. Few custom
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processing arrangements existed in the Bristol Bay red king crab fishery until the third year of the
program, when Dutch Harbor plants entered relationships with several buyers. Few custom processing
arrangements exist in other fisheries; however, it is possible that extensive custom processing may have
occurred under any of those arrangements. Data cannot be revealed on these processing arrangements
because of the relatively few processing participants in the fisheries.

Table 6-13 Number of active IPQ holder (buyer) accounts and IPQ processing plants by fishery
(2005-2006 though 2007-2008}

2005 - 2006 2006 - 2007 2007 - 2008
Number of Number of Mumber of
Fishory Region Community of Flant | activelPQ UMDErOfl oo |pg  NUMberof | s ipg Number of
aclive active active
holder plants holder plants holder plants
accounts accounts accounts
Marth 51, Paul 1 1 1 1 2 1
Akulan 1 1 1 1 2 1
Bristol Bay red King Dutch Harbor 3 3 3 3 7 4
crab South King Cove 1 1 3 1 1 i
Kodizk 2 2 2 2 2 2
Floater 2 z 2 2 2 1
St. Paul 1 1 1 5 1
Nerth Floater 8 ; 12 2 3 i
Akulan 1 1 1 1 1 1
Bering Sea C. cpfio Dutch Harbor 5 4 7 3 4 3
South King Cove 1 1 1 1 1 1
Kodlak 1 1 1 1 1 ]
— Floater 1 1 3
E. Aleutian Islands Alian 1 1
gaolden South Butch Harbor 3 3 [] 4 4 4
king crab Floater [ 1
W. Aleutian Island's Undesignated — t::’:: — ; ; 3 = 3 >
sI?f)mhacrr‘lat} West Adak 2 1 2 [ 1 1
™ Floaler 3 2
Akutan 1 1 1 1
E::;‘j’ nBeringSeaC. ) iesignated D“K:Z"E g:’:"’ Fishery dosed ? f ‘1‘ ?
Floatar 1 1 2 2
Akutan 1 1 1 1
Duich Harbor 4 4 i) 3 2 1
Wastern Bering Sea . King Cove 1 1 1 1 1 1
C. bairdi g Undesignated Kodiak 1 1
5t Paul 1 1 3 1
Flnater 4 g 1 1 3

Source: RAM [FQ dats and RCR pormit ita,

6.3 Processor operations

As with harvesters one of the primary changes in operations under the rationalization program is the
distribution of landings among processors and throughout the season. Prior to the rationalization program
in the two largest fisheries, deliveries were concentrated in a very short period (see Table 6-14). In the
Bristol Bay red king crab fishery, all deliveries were received in a period of one week or less, except in
2003, when a processor received its last delivery approximately 15 days afier its first delivery under a
special authorization. In four of five seasons leading up to the rationalization program in the Bering Sea
C. opilio fishery, all landings were completed in fewer than 20 days. In the Eastern Aleutian Islands
golden king crab fishery, all landings were completed in less than one month in the seasons leading up to
implementation of the program. In the Western Aleutian Islands golden king crab fishery, landings were
spread over a substantially longer period in the seasons prior to implementation of the program. In that
fishery, the average time between first and last landings for processors was approximately 3 months or
more.
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Table 6-14 Days between first and last delivery by processor prior to implementation of the
rationalization program

Number Number  Average . Maximum
of Median days
. plants of plants days between first days
Fishery Season raceii receiving between first d st between first
umng muliiple and last Z’;“\e:' and last
delivery deliveries  delvery delivery
2001 3 14 32 3.0 7
. . 2002 2 15 29 30 5
Bristdl Bay red king crab 2003 0 20 43 4.0 15
2004 1 16 4.6 50 7
2001 0 16 8.9 75 16
2002 1 16 17.9 20.5 38
Bering Sea C. opfic 2003 1 16 10.6 95 17
2004 2 16 8.9 8.0 16
2005 1 13 9.0 10.0 14
2001-2002 1 3 24,0 2.0 28
. 2002-2003 D 4 17.3 17.0 b2
Eastern Aleutian Islands golden king crab 2003-2004 0 4 19.5 20.0 2
2004-2005 0 4 12.8 9.5 25
2001-2002 2 4 918 8a5 179
. . 2002-2003 0 2 1730 173.0 191
Woestem Aleitian Island goiden king crab 2003-2004 5 3 85.3 2.0 154
2004-2005 1 2 87.5 97.5 122

Source: ADFG Fish tickets.
Note: Mean and medians extluds processors reseiving a single delivery.

The distribution of landings across time under the rationalization program is apparent when considering
the number of days between first and last deliveries in each fishery on a processor basis (see Table 6-13).
In the Bristol Bay red king crab fishery, most landings continue to be concentrated in a relatively short
period in the fall; however, the processing season is considerably longer than prior to the rationalization
program. In the North region, the average number of days between first and last deliveries in the first year
was approximately one month, but has shortened to less than two weeks in the second and third years.
Given the small allocation required to be landed in the North, this concentration of landings is impertant
to maintaining processing efficiencies in the North. To support that processing crews need to be brought
to the Pribilofs specifically to process these landings. Spreading these few landings over an extended
period could be costly to the processor that must maintain crews and the plant while waiting to receive
deliveries. In the South region, processing occurs over a slightly longer period, with the average processor
receiving all delivertes within a three week period or less. This concentration of landings helps
processors, since lines are not required to be kept sanitized for deliveries for an extended period. Crews in
the South also typically work in several groundfish fisheries, aiding processors in achieving efficiencies
by using crews in processing activities for the different fisheries (including groundfish and crab) as
demands arise.

In the North region of the Bering Sea C. opilio fishery, the days between a processor’s {irst and last
deliveries follows no apparent pattern across years. A few factors likely contribute to this lack of
orderliness, In first year of the program, participants in both sectors were likely leaming how to operate
under the program. Processors operating in the North expressed a clear preference for concentrating
deliveries in a short period of time, but several factors, including general lack of familiarity with use of
cooperative fishing practices may have contributed to extending processing over a period of between two
and three months. In the second year of the program harvesters had greater coordination in harvesting
practices. In addition, a processor fire delayed the start of deliveries to the North region. By the time
processing capacity came available, a substantial portion of the fleet was ready to make deliveries. These
changes resulted in processing being concentrated in a relatively short period (less than one month for the
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average processor and less than two months for the longest operating processor). In the third year of the
program, (when the TAC was substantially larger, processing was concentrated in two plants, and ice
conditions delayed fishing and deliveries), the average time between the first and last landing was
between two and three months. Alihough the larger TAC and the concentration of processing in two
plants contributed to the extended processing season, icing delayed operations requiring plants to incur
the costs of maintaining inactive crews for a period of time.

In the South region in the Bering Sea C. opilio fishery for the average processor, landings were
distributed across a noticeably longer period in the first two years, when compared to prerationalization
years. This distribution of landings over time is less costly to most processors in the South, which process
landings from competing groundfish fisheries (i.e., pollock and cod) during the early part of the year
when the C. opilio fishery is primarily prosecuted. In the third year of the program, the distribution of
landings for the average processor remained similar to the distribution in the second year, but was shorter
than in the North, where deliveries were delayed by ice conditions.

In the Eastern Aleutian [slands golden king crab fishery in the first three years of the program, processors
distributed their processing over a period of between two and three months. Since most of the processors
in this fishery also participate in the groundfish fisheries, the distribution of landings across a greater
period of time is of less importance, as crews need not be transported to the plants exclusively for crab
processing.

The average days between first and last delivery in the Western Aleutian Islands golden king crab fishery
differs year to year since the rationalization program was implemented. To some extent, these differences
arise from a failure of harvesters and processors to coordinate activities through matching shares and
committing to harvest and receive catch. In the 2006-2007 season, the limited average processing period
likely arose from a delay in the harvest of any crab from the fishery by catcher vessels until late in the
S6ason.
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- Table 6-15 Days between first and last delivery by processor {2005-2006 through 2007-2008)

Number Number of Maximum
of plants Average days Median dgys days
Season Fishery Region plants receiving betﬂ\::elna;u'st bethﬁr;ftwsl between
receiving one  multiple an first and last

delivery deliveries delivary defvery delivery

. . North 0 1 320 a2 32
Bristol Bay red k b
relo)Day red king cra South 1 9 52.6 43 88
Bering Sea C. opiio North 0 3 723 77 88
2005-2006 : South 2 7 103.1 20 202
Eastem Aleutian Islands golden king crab Seuth [1] [} 80.5 65 182
: None 0 2 162.0 162 174
Western Aleutian Island golden king crab West 1 2 776 775 116
Westem Bering Sea C. bairdi None 1 9 Bd.1 71 167
. . Naorth 0 1 13.0 13 13
Bristdl B,
ay red king crab South 1 10 17.0 15 2
. . North Li] 3 287 24 60
Bering Sea C. opib South 1 7 86.6 84 144
2006-2007 Eastern Aleulian Islands golden king crab South 1 4 59.0 72 a2
Eastern Bering Sea C. bairdi None 2 5 96.0 152 155
Western Aleutian Island golden king crab ,:I.,o : ; g i Igg 7%5 :g
Weslem Berng Sea C. bairdi None 1 5 51.8 45 141
. . North [+ 1 10.0 10 10
Bristol Bay red king crab South 0 10 363 29 84
. . North 0 2 107.0 107 108
Baring Sea C. opio South 1 9 81.9 82 119
2007-2008 Eastern Aleutian Islands goldan king crab Sauth 0 4 56.5 60 94
Eastern Baring Sea C._bairdi Nong 0 8 91.5 122.5 150
A . None 1] 2 146.5 1485 232
Western Aleutian Island gdden king wrab West 0 1 1720 172 172
Western Bering Sea C. bairdi Nene [¥] [ 67.7 59.5 115

P\ Source: RAM IFQ database.
Nole: Reglon is region of cperation of the plant i the fishery. A delivery is all offtaads from a vessel on a single day.

The number of deliveries received by each processor during each scason also affects efficiencies in the
processing sector. Receiving more, smaller deliveries may provide efficiency, if those deliveries are well-
timed and spread over a longer period. Using this approach, a processor may operate at a lower level of
throughput for a longer period, possibly operating fewer lines or slowing the rate of processing on 4 line.
Yet, poorly timed deliveries over an extended period can cost a processor that must keep crews on hand
and ready to receive those deliveries. Consequently, care must be taken in interpreting data concerning
the effects of deliveries on processors.

In the years leading up to the program, the average processor received between 10 and 15 deliveries in the
Bristol Bay red king crab fishery (see Table 6-16). The processors receiving the most deliveries received
between 34 and 40 deliveries. Since the implementation of the rationalization program, deliveries per
plant have changed in some fisheries. Since regional processing requirements apply to IPQ, examining the
processing by region is important. In the first and third years of the program, processors in the South
region in the Bristol Bay red king crab fishery took slightly more deliveries on average than prior to
implementation of the program. The single processor operating in the North region in this fishery received
at most 10 deliveries each season.
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Table 6-16 Deliveries per processor in the Bristol Bay red king crab fishery (2001 through 2007-

2008}
Number Average Median Maximum
Season Region of number of number of number of
plants  deliverigs deliveries deliveries
2001 17 135 8.0 39
2002 NA 17 14.2 11.0 41
2003 20 13.1 8.0 34
2004 17 15.0 9.0 40
North 1 100 10.0 10
2005-2006 South 10 22.7 23.0 50
North 1 7.0 7.0 7
2006-2007 South 11 148 12.0 35
North 1 8.0 9.0 9
2007-2008 South 10 217 210 54

Sources: ADFG Fish tickets and RAM IFQ database.
Note: Region is region of operation of the plant in the fishery. A delivery is all

offloads from a vessel on a single day.

In the years leading up to implementation of the program in Bering Sea C. opilie fishery, the average
processor received between 10 and slightly more than 20 deliveries (see Table 6-17). The processors
receiving the most deliveries received between 26 and 66 deliveries. Since implementation of the
program, the average number of landings at each facility in the North was more than twice the average
number of deliveries in the South. Since the IPQ in that fishery are split near 50/50 North/South, these
numbers of deliveries reflect efforts on the part of processors to consolidate processing activity to achieve
efficiencies in the North. In the North, little groundfish processing occurs in the winter. To achieve
efficiencies, processors have consolidated processing in few plants, who receive all deliveries designated
for that region. In addition, the average number of deliveries at each plant in the South is slightly higher
than the average prior to the rationalization program.

Table 6-17 Deliveries per processor in the Bering Sea C. opilio fishery (2001 through 2007-2008)
Number Average Median Maximum

Season Region of number of number of number of
plants  deliveries deliveries deliveries
2001 16 16.1 19 40
2002 17 221 25.0 66
2003 NA 17 143 17.0 3
2004 18 127 14.5 26
2005 14 13.3 13.5 27
%
North 3 37.0 37.0 39
2005-2006 South 9 17.1 17.0 37
North 3 30.0 35.0 53
2006-2007 South 8 176 130 44
North 2 80.0 80.0 101
2007-2008 South 10 240 240 50

Sources: ADFG Fish tickets and RAM IFQ databass.

Note: Region is region of operation of the plant in the fishery. A delivery is all offfoads

from a vessel on a single day.
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In the two Bering Sea C. bairdi fisheries, plants received fewer deliveries on average than in the Bering
Sea C. opilio or Bristol Bay red king crab fisheries (see Table 6-18). This lower number of average
deliveries likely arises from the relatively low TACs in these two fisheries.

Table 6-18 Deliveries per processor in the Eastern and Western Bering Sea C. bairdi fishery (2005-

2006 through 2007-2008)

Number Average Median Maximum

Fishery Season of rumber of number of number of

_ plants__ deliveries _deliveries deliveries
EasternBering  2006-2007 7 7.4 5.0 21
Sea C. bairdi 2007-2008 8 6.3 5.5 14
. 2005-2006 10 6.8 7.0 13

w

QesiemBerng 0062007 6 9.2 6.5 27
' 2007-2008 6 7.2 7.0 13

Sources: RAM IFQ database.
Note: A delivery i all offloads from a vessel on a single day.

In the years leading up to implementation of the program in the two Aleutian Islands golden king crab
fisheries, the average processor received approximately 10 deliveries, except in the Westem Aleutian
Island golden king crab fishery in 2002-2003, when only 2 processors were active (see Table 6-19 and
Table 6-20). In the Eastern Aleutian Islands golden king crab fishery and in planis outside the West
region in the Western Aleutian Islands golden king crab fishery, the number of deliveries per plant has
declined likely representing consolidation of catch in fewer deliveries in the harvest sector.

Table 6-19 Deliveries per processor in the Eastern Aleutian Islands golden king crab fishery
{2001-2002 through 2007-2008)

EAG
Number Average Median Maximum
Season of number of number of number of
plants deliveries deliveries deliveries
2001-2002 4 11.3 12.5 19
2002-2003 4 10.8 7.0 27
2003-2004 4 93 9.0 16
2004-2005 4 8.3 8.5 12
2005-2006 4 7.5 6.5 15
2006-2007 5 58 7.0 "
2007-2008 4 7.3 8.0 11

Sources: ADFG Fish tickets and RAM IFQ database.
Note: A delivery is all offloads from a vessel on a single day.
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Table 6-20 Deliveries per processor in the Western Aleutian Islands golden king crab fishery
(2001-2002 through 2007-2008)

WAG
Number Average Median Maximum
Season Ragion of number of number of number of
plants  deliveries deliveries deliveries
2001-2002 6 10.5 7.0 3
2002-2003 NA 2 22.0 22.0 36
2003-2004 4 9.5 6.0 25
2004-2005 3 1 _0.7 13.0 18
None 2 5.0 5.0 6
2005-2006 Waesi 3 3.7 4.0 6
None 2 4.0 4.0 5
2006-2007 West 1 2.0 2.0 2
None 2 6.0 6.0 3]
2007-2008 West 1 5.0 5.0 5

Sources: ADFG Fish tickets and RAM IFQ database.

Note: Region is region of operation of the plant in the fishery. A delivery is ali offioads
from a vessel on a single day.

Clearly, the largest effect of the program on processing operations has arisen from the extended seasons
in the fisheries. In some cases (particularly in the South region), processors have operated fewer crab lines
and reduced peak operating crews. Use of fewer lines reduces both labor and capital costs associated with
opening, configuring, and maintaining lines. Reductions in peak crews allow processors to save on
transportation costs associated with bringing in crew for the short crab seasons. In some instances,
savings on overtime labor may also be realized. In the North region, these savings are less available as
plants in that area typically process only crab during the periods when the crab fisheries are open. In
North plants, concentrating processing activity into a short period is needed to achieve efficiencies. With
processing consolidated in fewer plants, the processing season is substantially longer, but operations are
conducted in a manner similar to before implementation of the program.

Scheduling deliveries around available processing windows is critical to processor efficiencies. The
importance and the success of processors in scheduling deliveries have varied across time, location, and
fisheries. At times in the first year of the program, harvester/processor relationships were particularly
strained by attempts of both sectors to dictate scheduling of deliveries. Although some conflicts have
continued to arise in the last two years, most delivery scheduling issues have been resolved amicably. In
the case of processors in the North region, scheduling of deliveries is critical to maintaining processing
efficiencies under the program. Harvesters are generally sensitive fo these circumstances and put some
effort into cooperating with processors’ operational schedules. Processors in the South have more latitude
to move effort among crab and groundfish species production. Despite this greater flexibility, delivery
scheduling occasionally causes tension between the sectors.

Processor efforts to achieve efficiencies in scheduling deliveries may conflict at times with custom
processing arrangements. Although custom processing arrangements aid processors through
consolidation, the matching of shares and buyer/cooperative relationships have at times complicated
delivery arrangements at plants receiving deliveries for multiple buyers.

6.4 Processing labor

Little information concerning the effects of the program on processing labor is available. The lengthening
of scasons and greater distribution of landings across those seasons has reduced peak staff levels in plants

Three-year review of Crab Rationalization 60
Program for BSAI crab fisheries — December 2008

'



in the South during the Bristol Bay red king crab and Bering Sea C. opifio processing seasons. Although
these changes in delivery patterns, at times, mean less overtime for staff, in some instances, they may
allow longer term employment, particularly for crews that work in both groundfish and crab fisheries. In
addition, processors may be able to secure better trained or more suitable crews, as short term
employment requirements decline. These changes can improve safety and performance in plants.

In the North region of the Bering Sea C. opilio fishery, processing patterns have changed under the
extended seasons, but processing labor works under terms and conditions similar to those prior to
rationalization. Processors attempt to concentrate deliveries to achieve efficiencies. This scheduling
means plants operate at set capacity for a period of time with employees working relatively long hours
and earning substantial overtime pay. Fewer persons are employed, as processing is consolidated into
fewer plants, but those plants tend to operate for an extended period. Although the seasons last a few
months (as opposed to a few weeks) work is short term with all employees brought in exclusively for the
crab season.” In some cases, these employees are relatively long term employees of the processor who
work in other plants. In others, they are short term employees hired exclusively for crab processing.

In the other program fisheries, most processing is done by crews that work in both groundfish and crab
fisheries, with crews shifting among different species production as demands arise. These crews tend to
be longer term employees, working several months for the processor. The change to rationalization has
had little affect on processing workers active in these fisheries, but to the extent that rationalization has
allowed fisheries to be prosecuted that might otherwise have been closed (e.g., the two Bering Sea C.
bairdi fisheries) processing workers have benefited from additional employment.

7 CDQ GROUP AND ADAK COMMUNITY GROUP
PARTICIPATION IN PROGRAM FISHERIES

Community development quota (CDQ) groups and the community group representing Adak annually
receive 10 percent of the TAC of each of the program fisheries prior to allocations being made under the
program, The Adak group receives 10 percent of the Western Aleutian Islands golden king crab TAC,
while the CDQ groups divide 10 percent of the TAC in the other fisheries. These CDQ and Adak
allocations are exempt from the crab rationalization program management and are fished under separate
CDQ regulations. In addition, CDQ groups hold interests in shares issued under the program. This section
examines the extent of CD(QQ and Adak holdings under the program and the integration of fishing of CDQ
and the Adak allocations with program allecations.

7.1 CDQ and Adak community group share holdings

Both before and after implementation of the rationalization program, CDQ groups have made substantial
investments in the program fisheries. In the 2007-2008 season, neither CDQ groups nor the Adak
community group held any PQS directly. CDQ groups and the Adak community group have acquired
PQS interests recently and may also have indirect holdings of PQS.

Four of the six CDQ groups had direct holdings of QS during the 2007-2008 season. In addition, it is
believed that some CDQ groups also have indirect holdings. Direct holdings alone show that CDQ groups
have substantial interests in most program fisheries. The Adak community group has no direct QS
holdings in the program fisheries. CDQ holdings are greatest in the Eastern Aleutian Islands golden king
crab fisheries, in which CDQ interests exceed 30 percent of the QS. CDQ groups also directly hold in

" In the case of floaters used in the North region C. opilio fishery, some employees may remain with the plant to
work in other fisheries in other areas.
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excess of 6 percent of the QS in both of the major fisheries (the Bristol Bay red king crab and the Bering -~
Sea C. opilio fishery).

Table 7-1 CDQ group direct holdings of QS

COQ group holdings of COQ group holdings of CDQ group
calchar procassar OS catcher vessel OS5 heldings of 21 QS
Fishary 3 pemenﬂas percent @ percent( percent Number of as parcent
in units omzm of ﬁsr;ry in units upezﬁon of ﬂsh:y rgl;“l‘:"g; inits | of qﬁ:';:y
ype | ¥° ype | *° as |
Bristol Bay red king crab 1250587 7.4 03 23,444,451 63 5.0 4 24,685038 63
Bering Sea C. oplio 8061548 9.1 08 59,169,661 87 B1 4 87,231,210 689
Eastern Alautian lslands galden king crab 2561237 321 30.5 2 961,237 30.5
Easlern Bering Sea €. bairdi 915,502 7.0 a5 10,760,865 4] 55 4 11,704 457 60
Pribilef red and blue king crab 1,307,970 45 45 3 1,307,970 45
St Matthew Island blue king crab 1491571 B2 51 3 149151 51
Western Aleutian Isliands golden king creb 4,604,466 224 120 K3 4,664,466 120
Western Meutian Isiands red king arab 1,017,010 29 17 3 1,017,010 i7
Westarn Bsring Sea C. bardi 915,592 7.0 0.5 10.821.156 6.0 5.5 4 11,736,748 5.0

Source; RAM QS datsdase {2007-2008).

7.2 Harvest of CDQ and Adak allocations

CDQ groups may, and do, harvest their allocations using vessels of both operation types (catcher vessel
and catcher processor). The distribution of catch between the operation types, however, cannot be shown
because confidentiality limits prevent disclosure of catch information of the few catcher processors that
harvest CDQ allocations. The number of vessels of each operation type may be shown. In all CDQ
fisheries, at least one or two catcher processors actively harvest CDQ allocations. In the Western Aleutian
Islands golden king crab fishery, the Adak allocation is harvested exclusively by catcher vessels.

Table 7-2  Participation in program and CDQ fisheries by operation type (2005-2006 through 2007-

2008)
Participation in program | Parficlpaton m CDQ
fisheries fisherias
Fishery Season by by by
by catcl|1e | catcher caicher catcher
vessels processors| vessels | processars
X 2005-2006 88 4 11 2
f;g“:rf;y red 20062007 79 3 12 7
2007-2008 72 3 8 2
N 2005-2006 76 4 13 2
Bering Sea —
i 2006-2007 66 4 10 2
. apilic ey
20072008 74 4 10 2
Eastern Aleutian Islands 20052006 6 ! 3 0
golden king crab 2006-2007 5 1 3 0
2007-2008 3 1 | 3 0
‘Eastern Bering Sea 2006-2007 33 3_ | 3 1
C. bairdi 2007-2008 19 1 2 1
Western Aleutian Islands gggggggs g 1 ] g
golden king crab® - 2 0
2007-2008 2 1 1 Q
. 2005-2006 42 2 G Q
Western Be Se
> Bering Sea 20062007 34 2 7 1
C. bairdi
- 2007-2008 26 1 5 1
Source: RAM IFQ database, 2005-2006, 2008-2007, and 2007-2008.
* Adak allocation, !
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The integration of the harvest of CDQ allocations with program fishery allocations can be shown by
examining the number and quantities of landings that inciude both program and CDQ allocations. In the
Bristol Bay red king crab fishery, between approximately one-half and two-thirds of annual CD() harvests
have been landed with harvests from the program fishery allocations. In the Bering Sea C. opilio fishery,
between 25 and 40 percent of the annual CDQ harvests are landed with harvests from the program
fisheries. In the other program fisheries, amounts of CDQ landings cannot be revealed because of
confidentiality limitations. In most years in those fisheries, more landings comprised of exclusively CDQ
harvests have been made than landings that include both CDQ and program fishery harvests. Although the
effects of these combined activities do not show the marketing of these landings, they suggest that CDQ
groups have actively integrated fishing of their allocations with harvest of program allocations.

Table 7-3 Landings of CDQ group and Adak community group allocations {2005-2006 through

2007-2008)
m;e:mmﬂnssgou Detiverice of exclusively COQ harvests
Fishery Sanson Number | Numbar cpQ Percentof | Number ) Number [ Percent of
af of unds DA caicher of of nds CODQ calcher
vessels | deliveries| P° vessel catch | vessels | dativeries| P vessel catch
. 2005-2006 g 11 G601, 781 47.3 a 12 G71.730 52.7
B 1| e el z
P 20062007 X 4| 826,638 861 6 B | 423661 | 335
2007-2008 7 13 789,806 51.8 <] 11 743.129 482
Bering Sea 2005-2006 8 [ 7,119,106 an.7 ] 14 | 1,631,838 593
C. apiio 2006-2007 7 ] T33.567 31.5 7 14 1,571,806 EA.5
: 2007-2008 g 1 970,809 24,8 ] 21 | 2,950,805 75.2
Eastem Aleutian (slands 20052005 2 Z . _ : 4 , :
golden king trab 2006-2007 3 5 1
2007-2008 2 2 * 1 1 . b
Eastem Bering Sea 2008-2007 H 2 * 1 1 * >
C. bairdi 2007-2008 1 F 1 2 . -
Weslem Aleutlan Jslands [ — 20002000 1 L - i ! 3 - -
golden king crab® 2006-2007 1 1 2 4
2007-2008 1 2 b i 1 2 : :
Wastarn Baring Sea 2005-2006 5 [ 11 3:0'5? T‘l'. ] E 4 44 :I BB 2?1
C. bairdi 2008-3007 2 2 7
2007-2008 7 : :

Source: RAM IFQ databasa, 2005-2008, 2008-2007, and 2007-2008.
* wilhhald tor confidentallky.
** Adak sllecalion.

8 CRAB MARKETS AND PRICES

This section briefly summarizes market conditions in the first three years of the program. A short
summary of recent first wholesale prices is also included. Crab harvested in program fisheries is sold in
an intemational market in which landings from high-volume crab producing countries such as Canada and
Russia largely determine world prices. Program fisheries have accounted for only a small percentage of
the overall supply in their primary markets, Japan and the United States. Consequently, the Alaska crab
industry has very limited ability to influence prices for Alaska product (Herrmann and Greenberg 2006).

8.1 Red king crab markets

For the past several years the market and prices for Bristol Bay red king crab have been especially
affected by Russian king crab production. In the first season of the program (2005-2006), the Russian
supply of red king crab increased substantially, pushing prices for Bristol Bay red king crab down. Prices
declined steadily, bottoming out in 2006 as the increase in the crab supply caused by the expansion of
Russian crab exports continued. A price increase that started in late 2006 was stimulated by a sharp drop
in Russian production, together with a more aggressive Japanese market and growth of king crab as a
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promotion item by high volume U.S. retailers (Sackton, 2007a). That recovery in prices continued in 2008
due to a persistent lack of Russian product (Urner Barry, 2008).

8.2 C. opilio markets

In the first season of the program, the demand for Bering Sea C. opilio was poor in both the Japanese and
U.S. markets, as buyers cut back purchases in response to high prices in 2005, Large inventories of unsold
product from 2005 caused prices to plummet in 2006. Disruptions in important tourist markets in late
2004 and early 2005 (such as the unusually destructive hurricanes in the southern United States)
contributed to this inventory buildup (Department of Fisheries and Oceans, Canada, 2007). Moreover,
increased Canadian shipments of C. opifio to the United States from the Gulf of St. Lawrence and
Newfoundland and record catches of Dungeness crab on the West Coast added to the downward pressure
on Bering Sea C. opilio prices. In early 2007, Bering Sea C. opilio prices rebounded, stimulated in part by
strong demand from U.S. and Japanese retail buyers drawn to the snow crab market by the low prices in
the preceding year, In addition, the steadily declining exchange rate between the U.S. and Canadian dollar
prompted many Newfoundland C. apilio producers to place a portion of their harvests in inventory, in
hopes of higher prices in the U.S. market (Sackton, 2007¢). Bering Sea C. opilio prices remained high in
early 2008 as a result of drop in West Coast Dungeness crab production and the cut back on exports of
king crab from Russia.

8.3 C. bairdi markets

The 2005-2006 C. bairdi fishery was the first since 1996, causing some uncertainty over whether C.
bairdi would draw a substantial premium over C. opilio, as it had historically. In the first few years of the
program, C. bairdi prices have generally tracked closely with C. opilio prices. Inconsistent quality has
likely contributed to most C. bairdi drawing a price similar to large C. opilic (Sackton, 2007¢c). In
addition, the relatively small TACs of C. bairdi, have limited the extent to which its products can develop
greater independence from the C. opilio market.

8.4 Golden king crab markets

In the first scason of the program, Aleutian Islands golden king crab prices declined substantially,
tracking the price for red king crab products. This trend continued into the second season, as an
abundance of competing small sized red king crab imports further weakened prices. In the third season,
prices for golden king crab recovered, in part because of a decline in the availability of small red king
crab from Russia, which competes with golden king crab. This increase in demand for golden king crab
continued through the third season of the program (Sackton, 2007b).

8.5 New market development/changes in existing markets

For many years, the majority of king and snow crab products from Alaska have been brine frozen and
blast/plate frozen “‘sections” or “clusters”, e.g. a group of legs and a claw from one side of a crab with the
connecting shoulder still attached. Depending on the market, prior to final sale the sections may be
separated into individual legs, sized, and graded.

One of the goals of the crab rationalization program is to increase the value of production from the
fisheries. Some product development has occurred since the program began. A few processors and
brokers have attempted to develop live and fresh crab markets in the U.S. and abroad. Processors,
including catcher processors, have also produced more whole frozen crab, a small but possibly growing
market. In addition, at least one processor has processed crab by breaking down sections into single legs
prior to cooking to increase value and recovery. These market developments have generally focused on
red king crab, the crab that is best suitable for development of new high-end markets. While these
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attempts to develop new markets are encouraging to some observers, overall the progress in market
development has been slower than in most fisheries undergoing rationalization.

A few characteristics of the Bering Sea and Aleutian Islands crab fisheries have likely slowed product
innovation. First, the requirement that all crab harvested in BSAI fisheries be processed live was in effect
before the rationalization program began; consequently, the opportunities to make product guality
improvements were less than those commonly observed in the transition to share-based management in
other fisheries. Secondly, the distance to markets and less reliable air service in remote processing
locations pose challenges to processors attempting to innovate with products with relatively short shelf
lives, such as live crab and fresh crab. Thirdly, development of new product forms, such as more heavily
processed products, may require significant outlay of capital or increases in labor, which may be more
costly in remote Alaska communities where most of the crab from program fisheries is processed. Finally,
the recent market price for shellfish sections has been so high that processors may have little incentive to
produce anything else. The higher price received for value added products, such as meat, may not offset
the yield loss of thoss products.

Product improvement can also occur through more selective harvests or retention. Under the program,
allocations are exclusive and discards are not counted against that allocation; therefore, harvesters can
discard less desirable crab without risking loss of catch. In the first year of the program, the Bristol Bay
red king crab fishery showed high discard rates for legal male crab (Barnard and Pengilly, 2006). It is
believed that most of these discards were crab with “old” or “‘dirty™ shells (i.e., shells that are barnacled or
show other discoloration). These crab can bring substantially lower market prices, as they are less visually
appealing (Sackton, 2007a). Processors, in turn, may pay harvesters less for old shell crab, particularly
when this crab exceeds a certain percentage of a delivery. In response to these incentives, discard rates in
the first Bristol Bay red king crab fishery under the program were substantially greater than historic
discard rates for legal size male crab (Bamard and Pengilly, 2006). In the following year, ADF&G
reduced the TAC in the fishery to take into account the bycatch mottality during the previous season.
Since that time, discard rates have retumed to levels observed prior to rationalization. This reduction in
discards is believed to have arisen from processors removing price differentials based on quantities of old
shell ¢crab in a delivery and the disincentive created by the downward adjustment of the TAC to account
for discards in the second year of the program.

8.6 Ex vessel prices and terms of delivery

Ex vessel pricing structures have changed under the rationalization program. To assess how changes in
pricing structure have affected negotiations and pricing, the section begins with a brief discussion of pre-
rationalization delivery terms (including ex vessel pricing). After that discussion, this section describes
delivery terms under the rationalization program, including those terms for Class A IFQ landings and
Class B and € share IFQ landings.

8.6.1 Delivery terms under the LLP

Prior to the rationalization program, harvests in most Bering Sea and Aleutian [slands crab fisheries were
consolidated over a short season. Pricing practices differed somewhat between fisheries with relatively
short seasons and a relatively high number of participants (such as the Bristol Bay red king crab and
Bering Sea C. opifio fisheries) and fisheries with fewer participants and longer seasons (such as the
Aleutian Islands golden king crab fisheries). These differences in ex vessel pricing across fisheries are
highlighted below.

Pricing in the Bristol Bay red king crab and Bering Sea C. opilio fisheries
In the years leading up to implementation of the rationalization program, harvesters in the Bristol Bay red
king crab and Bering Sea C. opifio fisheries coordinated most price negotiations. Since the early 1990s,
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the Alaska Marketing Association (AMA) represented a substantial share of harvesters in price
negotiations in the largest crab fisheries—the Bristol Bay red king crab, the Bering Sea C. opilio, and the
Bering Sea C. bairdi fisheries. Informal discussions indicate that AMA membership has ranged from 25
to 95 percent of all catcher vessel owners participating in these fisheries.

Approximately one month prior to each season opening, AMA representatives met with cach of the major
crab processors to informally discuss the markets for crab products. Based on these discussions and
information gathered through its own market research, AMA representatives would determine an
expected price for crab, which it would communicate to the processors. The AMA would then solicit
price offers from each processor and submit those offers to its members for a vote. This process of
soliciting prices would continue until a price offer acceptable to AMA members was received. Since
deliveries were unrestricted, once an acceptable offer was received from a processor all other processors
usually matched that offer in order to maintain market share. Prices generally remained constant over the
short seasons. In 2001, AMA members created an incentive for higher price offers in the Bristol Bay red
king crab fishery by informally agreeing to reward the processor that offered the accepted price with
additional deliveries. AMA members made a similar agreement for the 2002 Bering Sea C, opilio fishery.

If an acceptable price was not received prior to the seasoning opening, catcher vessels would not begin
fishing. For example, in both the 2000 and 2001 Bering Sea C. opilio seasons harvesters did not begin
fishing until several days after the announced opening because no processor had offered an acceptable
price during pre-season price negotiations. Although not all vessel owners were members of the AMA,
the entire catcher vessel fleet remained at port until an acceptable price was received by the AMA.
Catcher processors, on the other hand, did not abide by these “stand downs” but began fishing at the
opening of the season. These boats were unaffected by the price negotiations because they process their
own crab. Fishing by catcher processors, however, had the potential to weaken the negotiating position of
catcher vessels by reducing the amount of fish available for harvest after a price agreement was reached.

The pricing process in the fisheries typically established two prices—the main price applied to higher
value, new shell crab (grade 1) and a secondary, lower price was established for lower value, old shelt
crab (grade 2). The price differential reflected the differences in prices the two grades brought in
wholesale and retail markets. The ex vessel price difference between grades often varied substantially
across processors. In general, the price difference averaged approximately 25 percent of the grade 1 price
($1.00 per pound for red king crab and $0.25 for C. opilio), but in some instances the price difference was
much greater.

Although this informal system established a single price for each grade of crab, price competition among
processors existed on a minor scale. Occasionally, some processors offered small bonuses (e.g., $0.05 per
pound) or used different grading practices to attract additional vessels. In addition, a few harvesters
preferred to handle their own price negotiations rather than be represented by the AMA,

Ex vessel pricing could also vary regionally for a number of reasons. In fisheries where vessels made
several deliveries, the availability of goods and services in a delivery location can be important to
harvesters. Food, bait, fuel, and good port facilities could make a processor more attractive to vessels
wishing to offload harvests. Processors in locations that offer fewer goods and services were at times
compelled to pay a price premium to induce harvesters to sell their catch. Processors more distant from
grounds might also be required to pay a higher price to compensate harvesters for increased transiting
time and costs and higher risk of deadloss (and possibly for time away from the grounds if harvesters
made midseason deliveries). Proximity to markets could also influence ex vessel prices. Processors with
less access to markets sometimes paid slightly less for crab because they were required to bear a higher
cost to transport the crab to markets.
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Pricing in the Aleutian Islands golden king crab fisheries

Historically, the Aleutian Island golden king crab fisheries had far fewer participants than the Bristol Bay
red king crab and Bering Sea C. opilio fisheries. Seasons in these golden king crab fisheries also lasted
several months, in contrast to seasons shorter than one month in the Bristol Bay red king and Bering Sea
C. opilio fisheries. As a result, ex vessel pricing practices differed substantially in the Aleutian Islands
golden king crab fisheries.

Longer seasons in the Aleutian Islands golden king crab fisheries allow for substantial in-season price
fluctuations, which are uncommon in the short season fisheries. The long seasons with fluctuating prices
complicate collective negotiation of ex vessel prices by participants in the Aleutian Islands golden king
crab fisheries, Traditionally, harvesters in these fisheries negotiated prices independently. Only recently
did some harvesters use collective action to negotiate ex vessel prices for a portion of the fleet.

8.6.2 Delivery terms under the rationalization program

The different catcher vessel IFQ types (Class A IFQ v. Class B and C share IFQ) may bring different
prices because of the different limitations on use of those shares and the effects of the arbitration program
on Class A IFQ landing prices. Class A IFQ must be delivered to a holder of unused IPQ and are subject
to the arbitration system, which guides both delivery negotiations and price formation. Class B and C
share IFQ may be marketed and sold freely. Moreover, negotiations of prices and terms of delivery are
likely to occur independently for the different share types to avoid potential infractions of the statute that
prohibits processors from using IPQ to leverage Class B IFQ deliveries. That statute specifically provides:

f the Secretary determines that a processor has leveraged its Individual Processing Quota shares
to acquire a harvester{']s open-delivery ‘B shares’, the processor's Individual Processor Quota

shares shall be forfeited.

For these reasons, the price setting and delivery terms for Class A IFQ are discussed separately from
those for Class B and C share 1FQ. This section begins with a detailed discussion of pricing of Class A
IFQ landings (including the arbitration system). The section concludes with a discussion of landings of
Class B and C share [FQ and distributional issues related to the use of those shares. Where relevant, the
interactive effects of the IFQ types on the distribution of benefits between harvesters and processors are
discussed.

Data limitations complicate efforts to discern differences in ex vessel prices across share types. The only
data collected by NOAA Fisheries that show price by share type are elandings data.”® These data are
collected at the time of landing and do not include any post-landing payments, which are reportedly an
important part of pricing under current practices. Consequently, elandings price data may be misleading
and are not presented here. Instead, the discussions of ex vessel prices for different share types rely
primarily on information reported by fishery participants.

During the first three years of the rationalization program a number of outside factors created significant
challenges for program fishery participants. In the first two years of the program, prices for red king crab,
C. opilio crab, and golden king crab products were considerably lower than in the preceding vears. The
relatively poor market for crab economically stressed all participants in the fisherdes, contributing to
contentious price negotiations and lowering the financial returns of all participants. Since the program’s
implementation, marine fuel prices have escalated sharply, thereby substantially driving up vessel
operating costs. In addition, the Bering Sea C. opilio fishery experienced a few specific difficulties: heavy
ice at times in the 2006, 2007, and 2008 seasons disrupted fishing and deliveries of landings to the

T Economic data reports included ex vessel price by share type beginning in the 2006 calendar year.
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Pribilofs, and a fire on a processing platform in January of 2007 disabled the facility for approximately
one month. In assessing the performance of the program, these various events should be kept in mind, as
they significantly affected negotiations between the fleet and processors during the initial years of the
program.

8.7 Pricing and terms of Class A IFQ/IPQ deliveries

This section describes the pricing and terms of delivery of Class A IFQ landings in the first three years of
the program, The arbitration system defines a procedure for matching Class A IFQ to IPQ, and the
binding arbitration procedure that is available to IFQ holders who are unable to negotiate terms of
delivery (including prices) for Class A IFQ/IPQ deliveries. As such, the arbitration system effectively
defines the ex vessel prices of Class A IFQ landings (and has a great influence on other delivery terms).
Consequently, this section largely focuses on the workings of the arbitration system.

8.7.1 Description of the arbitration system

The arbitration systemn serves several important purposes in the program, including dissemination of
market information to facilitate negotiations, the coordination of matching Class A IFQ held by harvesters
to IPQ held by processors, and a binding arbitration process to resolve terms of delivery.

The arbitration process begins with the two sectors (harvesters and processors) jointly selecting a “market
analyst” who produces a market report, a “formula arbitrator,” who develops a price formula specifying
an ¢x vessel price as a portion of the first wholesale price, and a pool of “contract arbitrators,” who
preside over any binding arbitration proceedings. The market report and formula price are required to be
released at least 50 days prior to the season opening. The market analyst and formula arbitrator (who may
be the same person) generate the market report and formula price, respectively, based on any relevant
information.”’ Neither the market report nor the formula price has any binding effect. Rather, they are
intended to provide baseline information concerning the market and a signal of a reasonable price.

Matching of Class A IFQ with TPQ is facilitated through a process of share commitments and
dissemination of information concerning available shares. For a 5-day period starting when IFQ and IPQ
are issued, shares are matched only by mutual agreement of share holders. After that period has expired,
shares may be matched either by agreement or by unilateral commitment of the IFQ holder. Throughout,
holders of uncommitted IPQ are required to report the amount of uncommitted shares held to holders of
uncommitted IFQ (updating that report within 24 hours of any change). Although this share matching
process may aid in establishing commitments to deliver and receive Class A IFQ landings, the terms of
those transactions may be disputed (i.e., the commitments need not define the terms of the delivery). If
the parties are unable to negotiate terms, an arbitration procedure may be used to resolve those terms.

An [FQ holder that is not able to resolve all terms of delivery with a processor to whom it has committed
deliveries may unilaterally initiate an arbitration proceeding. Once a proceeding is initiated, harvesters
that are party to the proceeding select an arbitrator to preside over the specific proceeding from the pool
of arbitrators jointly selected earlier. The window for initiating arbitration is 10 days long, beginning 5
days after the allocation of [FQ and IPQ. The starting point for initiating arbitration coincides with the
start of the period during which harvesters may unilaterally commit IFQ to a processor. Once an

*I"The Council recently adopted an amendment that, if approved by the Secretary of Commerce, will allow the
arbitration organizations to determine the timing and content of the market report. The amendment will allow the
report and any supplements to be prepared mid-season to provide current market information, The report may rely
only on publicly available information to ensure that it is not used for anticompetitive purposes. Under the current
rule, private information may be used provided the information is at least three months old at the time the report is
published and is aggregated from at least five independent entities.
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arbitration proceeding is initiated with an IPQ holder, any holder of IFQ that has committed shares to that
IPQ holder may join the arbitration proceeding. This ability to join is critical because the system limits
each processor to a single arbitration proceeding. A last opportunity to make use of arbitration is available
for harvesters that choose not to join a proceeding. After arbitration is completed, any holder of
uncommitted [FQ can bind the IPQ holder to the terms of the proceeding by committing deliveries to the
IPQ holder.

Binding arbitration proceedings are conducted on a “last best offer” basis. Under this system, each party
to the proceeding submits a “last best offer”. The role of the arbitrator is to select one offer from each of
the two competing offers. In binding arbitration involving two or more harvesters, each harvester may
either submit an independent offer or join a collective offer (as part of a Fishery Collective Marketing Act
(FCMA) cooperative). The processor submits a single offer. For each harvester offer, the arbitrator’s role
is to select either that harvester’s offer or the processor’s offer (which applies to all harvesters).

Since the full effects of the program on the timing of fishing and marketing activities were not
predictable, the arbitration system allowed participants to modify the arbitration timeline, This “lengthy
season” approach allows [FQ and IPQ holders that have committed deliveries to negotiate a modified
schedule for arbitration. If the parties are unable to agree on the lengthy season approach, they may
arbitrate whether to adopt that approach and the timing of the proceeding. Agreements to use the lengthy
season approach to arbitration must be entered into prior to the opening of a program fishery.

An important aspect of the arbitration system is the flow of information among the parties. To effectively
participate in the program, holders of uncommitted IFQ need timely updates on the availability of
uncommitted [PQ, the initiation of arbitration proceedings, and the outcome of these proceedings. Equally
{or more) important are limitations placed on the flow of information in order to prevent potential
collusive behavior. Allowing price and share holdings information, which is necessary for IFQ holders to
participate in the system, to flow to [PQ holders could enable some IP() holders to unfairly leverage their
position in the limited landings market.

The arbitration program is administered through a series of contracts among share holders and arbitration
organizations formed by share holders in the fisheries, These organizations are responsible for
establishing the administrative aspects of the arbitration system, including selecting arbitrators,
coordinating the dissemination of informaticn concerning uncommitted shares among the participants,
ensuring confidentiality of sensitive information, and collecting payments to disburse program costs. All
share holders from both sectors are required to join an arbitration organization by May 1¥ of each year.”

NOAA Fisheries will not issue IFQ or IPQ in a program fishery until arbitration organizations
representing enough QS and PQS holders to account for at least 50 percent of the QS and 50 percent of
the PQS issued for a fishery select the market analyst, formula arbitrator and a pool of contract arbitrators,
and notify NOAA Fisheries of their selection. This requirement is intended to ensure that the arbitration
system is in place prior to the start of the fishery. Separate organizations are required for harvest share
holders and processing share holders. Holders of harvest shares that are affiliated with holders of
processing shares are required to join an arbitration organization for purposes of facilitating share
matching and administration. Due to antitrust concerns, these “affiliated harvesters” are not permitted to
join an organization that includes unaffiliated harvesters and are not permitted to use a binding arbitration
proceeding to settle terms of delivery.

** Holders of exclusively catcher processor shares are exempt from the requirement of arbitration organization
membership because they are not subject to the processor landing requirements. In addition, C share holders are
exempt from the requircment becausc the IPQ landing requirements do not apply to C shares.
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To ensure predictability and faimess, the arbitration system sets forth standards to be followed by formula
arbitrators and contract arbitrators. The specific standards applicabie to the two different arbitrators
follow {with substantive differences bolded):”

{2} The contract with the Formula Arbitrator must specify that:

(i) The Formula Arbitrator will conduct a single annual fleet-wide analysis of the markets for crab to
establish a Non-Binding Price Formula under which a fraction of the weighted average flrst
wholesale prices for crab products from the fishery may be used to set an ex-vessel price; and

(i} The Non-Binding Price Formula shall:

(A) Be based on the historical distribution of first wholesale revenues between fishermen and processors in
the aggregate based on amm's length first wholesale prices and ex-vessel prices, taking into
censideration the size of the harvest in each year; and

{B) Establish a price that preserves the historical division of revenues in the fishery while considsring the
following:

{1} Current ex-vessel prices, including ex-vessel prices received for crab harvested under Class A,
Class B, and CVC IFQ permits;

{2) Consumer and wholesale product prices for the processing sector and the participants in arbitrations
(recognizing the impact of sales to affiliates on wholesale pricing);

(3} Innovations and developments of the harvesting and processing sectors and the participants in
arbitrations (including new product forms);

(4) Efficiency and productivity of the harvesting and processing sectors (recognizing the limitations on
efficiency and productivity arising out of the management program structure);

(58} Quality (including quality standards of markets served by the fishery and recognizing the influence of
harvest strategies on the quality of landings);

(6) The interest of maintaining financially healthy and stable harvesting and processing sectors;

(7) Safety and expenditures for ensuring adequate safety,

(8) Timing and location of deliveries; and

(2) The cost of harvesting and procassing less than the full IFQ or IPQ allocation (underages) to avoid
penaities for overharvesting IFQ and a mechanism for reasonably accounting for deadloss.

{C) Include identification of varicous relevant factors such as product form, delivery time, and
delivery location.

{D) Consider the “highest arbitrated price” for the fishery from the previocus crab fishing season,
where the "highest arbitrated price” means the highest arblitrated price for arbitrations of IPQ
and Arbitration IFQ which represent a minimum of at least 7 percent of the IPQ resulting from
the PQS in that fishery. For purposes of this process, the Formula Arbitrator may aggregate up
to three arbitration findings to collectivaly equal a minimum of 7 percent of the IPQ. When
arbitration findings are aggregated with 2 or more entities, the lesser of the arbitrated prices of
the arbitrated entities included to attain the 7 percent minimum be considered for the highest
arbitrated price. B0 CFR 680.20{(g}{(2}

(4) Basis for the Arbitration Decision.
The contract with the Contract Arbitrator shall specify that the Contract Arbitrator will be subject to the
following provisions when deciding which last best offer to select.
(i) The Contract Arbitrator's decision shall:

{A) Be based on the historical distribution of first wholesale revenues between fishermen and processors in the
aggregate based on arm’s length first wholesale prices and ex-vessel prices, taking into consideration the
size of the harvest in each year; and

{B) Establish a price that preserves the historical division of revenues in the fishery while considering the
following:

(1} Current ex-vessel prices, including ex-vessel prices received for crab harvested under Class A IFQ,
Class B IFQ, and CVC IFQ permits;

(2) Consumer and wholesale product prices for the processing sector and the participants in the arbitration
(recognizing the impact of sales to affiliates on wholesale pricing);

(3) Irnovations and developments of the harvesting and processing sectors and the participants in the
arbitration (including new product forms};

“ In the regulation, “Arbitration IFQ” refers to Class A IFQ held by harvesters that are not affiliated with a PQS
holder. These “Arbitration IFQ™ are the only IFQ for which delivery terms may be arbitrated.
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(4) Efficiency and productivity of the harvesting and processing sectors (recognizing the limitations on
efficiency and productivity arising out of the management program structure);

(5) Quality (including quality standards of markets served by the fishery and recognizing the influence of
harvest strategies on the guality of landings);

(6) The interest of maintaining financially healthy and slable harvesting and processing sectors;

(7) Safety and expanditures for ensuring adequale safety;

{8) Timing and location of deliveries; and

(9) The cost of harvesting and processing less than the full IFQ or IPQ allocation (underagas) to avoid
penalties for overharvesting IFQ and a mechanisrn for reasonably accounting for deadloss.

(C) Consider the Non-Binding Price Fermula established in the fishery by the Farmula Arbitrator, 80
CFR 680.21(h){4)

As set out, the standards applicable to the two different arbitrators are both intended to “establish a price
that preserves the historical division of revenues in the fishery” while considering several factors. The
findings of both arbitrators should be based on the historical division of “first wholesale revenues
between fishermen and processors in the aggregate based on arm’s length first wholesale prices and ex-
vessel prices, taking into consideration the size of the harvest each year.” Within the context of this
primary standard, the arbitrator is directed to take into account the listed factors,

The differences between the standards applicable to the formula arbitrator’s non-binding formula and the
contract arbitrator’s last best offer finding do not appear to substantively change the general approach to
be applied. Both arbitrators must consider a number of commeon factors. In addition, the formula arbitrator
is required to identify relevant factors, such as product form, delivery time, and location. This direction
suggests that the arbitrator has the latitude to distinguish among product forms, delivery locations, and
delivery times in the pricing formula, if appropriate. The formula arbitrator is required to consider the
“highest arbitrated price™ from the previous season. To ensure that the price is generally applicable, it
must apply to at least 7 percent of the IPQ in the fishery. In turn, the contract arbitrator is required to
consider the non-binding price formula produced by the formula arbitrator in deciding a contract in a last
best offer proceeding. These two requirements effectively create a feedback between the non-binding
arbitration of the formula arbitrator and the binding arbitration of the contract arbitrator. By providing the
formula arbitrator with the submissions from the binding proceedings, the formula arbitrator can provide
some guidance on factors at issue in the prior year’s binding proceedings. Less structured than a formal
record of opinion from the binding process (which has been suggested by some participants), this
informal feedback creates a flexible system under which the application of the standard is both adaptive
and predictable.

Both formula and contract arbitrators are instructed to consider any relevant information presented by the
parties. In this context, the standards appear to direct the arbitrators to establish a price that preserves the
historical division of first wholesale revenues, while at the same time allowing them to consider other
relevant information, including information relevant to the listed considerations.

8.7.2 The market report and non-binding formula arbitration

Certain aspects of the arbitration system operate regardless of whether participants in the fisheries use the
system to directly resolve terms of delivery. All share holders are required to join an arbitration
organization. These organizations are parties to the contracts that define and govern the share matching
and arbitration system. Since the arbitration organizations serve primarily an administrative function,
share holders are able to achieve efficiencies through joining a common organization without
compromising their competitive position or operational aspects of their businesses. The annual deadline
for arbitration organization membership is May 1%. In the first year of the program, two unaffiliated
organizations formed. One organization consisted mostly of Aleutian Islands golden king crab harvest
share holders; the other organization represented most share holders in the Bristol Bay red king crab,
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Bering Sea C. opilio, and Western Bering Sea C. bairdi fisheries. After this first year all unaffiliated
harvesters joined a single organization, In each of the first three years of the program, a single
organization formed for processor share holders and a single organization formed for processor-affiliated
harvester share holders.

8.7.3 The market report and formula price

During the first three years of the program, an annual market report and pricing formula were required to
be generated for cach program fishery at least 50 days prior to the opening of the season. The market
analyst and formula arbitrator who prepare these documents are selected by mutual agreement of
arbitration organizations representing at least 50 percent of the non-affiliated QS holders and at least 50
percent of the PQS holders in a fishery. To ensure that market report information is timely, an amendment
to the program will allow the market report and supplements to be produced at any time agreed by the
arbitration organizations, including in-season. The amendment, approved by the Council in February
2008, will take effect on approval of the Secretary of Commerce.

In the first three years of the program, the person (or team) that prepared the market report for a fishery
also prepared the non-binding price formula. Participants in the program fisheries generally believe that
using a single source for both reports has reduced both the direct costs of the report and the time costs of
providing information to the analysts. In the first year of the program, the market report and price formula
for the Aleutian Island golden king crab fisheries were prepared by one team of analysts, while the market
report and price formula for the Bristol Bay red king crab, Bering Sea C. opilio and the Bering Sea C.
bairdi fisheries were prepared by a different analyst. After the first year, a single analyst prepared all
market reports and price formulas.

The relatively late issuance of QS and PQS during the first year of the program, together with the need for
participants to organize into arbitration organizations and select an analyst, contributed to the market
reports and price formulas for the various fisheries being prepared on a short timeline.?* Participants and
analysts have since been able to follow the regulatory schedule for developing these reports. To the extent
that the market report and price formula have served as the starting point for price negotiations, these
reports have met the expectations of the Council (NPFMC, 2004). However, participants from both
sectors have expressed various concerns, which will be discussed below.

The market report

During the first three years of the program, the Council recognized that crab price volatility prevented a
preseason market report from being an ideal tool for setting ex vessel prices. For example, by the time
fishing typically begins in the Bering Sea C. opilio fishery, the market report is four months old, while the
information it contains is approximately seven months old. To address the staleness of the market report,
the Council approved an amendment to the program (currently under Secretarial review) that would allow
arbitration organizations to time the preparation of the market report as they deern appropriate. In
addition, the amendment would allow the report to be supplemented throughout the season by agreement
of the organizations. The report (and any supplements) would be based only on publicly available market

* The Council recently amended two aspects of the arbitration system that concern the non-binding formula. First,
the Council adopted a procedurc that would allow arbitration organizations to forgo the production of the non-
binding formula for fisheries that are unlikely to open (provided the organizations have an agreement for the
production of the formula, in the event that the fishery does open). Second, it modified the timeline for producing
the formula for the Aleutian Islands golden king crab fisheries, 5o that the formula is due 30 days prior to the season
opening. By postponing the due date for this report by 20 days, the revised timeline ensures that the formula
arbitrator will have access to the price information in the preceding year’s Commercial Operators Annual Reports.
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information, including information from subscription services, in order to prevent information in the
report from being used for anticompetitive purposes.”

The added flexibility provided by the amendment should improve the usefulness of the market reports to
participants. In general, past reports have identified market volatility as a major impediment to forecasting
prices. As a consequence, the reports have chosen to identify factors most likely to influence prices and
gauge the possible effects of those factors in the coming year. With new authority to supplement the
market report, the arbitration organizations could agree to make available current, publicly available
market information to participants in both sectors, in addition to the market analysis contained in past
reports. (iven the contentious price negotiations in the crab fisheries in recent years, the presence of an
unbiased source of up to date market information is expected to have a beneficial effect on negotiations.

Use of this market information in negotiations will require some care. Under the arbitration standard
(which establishes ex vessel prices as a share of first wholesale revenues while considering several
factors), the relevance of periodic market information to an appropriate ex vessel price is nuanced. No
single price reported in these market reports should determine the ex vessel price (unless specifically
agreed to by the parties to that transaction). Instead, periodic price information, along with other relevant
information concerning market prices, should be interpreted in the broad scope of the markets to arrive at
an appropriate ex vessel price. The application of the arbitration standard is further discussed later in this
section.

The price formula

The price formula is the most important of the preseason reports because this formula is intended to
inform negotiations and the binding arbitration process by a general application of the arbitration
standard. Many participants view the formuia as not only the starting point for negotiations, but the driver
of delivery terms for Class A IFQ landings in the program fisheries.

In the first year of the program, the price formula report for Aleutian Islands golden king crab
recommended a staged price setting process. Under this approach, harvesters receive an advance,
guaranteed minimum price at the time of landing based on prevailing market prices at the time of the
report. At the end of the season, a price adjustment is made based on average first wholesale prices for the
year. This formulation was suggested to put market risk on processors, who were said to be more capable
of absorbing that risk than harvesters because of the relative scales of their operations. The report
suggested that this starting price would present a risk of loss to processors only in years of very steeply
declining market conditions. This approach to pricing has been followed in negotiations in most program
fisheries to date, but has not been suggested in any of the other non-binding price formulas. The approach
has also not been part of any binding arbitration proceeding. Instead, harvesters have negotiated for a
minimurn price paid at landing prior to beginning fishing.

The formulas in the different fisheries generally attempt to derive the average historic division of first
wholesale revenues from price information from 1990 until the season preceding the implementation of
the rationalization program (2004 in all fisheries except the Bering Sea C. opilio fishery which had a 2005
season under the LLP management). The formulas generally define a historic ex vessel price as a
percentage of the historic first wholesale value after consideration of certain criteria, In each of the
formulas, the analyst has included a discussion of all relevant criteria under the standard (.g., efficiency
and financial stability). The discussion of these criteria is at times intertwined with the discussion of the
more mechanical generation of the formula based on available data.

% Under the original provision defining the market report requirement, the reports were limited to historical
information to prevent the distribution of market data that could be used in an anticompetitive manner (Amold &
Porter, 21-22). This risk is avaided by using only publicly available information,.
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The methodology for development of the formula has evolved over time. In the first year of the program,
the non-binding price formula for both Bristol Bay red king crab and Bering Sea C. opilio noted that the
ex vessel price as a percentage of first wholesale price varied over time. The analyst noted, however, that
the change in the percentage from year to year was related to the direction of the market. The analyst used
the preceding year’s relationship, but applied an adjustment based on the direction of the market. Using
this adjusted relationship (together with a minor adjustment for rising fuel costs), the analyst generated an
ex vessel price as a percent of the first wholesale price for the Bristol Bay red king crab and Bering Sea C.
opilio fisheries. The analyst noted that the closure of the Bering Sea C. bairdi fishery in recent years
created uncertainty about the market for this species and the appropriate formula. To overcome this
uncertainty, the C. bairdi formula was based on the C. opilio formula, with adjustments that could be
applied in the event of unexpectedly low first wholesale prices or lower than expected price premiums
relative to C. opilio.

In the second year of the program (with considerably more time available to develop the fermula), the
analyst focused on demonstrating a relationship between the historic average first wholesale prices and
average ex vessel prices. To overcome data shortcomings in the Bristol Bay red king crab fishery, the
market analyst relied on November and December Japanese wholesale price data to generate first
wholesale prices. These data were perceived to be more reliable than Commercial Operator Annual
Report (COAR) data, which are collected on a calendar year basis and include winter sales after the New
Year in the data for the subsequent year. A simple linear regression was adopted with ex vessel price as a
function of first wholesale price. In the third year of the program, Japanese wholesale price data
represented first wholesale prices, while Alaska Business Tax data was used to generate some ex vessel
prices. These data were used in a regression to establish the relationship between these historic first
wholesale prices and ex vessel prices.

In the C. opilio fishery, similar formulas were developed in the second and third years; however, separate
formulas were developed for North region deliveries, South region deliveries, and all deliveries
combined. The gencrated ex vessel prices in the North differed from those in the South by as much as
$0.09. The basis for different regional estimations is controversial within industry, as there is debate over
whether prices have historically differed across the twe regions. At relatively low ex vessel prices, prices
in the North have tended to be lower than South prices and vice versa. This pattern is consistent with the
observation in the formula report that TACs can affect the price differential, as prices in the North may be
lower than South prices in low TAC years, when the harvester operational advantage of delivering to the
North is greater. As expected, the price generated by combining landings from both regions falls between
the two region-based estimates, but is typically closer to the North estimate. An additional consideration
in the price formulation was the arbitrated prices from the preceding season. Under the arbitration
standard, the arbitrator is required to consider the highest arbitrated price that applies to greater than 7
percent of the fleet. Because harvesters prevailed in an arbitration proceeding in the first year of the
program, the arbitrated price increased the ex vessel price generated by the price formula in the second
year. How the arbitrated price was considered is unclear in the report. In the third year of the program, the
same methodology was used for generating the formula. The arbitrator elected to use Alaska Business
Tax data for some ex vessel prices, as was done in the Bristo] Bay red king crab formula.

In the second and third year of the program, the C. bairdi formula relied on data from the Bering Sea C.
bairdi fishery from 1990 to 1996 and the Kodiak C. bairdi fishery from 2001 to 2004. Because the Bering
Sea fishery was closed for several years leading up to the rationalization program, the arbitrator looked
beyond the fishery for establishing the historic relationship between ex vessel prices and first wholesale
prices.
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Table 8-1 through Table 8-3 show the first wholesale prices and ex vessel prices in the Bristol Bay red
king crab, Bering Sea C. opifio, and Aleutian Islands golden king crab fisherics from 1997 to 2005. Ex
vessel prices were obtained from Commercial Operator’s Annual Reports and fish tickets. Fish tickets
typically show payments at the time of landing, while COAR data generally include post-landing
bonuses. In the COAR database, the location of the processor that purchased the fish is recorded by
ADFG regulatory area, but harvest locatien is not reported. Crab harvested in one regulatory area may be
sold to a processor in another area. Consequently, data for the Aleutian [slands golden king crab and red
king crab include deliveries from the Norton Sound red king crab fishery and relatively small fisheries in
southeast Alaska. The Bering Sea C. opilio fishery is the only C. opilio fishery in the state; therefore,
those data are solely from the Bering Sea fishery. The tables also show the ex vessel price as a percentage
of first wholesale price generated by the formula arbitrator. The tables display only first wholesale prices
for shellfish sections, which is consistent with the methodology followed by the formula arbitrator.
Focusing on shellfish sections simplifies the analysis, as the prices of other products would have to take
into account differences in recovery rates. In addition, shellfish sections represent a large majority of the
production from program fisheries (both historically and currently) and generally provide a good overall
measure of the change in markets for crab. A future change in product types could require a change in
application of the price formula.

Table 8-1 First wholesale prices and ex vessel prices in the Bristol Bay red king crab fishery

(1997-2005)
Percentage
. a First COARex COARexvessel | .. form?.ula
Fishery Season GHL/TAC® | wholesale . . percentage of first .
prioeb vessel price wholesale price arbitrator's
report
Bristol Bay 1997 7.0 6.18 a2y 53.0% 53.1%
Red King Crab 1998 158 5.52 2.63 47.7% 47.6%
1999 10.1 11.25 6.25 £5.6% 895.7%
2000 77 9.1 4.74 52.0% 52.7%
200 686 8.93 4.83 54.0% 55.1%
2002 86 11.58 6.21 54.0% 53.5%
2003 14.5 9.82 514 52.0% 52.5%
2004 14.3 9.25 4.69 50.7% 51.4%
2005 18.5 8.52 4.50 £3.0%
2006 155 749 3.85 51.4%
2007 183 8.60 4.42 51.4%

? Guideline Harvest Level (Tatal Allowabls Catch from 2005 forward) in millions of pounds for Bristol Bay fishery only,

® Source: ADFG Commercial Operator's Anmual Reports, Wholesala price |s reported for shellfish sections and
includes atl Red King Crab fisharies because COAR rapons do not indicate harvest location.

¢ Source: ADF G Commercial Operator’s Annual Reports. Prices are for all RKC fisheries combined because COAR
reports do not indicale harvest location.
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Table 8-2 First wholesale prices and ex vessel prices in the Bering Sea C. apilio fishery (1997-

2005)
Percen tage
; a First COARex COARex vessel fram formula
Fishery Season GHL/TAC? | wholesale .. percentage of first . .
.t | vesselprice . arbitrator's
price wholesale prica report
Bering Sea 1997 117.0 213 0.79 37.2% 371%
C. opllio 1998 2259 2.03 057 27.9% 28.1%
1999 186.2 292 0.9a 33.7% 33.6%
2000 264 418 1.85 44.5% 44 5%
2001 253 3.73 1.55 41.6% 41.3%
2002 28.5 3.58 1.39 38.9% 38.6%
2003 23.7 4.40 1.85 42.0% 42.0%
2004 19.3 4.79 207 43.1% 43.2%
2005 194 3.85 1.81 47.0% 47.0%
2006 38.6 2.89 1.15 39.8%
2007 58.7 3.83 1.74 45.4%
* Guideline Harvest Level (Total Alfowable Catch from 2005 forward) in mi-ﬂinns of pounds.

® Source: ADFG Commercial Operators Annual Reporis. Whaolssale price is reparted for shelifish sections.
“ Source: ADF G Cammercial Operator's Annual Reports.

Table 8-3 First wholesale prices and ex vessel prices in the Aleutian Islands golden king crab

fisheries (1997-2005)
Flrst COAR ex vessel | | oweniage
COAR ex
Fishery Season GHLITAC™ |wholesale | == s Persaniage of first "::‘I;'ﬂfr‘:l';'.‘f
b .
price wholesale price report
Al Gotden 1897 5.9 4.79 2.26 47 1% 46.9%
King Crab 1988 57 4.24 197 46.5% 45.0%
1999 5.7 6.80 315 45.8% 46.6%
2000 5.7 7.20° a3 486.0% 58.9%
2001 57 895 3.37 48.4% 48.1%
2002 57 7.58 346 456% 46.2%
2003 8.7 7.89 362 45.9% 45.7%
2004 5.7 B.02 315 52.3% 52.2%
2005 57 6.00 289 48.2% 46.4%
2006 5.1 4.35 218 50.1%
2007 5.1 5.55 243 43.68%
* Guideline Harvest Level (Total Allowable Calch fom 2005 forward) in millions of pounds for E. and W. Alaulian |slands.

® Source: ADFG Commercial Operalor’s Annual Reparts. Wholesale price is mported for shellfish sections and includes
all Gelden King Crab fisheries, betause COAR Reports do not indicate harvest location.
*Sowce: ADFG Cemmercial Opsrator's Amnual Repars. Includes all GKG fsheries, bacause COAR reporis do net indicate harvest loc ation.

Table 8-4 and Table 8-5 show the first wholesale prices and ex vessel prices in the Bering Sea C. opilio
North and South regions from 1997 to 2005, The data show some variation across the two regions, with
South region prices slightly higher in some years. Whether these ptice variations are significant enough to
differentiate prices in the formula is a matter that may be considered by the arbitrator. Data since the
program was implemented are not available because of confidentiality limitations.
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Table 84 First wholesale prices and ex vessel prices in the North region of the Bering Sea C.

opilio fishery (1997-2005)

First | £, essel COARexvessel | Ferooniage
Fishery Season GHL/TAC? | wholesale ¢ percentage of first g
rice® price wholesale price arbitrator's
P report
Bering Sea 1997 117.0 2.24 078 34.8% 34.8%
C. opifio 1998 2259 2,01 0.56 27.9% 27.9%
Northem? Region 19499 186.2 294 097 33.1% 33.0%
2000 264 4.29 1.85 43.0% 43.1%
2001 253 368 1.55 42.0% 42.1%
2002 285 3.79 1.40 37.0% 36.9%
2003 23.7 4.48 184 41.1% 41.1%
2004 19.3 4.84 2.05 42.5% 42 4%
2006 19.4 3.85 1.81 47.0% 47.0%

¥ Guideline Harvest Lovel (Total Allowabla Catch from 2005 forward) in millions of pounds.
® Source: ADFG Commercial Operator's Annual Reports. Wholesale price is reporied for shellish sections.
“ Source: ADFG Commarcial Operatar's Annual Reports.
4 For purposes of price caltulations, Northern District includes COAR processor areas Q, T, and W

{Pribilof Islands, St. Matthew's Island, Bristol Bay, Kuskokwim).

Table 8-5 First wholesale prices and ex vessel prices in the Southern region of the Bering Sea C.
opilio fishery (1997-2005)

: Percentage
. . First Ex vessel COAR ex vessel from formﬁla
Fishery Season GHL/TAC® | wholesale e percentage of first .
price” price wholesale price arbitrator's
report
Baring Sea 1997 117.0 21 0.82 38.7% 38.9%
C. opilio 1998 2259 204 0.57 28.1% 27.9%
Southern® Region 1999 186.2 2.89 1.00 34.7% 34.6%
2000 26.4 4.10 1.86 45,3% 45.4%
2001 253 3.75 1.54 41.1% 41.1%
2002 28.5 3.47 1.38 39.9% 38.8%
2003 23.7 4,36 1.85 42.5% 42.4%
2004 19.3 477 207 43.5% 43.4%
2005 19.4 3.85 1.81 A7.0% 47.0%

? Guideline Harvest Levea! {Total Allowable Cateh from 2005 forward) in mitlions of pounds.
® Source: ADFG Commercial Operator's Annual Reports, Wholesale price is reported for shelifish sections.
“ Source: ADFG Commercial Operator's Annual Reports.
4 For purposas of prica calculations, Southem District includes COAR processor areas E, F, H, I, L, M, and O
(Gulf of Alaska from Prince Williarm Sound west).
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Application of the arbitration standard in development of the price formula®®

The arbitration standard applicable to the development of the price formula has four general components
to it. First, the formula arbitrator is required to establish a price that preserves the historic division of first
wholesale revenues between harvesters and processors. Second, in developing this price the arbitrator
must consider several factors, including current ex vessel, consumer, and wholesale prices, innovations
and developments, efficiency and productivity, quality, and financial health and stability. Third, the
arbitrator must jdentify factors relevant to price determination, including delivery timing and location;
however, the arbitrator is not required to consider these factors in setting the price. Fourth, the arbitrator is
required to consider the “highest arbitrated price” from the previous season.

Given the array of directions that an arbitrator is given in establishing a price formula, it is not surprising
that some confusion arose in the interpretation and application of the standard. However, a review of the
record of the standard’s development indicates that establishing a price that preserves the historical
division of revenues was a primary consideration. At the time the Council was formulating the standard, it
considered allowing an arbitrator to identify a price based on all relevant factors, including historic ex
vessel prices and division of first wholesale revenues. Instead, the Council identified the principal role of
the arbitrator as determining a price that preserves the historic division of first wholesale revenues in
program fisheries (see options in NMFS/NPFMC, 2004b). The primacy of preserving this historic
division is also suggested by the EIS, which states that:

Assuming no change in the fotal benefits derived from the fishery, this standard would
preserve the historic distribution of benefits for A share landings (NPFMC/NMFS,
2004a, p. 4-162).

The EIS also suggests that, under the standard, improvements in returns from program fisheries should be
shared according to the contribution to those changes:

If processed product revenues are improved through product improvements or
developments (capturing greater rents), both sectors could share those additional rents.
The arbitration standard would likely provide for the sharing of these revenues between
the sectors with the division influenced by the contribution of the parties to the product
developments and improvements (NPFMC/NMFS, (2004a) at 4-162).

The report of the workgroup that developed the arbitration program also supports interpreting the standard
as preserving the historic division of revenues, while considering other relevant factors. The report states:

{The preferred standard] provides additional definition by directing the arbitrator to
decide a price that maintains the historical division of revenues in the fishery, while
considering other relevant factors. These additional factors would include product
developments and efficiency gains, the benefits of which should generally be distributed
to each sector based on the contribution of the sector to those benefits. The committee
Savors [the preferred standard] because of the additional guidance the historical division
of revenues provides to the arbitrator. Retaining the historical division of revenues is
thought te be a fair methad of preserving the balance of interests of the two sectors in the
Sfisheries (Workgroup on Binding Arbitration, 2002a).

% As noted above, the differences between the standards applicable to the formula arbitrator’s non-binding formula
and the contract arbiirator’s last best offer finding do not appear to substantively change the general approach to be
applied by both arbitrators. Consequently, much of this discussion also applies to the application of the standard by
the contract arbitrator.
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The workgroup report suggests that adjustments to the price that preserve the historic division of revenues
would allow the different sectors to receive the benefit of their respective contributions to improvements
in the fisheries. This interpretation of the standard suggests that future changes in program fisheries
cannot be predicted, but that the arbitrator could be justified in adjusting the price on equity grounds as
changes in the fisheries and their production occur after implementation of the program.

Over the first three years of the program, the price formula has evolved, and the confusion over
interpretation of the arbitration standard has lessened. In the first year of the program, the formula
arbitrators for the Aleutian Islands golden king crab fisheries interpreted the standard as requiring the
establishment of a price formula that preserves the historic division of profits in the fishery.”” The formula
arbitrator for all fisheries since that first report interpreted the standard as requiring the establishment of a
price formula that preserves the historic division of first wholesale revenues in the fishery (Sackton,
2006b; Sackton, 2006¢). The arbitrator has exercised his discretion in using different data sources to
describe ex vessel and first wholesale prices for the different program fisheries. In addition, in some
instances, the arbitrator has adjusted the formula based on factors set forth in the standard.

Assuming that the standard is generally intended to establish a price that preserves the historic division of
revenues in the fisheries, it is especially important to specify which years of history to consider in
establishing that division.”® The workgroup generally agreed that the years 1994-2002 were representative
years that should be used for applying the standard for the Bristol Bay red king crab and Bering Sea C.
opilio fisheries; however, the Council took no action to identify historical years. There is some
justification for expanding the years to be considered beyond those suggested by the workgroup. For
example, the Bristol Bay fishery was closed in 1994 and 1995. On the other hand, if the standard is
intended to preserve pricing relationships at levels observed prior to implementation of the program,
prices after the program began should not be considered.?

The next step in putting into practice the historic division of revenues standard is describing the historic
relationship of first wholesale prices and ex vessel prices. Debate about the best data for describing that
relationship has contributed to discord among the sectors. During the first three years of the program,
COAR data have generally been used by the arbitrator. Yet, some of these data may not accurately reflect
annual first wholesale/ex vessel price relationships. COAR data are collected on an annual basis;
however, ex vessel sales and first wholesale sales from a fishery season may not have occurred within that
time frame. The Western (and, at times, the Eastern} Aleutian Island golden king crab fishery season
historically extended over the New Year; consequently, ex vessel prices and first wholesale transactions
from a single season may have been reported in more than one year, In the event that production in a
given year is not sold during that year, COAR respondents are directed to provide an estimated price
based on prevailing market conditions. These price estimates may differ from actual sales prices. A
similar problem arises in the Bristol Bay red king crab fishery, where a large portion of a calendar year’s
harvests are sold in the following year. In addition, some fishery participants have questioned the

¥ The report of the formula arbitrators acknowledged that the formula must preserve the historical division of
revenues in the fishery, but raised the concern that the requirement to consider the “efficiency and productivity of
the harvesting and processing sectors™ and "the interest of maintaining financially healthy and stable harvesting and
processing sectors™ implied that costs and profitability should be a consideration. The report concluded that the
intent of the standard is to preserve “historic profit shares”. I}ata shortfalls, however, led the arbitrators to rely on a
historic division of revenues standard (Northern Economics, Inc., 2005, p. 35).

# Applying this standard also requires one or more sources of revenue data. Both the EIS and arbitration workgroup
expressed concern over the adequacy of existing data sources and the need to consider all relevant, verifiable price
data, including data obtained from public sources and fishery participants (Workgroup on Binding Arbitration,
2002b; NPFMC/NMFS. 2004b, p. 386).

® Prices after program implementation may be relevant to establishing a price formula, but not for the purpose of
determining the historic division of revenues.
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accuracy of certain portions of the COAR data, such as whether COAR data accurately describe prices for
FOB Alaska sales (as distinguished from FOB Seattle sales), and have suggested that data entry errors
may exist. In response, the arbitrator has substituted Alaska Business Tax data for COAR data in some
instances.

The standard and the minutes of the committee suggest at least two factors that could be considered as
affecting the historic relationship between first wholesale prices and ex vessel prices.’® In the first clause
of the standard, the arbitrator is directed to consider the size of the annual harvest in determining the
historic division of revenues, This provides clear direction to the analyst to consider whether the ex vessel
price/first wholesale price relationship should be a function of the TAC. A second factor that could
influence the historic relationship is suggested by the committee minutes. Those minutes suggest {without
reaching conclusion) that ex vessel prices may have varied by port (Workgroup on Binding Arbitration
(2002b)). The analysis of the standard also suggests that these factors could influence the historic division
of revenues:

Market changes are also likely to have influencefd] the share of revenues. For example,
harvesters may have received a different share of the revenues in years of high prices
than in years of low prices. In addition, the revenue share received by harvesters is also
likely to [be] sensitive to changes in total harvest. Location{s] of landings are also likely
fo influence the division of revenues. Prices for landings in different communities have
historically varied. The arbitrator will need to accommodate these variations in applying
the arbitration standard. (NPFMC/NMEFS, (2004b) at 385).

The EIS analysis of the standard also suggests that this port of landing could influence the historic
division of revenues:

Location{s] of landings are also likely to influence the division of revenues. Prices far
landings in different communities have historically varied. The arbitrator will need to
accommodate these variations in applying the arbitration standard (NPFMC/NMFS,
2004b, p. 385).

These discussions suggest identified factors that could be considered in assessing historical prices under
the standard. For example, the arbitrator could consider whether the division of revenues varied with
TACs in a fishery and incorporate any observed variation into the formula. If such variation occurred, its
incorporation into the formula would be necessary to preserve the relative positions of the two sectors as
intended by the formula. Similarly, variations across landing locations could be assessed by the arbitrator
and incorporated in the formula, if deemed necessary to preserve the historic division of revenues. To
date, development of an accepted historic division of revenues relationship has been hindered by debate
over the existence of an ex vessel price differential across regions in the program fisheries.

Each of the formula reports for the Bering Sea C. opilio fishery has considered this potential regional
price differential and has included three different price formulas (one for each region, as well as a formula
derived from prices from both regions combined). These data interpretation issues have contributed to the
failure of the system to arrive at a settled, accepted historic division of first wholesale revenues
relationship. Once the historic price relationship is established, other relevant factors (including those
listed in the standard) may be more fully considered. As discussed above, most of these factors are

" In addition, the 18 month review of the program suggests that the historic division of revenues may have varied
with production. Given the historic deminance of shellfish section production, it is unlikely that sufficient data exist
to distinguish the historic division of revenues for other product forms or that the historic division of revenues in the
fisheries was ever based on any other product form.
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generally considered to accommeodate changes in the fisheries that might justify deviating from the
historic price relationship (rather than modifying that relationship itself).

Several factors involved in application of the standard could receive additional atiention and specification
in the formula report. For example, once the formula is established, the price to which the formula applies
should be considered. One approach is to simply apply the formula to the first wholesale price received by
the processor to the transaction. This approach is appealing for its simplicity, yet may not be appropriate
in all cases. If a processor secures an extremely favorable first wholesale price (i.e., well above the
average in the fishery) it may be appropriate to allow that processor to retain a portion of that additional
price. By doing so, the processor will have a greater incentive to work to find the best markets in the
future. On the other hand, if a processor has an extremely unsuccessful marketing year—securing a price
well below the average in the fishery—it might also be appropriate to apply some price other than that
processor’s first wholesale price to create an incentive for that processor to make greater marketing
efforts and to avoid penalizing holders of Class A IFQ whe might have been required to deliver to that
processor. While these extremes may not arise in many cases, the need to develop a fair scheme for
addressing cases of a processor deviating from the average success in the market will instill greater
confidence in the arbitration system.”'

A related area of concern is that the standard be applied to fairly must balance the incentives for
processors to hold inventory against the processors’ inventory holding costs. As the formula arbitrator has
observed, the standard should not be interpreted to create an incentive for a processor to limit inventory
holdings to relatively short periods simply to avoid holding costs. If a processor bears all holding costs, it
is possible that the processor would try to move inventories as quickly as possible to avoid holding costs.
The arbitrator has suggested that average historic inventory holding periods should be the baseline for
assessing whether some adjustment from the historic formula should be made, While this is a reasonable
starting point for the consideration of adjustments, it should be clear to most participants in the fisheries
that deviation from the average alone should not lead to an adjustment. While it may not be possible to
determine a specific adjustment for each circumstance, it is possible that the formula could begin to
develop a methodology for identifying circumstances in which an adjustment might be appropriate and
for determining the extent of the adjustment. Although the adjustment in an individual case would be at
the discretion of the contract arbiftrator, an identified methodology for determining whether adjustments
are appropriate and the scale of the adjustment would add certainty to the arbitration process. This added
certainty might benefit participants in the fishery by providing some basis for assessing the consequences
of their choices.*

As the development of the formula and the fisheries evolve additional attention can be given to other
factors. Product developments, as well as the development of new markets, could require attention in the
future. Not only is the distribution of the benefits from these developments important, but as the potential
for the arbitration system to create incentives and disincentives for innovation must be considered, The
importance of factors is likely to change over time requiring both sectors and the arbitrator to follow
trends to ensure that the arbitration system effectively addresses issues affecting the fisheries and the
markets can or may serve.

! The formula arbitrator has correctly noted that first wholesale prices historically varied across processors and
years to suggest that some level of variability should be expected and tolerated (Sackton, 2007a,b,c). This
observation may be a slarting point for developing a methodology for identifying and addressing excessive
variability.

32 GQince contract arbitrations are conducted on a last best offer basis and the outcome of contract arbitration
proceedings cannot become public, only the formula arbitration can provide guidance on the application of the
standard to participants in the fisheries.
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Application of the last component to be considered by the arbitrator—the “highest arbitrated price” from
the previous season—also requires some interpretation. This “highest arbitrated price™ will have been
derived from binding arbitration proceeding between a specific harvester (or group of harvesters) and a
specific processor in the previous season. The arbitrated price will likely depend on several factors,
including not only the historic division of revenues, but also the specific circumstances and terms of
delivery. As such, the price should not necessarily be viewed as a reflection of the overall conditions in
the fishery and markets. This limitation is evident in the evolution of this provision. As first proposed, the
provision would have applied the highest arbitrated price to all arbitrated deliveries in a fishery. Although
never agreed upon, the arbitration workgroup considered a modification that would have applied the
highest price to all arbitrated deliveries with an adjustment, if needed, to accommodate specific terms of
delivery. The analysis of the provision noted this shortcoming and its potential to complicate (or frustrate)
realization of the intended benefit of applying the highest price to all deliveries. To arrive at fair price for
each arbitrated delivery could require revisiting each decision, considering the conditions of the delivery
and determining an appropriate adjustment to the arbitration outcome (see NPFMC/NMFS (2004b) at
395-6). In addition, application of an arbitrated price to deliveries of others would be patently unfair,
since the persons involved in the delivery would not have been a party to the arbitration proceeding. In
finalizing the arbitration program, the Council chose not to adopt a system that would apply the highest
arbitrated price to other deliveries, instead electing to modify the provision to require consideration of the
highest arbitrated price the following year in development of the price formula by the formula arbitrator.
This lower emphasis recognizes the potential for a highest arbitrated price to reveal changing trends in the
market or fishery, while also recognizing its potential to be inappropriate (or unfair) to simply apply the
price to all deliveries.

As with most indicators, consideration of the highest arbitrated price by the formula arbitrator requires
discretion and should be in the context of the delivery and the arbitration program, including the
arbitration standard. As noted earlier, the binding arbitration proceedings are conducted on a “last, best
offer” basis, under which the arbitrator is limited to choosing one of the offers of the competing parties.
Under this structure, it is likely that the decision of the contract arbitrator is not the “best” price, but is
only the better of the two offered prices. Taking the decision out of the context of its competing offer (and
the circumstances surrounding the dispute) would seem to give inappropriate weight to the decision.
Given these limitations, it seems appropriate for the formula arbitrator to be given adequate information
concerning the issues in a proceeding and the opportunity to consider whether the outcome of the dispute
should affect the application of the standard to landings in the fishery, as a whole.”

So, if the highest arbitrated price is an indicator of a trend that should be considered under the standard,
then the formula arbitrator may be right to grant extra weight to that price in development of the formula.
For example, if the highest arbitrated price is based on a product or market development that is known
and available to all participants in a fishery, it may be appropriate to adjust the formula price upwards. On
the other hand, if the highest arbitrated price arises from an effort by a processor to time deliveries to
serve a specific limited market, which increases harvest costs for the harvester, it may be inappropriate to
make any adjustment to the price formula based on the highest arbitrated price.

Confidentiality requirements for arbitration results also complicate consideration of the highest arbitrated
price. Under the terms of the program, parties to an arbitration proceeding and arbitrators are generally
prohibited from revealing the information and terms of any arbitration to others (80 CFR 680.20(g)). As a

* Having the formula arbitrator consider the *highest arbitrated price’ in context of the standard should also relieve
possible pressures on contract arbitrators to consider the situation of persons that are not party to the specific binding
proceeding when making their decisions. A contract arbitrator that knows his decision will affect all prices in a
fishery in the following year may feel some duty to come to a decision that is appropriate for all landings, as
opposed to a decision that is appropriate for the parties to the dispute.
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result, the incorporation of the highest arbitrated price into the price formula cannot be explained by the
context of that arbitration. Instead, the justification for an adjustment must be explained in general terms
with reference to the standard. Providing this general explanation for adjustment likely provides stability
and predictability, as unexplained adjustments to the formula may lead to greater uncertainty and more
contentious negotiations.

Ovenall, the arbitration workgroup intended the standard as coniributing to economic stability in the
program fisheries by effectively “preserving the balance of interests” between the harvesting and
processing sectors (Workgroup on Binding Arbitration, 2002). Achieving this balance requires the
consideration of factors that historically affected the division of revenues. Once this balance is
established, changes in fisheries and production that evolve after implementation of the program can be
accommodated through equitable division of the benefits arising from those changes. This two-staged
process is intended to arrive at a stable pricing relationship that may be adapted to changes in the program
fisheries. Given the complexity of the standard, the evolution of the price formula that has occurred over
the first three years of the program is not surprising. Over time, the formula should be expected to
stabilize, as both the method and result of the arbitrator’s application of the standard become acceptable
to the parties.

Procedure for development of the price formula

A second aspect of the price formula that may be problematic is the process by which it is developed. To
produce the formula, the arbitrator considers information submitted by participants in both sectors.
However, the process by which these submissions should be conducted is not specified in regulation
(although certain limitations on the sharing of information are specified).’ In the second and third year of
the program, the formula arbitrator has developed a “formal” process for submission of comments and
interactions with the arbitrator, The arbitrator also responds in writing to each written comment to convey
the rationale behind the formula. While these actions have reduced the concerns of participants that one
sector has greater access to the arbitrator and more influence on the formula, both sectors remain
somewhat dissatisfied with some aspects of the process by which the formula is developed. For example,
while communications concerning appropriate data sources for establishing the historic first wholesale/ex
vessel price relationship have been provided under the process suggested by the arbitrator, each sector
remains concerned that the other may derive a competitive advantage through the timing of
communications. In addition, the moderate changes in the formula from year-to-year have contributed to
some instability in harvester/processor relationships in the fishery.

Considering the stability that would be generated by the development of an accepted historic first
wholesale/ex vessel price relationship in the formula report, it could benefit participants to use a more
structured process for the consideration of data and specification of that relationship (particularly until the
price relationship is well accepted). For example, the two arbitration organizations, representatives of
participants from the different sectors, and the proposed formula arbitrator could develop by agreement a
process for the submission and consideration of data and the specification of the formula {(e.g., simple
average v, linear regressions). A process for the review and rebuttal of data submissions and the structure
of the formula could be proposed to ensure that both sectors have adequate opportunity to confront data
submitted by the opposing sector.”® Although this process will likely be more time consuming and
involved than the current system for the development of the formula report, it could result in greater
acceptance of the historic price relationship and provide greater stability in future negotiations. A better

** For example, the arbitrator/analyst is not permitted to disclose non-public information or the source of that
information. In addition, information must be on activities that occurred at least 3 monihs prior to submission 80
CFR 680.20{e) and (f).

% It should be noted that any such review process will need to stipulate agpregation of data to protect the
confidentiality interesis of the participants.
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accepted formula will also allow participants to focus on some of the more challenging pricing issues that
are likely to arise under the arbitration standard.

Greater structure to the arbitration process could also aid in the resolution of other pricing issues by the
arbitration system. Addressing variability of prices across processors, inventory holding times, and
product and market development in a manner that is accepted by participants in the fisheries will require a
process that effectively considers the interests of both sectors, as well as variation across participants in
the sectors. Although these issues may not be ripe for consideration in the formula until the broader issue
of arriving at an acceptable historic first wholesale/ex vessel price relationship, the development of a
process for addressing these 1ssues through the non-binding formula (or notes accompanying the formula)
could improve the acceptance of the arbitration program by participants.

In addition to general information submitted by industry participants, the formula arbitrator must aiso
have access to the previous year’s binding arbitration outcomes to consider the “highest arbitrated price”
in developing the formula. In the first year of the program, the formula arbitrator received only the two
bids and the contract arbitrator’s decision on the winning offer. This information is insufficient for the
formula arbitrator to discern the justification for the decision and accord the decision reasonable and
appropriate weight. To address this shortcoming, NOAA Fisheries has agreed to provide the formula
arbitrator with all arbitration submittals of the parties. These submittals contain supporting arguments
advanced by the participants and should enable the formula arbitrator to understand the terms at issue and
the circumstances surrounding the dispute, as well as compare the two offers.”® Providing the formula
arbitrator with this information also has the advantage of ensuring that the contract arbitration’s decision
is given appropriate weight (in light of the broader standard) in the following year’s formula.

8.7.4 Share matching and initiation of binding arbitration

A critical aspect of the program is the process by which Class A IFQ/IPQ are matched and binding
arbitration proceedings are initiated. The one-to-one relationship between Class A [FQ and IPQ raises the
importance of making available information concerning uncommitted shares and establishing an efficient
system for matching those shares and initiating arbitration, in the event a negotiated settlement of delivery
terms cannot be reached. This section evaluates the operation of the system for matching shares and
initiating arbitration under the program.

The system of negotiated and unilateral matching of shares is intended to facilitate the orderly
commitment of Class A [FQ deliveries to processors holding IPQ. Coordinated with share matching is the
process for initiating a binding arbitration proceeding. The regulatory process for matching Class A IFQ
to [PQ begins on the issuance of those shares. For the first 5 days afier shares are received, holders of
Class A IFQ can, by negotiated agreement, commit their shares to holders of unused IPQ. A commitment
need not settle all terms of delivery, but prevents either share hoider from committing their shares to a
different person. After this period of negotiated commitments, holders of Class A IFQ may unilaterally
commit their shares to the holder of uncommitted IPQ. In addition, at any time during the first 10 days
after the period of negotiated commitments, a holder of Class A IFQ that has committed those shares to
an [PQ holder may unilaterally initiate an arbitration proceeding to settle outstanding terms of delivery.”
Alternatively, the parties may agree to take a ‘lengthy season appreach’ to arbitration, under which any

% NOAA Fisheries has suggested that administrative complexity could be reduced if the formula arbitrator is
provided these submittals by the arbitration organizations. If the Council elects to develop an amendment package
for this program, NOAA Fisheries would likely suggest that the package include an amendment to address this
administrative issue.

7 This structure, under which a harvester may unilaterally commit deliveries and initiate arbitration, effectively
allows a Class A [FQ holder to compel an IPQ holder to accept deliveries at the arbitrated price. IPQ holders cannot
compel an IFQ holder to commit to deliveries,.
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arbitration proceeding is delayed until a specific time during the season. The lengthy season approach
must be adopted prior to the season opening (which under the current timelines for some fisheries occurs
prior to the end of the period for initiating arbitration). If the parties disagree on whether to adopt the
tengthy season approach (or on the timing of arbitration under that approach) the parties may arbitrate
either of those issues. By the end of the 10-day period, if a holder of Class A [FQ has not either initiated a
proceeding or adopted the ‘lengthy season approach,’ the ability to access the arbitration system is
effectively forfeited.” To date, arbitration has been used twice to resolve issues related to the use of the
lengthy season approach. These procedural actions have involved eligibility for arbitration under the
lengthy season approach and the timing of arbitration under the lengthy season approach.

The short time period during which shares must be matched and arbitration actions initiated has raised
concerns among some participants. Table 8-6 shows the compressed time frame under which share
holders are required to either negotiate terms of deliveries or arbitrate those terms under the current TAC
setting schedule. Within this time frame, harvesters and processors must match shares and either settle
terms of delivery for those landings or commence arbitration for all Class A IFQ and [PQ in the two
primary fisheries (the Bristol Bay red king crab and Bering Sea C. opilio fisheries) and several small
secondary fisheries (the Western and Eastem Bering Sea C. bairdi fisheries and the St. Matthew Island
blue king crab and Pribilof red and blue king crab fisheries).” In considering these time pressures, it
should be bome in mind that most of the fishing and processing activity in the king crab fisheries occurs
in late October and November. Consequently, not only must participants concem themselves with share
matching and negotiations, but they also must prepare facilities, vessels, gear, processing lines and
position vessels and crews for those fisheries. It should also be considered that the St. Matthews blue king
crab and Pribilof red and blue king crab fisheries have not been open since the program was implemented.
If these fisheries were to open, their TAC announcements and 1IFQ/IPQ issuance would coincide with the
TAC announcement and share issuances in the Bristol Bay red king crab and Bering Sea C. opilio
fisheries, adding further time pressures to share holders wishing to rely on the arbitration system.

*® During the first year of the program, an inconsistency between the allocation of IFQ and IPQ and the timeline in
the regulations for share matching and initiation of arbitration prevented participants in the program fisheries from
using the arbitration system as intended. In the original regulation, the timeline for share matching and initiation of
arbitration proceedings was relative to the season opening in a fishery. Holders of Class A shave IFQ could
unilaterally commit landings to a holder of uncommitted 1PQ any time less than 25 days prior to the season operning.
In addition, IFQ holders were required to initiate binding arbitration between 25 days and 15 days before the season
opening. To allow the incorporation of annual survey data to be incorporated into the annual stock assessment and
TAC setting processes, the TAC announcements in the Bristol Bay red king crab and Bering Sea C. opific fisheries
were made fewer than |5 days prior to the season opening. This late issuance of IFQ and 1PQ prevented participants
from share matching and initiating arbitration within the specified time periods. IFQ holders and 1PQ holders
addressed this shortcoming by agreeing to delay the arbitration process under the “lengthy season approach”. By the
end of the first year, the Council had amended the timeline to allow unilateral share matching any time more than 5
days after the issuance of IFQ and IPQ and to permit initiation of arbitration any time more than 5 days and less than
15 days after the issuance of IFQ and [PQ.

¥ The Bering Sea C. bairdi fishery is divided into two fisheries, one east of 166° W longitude (the Eastern Bering
Sea C. bairdi fishery) and one west of 166° W longitude (the Western Bering Sea C. bairdi fishery).
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Table 8-6 Approximate schedule for share matching and arbitration, 2608-2007

End -
negotiatad Sgason
Due Date for IFOAPQ commitmenis!S opening - End - End-
Issuancel/Start - tart - unilateral pariod to
Market Roport TAC arbitration
Fishery negotiated IFQ agree to
and Prica Announcement Initiation
Formula cammitmoent  commitmants/S  lengthy ericd
u poriod tart - initiation saason p
of arbitration approach
actions
Bristol Bay red king crab August 26 September 29 Ociober 6 October 11 October 15 October 21
Bering Sea C. opiio August 26 September 29 Qciober 6 Oclober 11 October 15 October 21
Eastern Bering Sea C. bairdi August 26 September 29 October 6 Oclaher 11 October 15 October 21
Woestarn Baring Saa C. bairdi August 26 September 29 October 6 Oclaber 11 Qctober 15 Qctober 21
Aleutian Islands golden king crab Jung 26 July 18 Auquel 6 Au_gust 11 Aggust 15 August 21

To aid in meeting the share matching timeline, the harvester arbitration organization has developed an
internet-based system for matching shares—sharematch.com—to facilitate real time commitment of
shares and the timely exchange of information concerning uncommitted shares. While this system has
benefited participants by creating a single forum for commitment of shares, achieving its objective
requires timely information concerning share holdings, commitments, and transfers. The current system
of transfers requires submission of original notarized signatures of both parties to the transfer to
Restricted Access Management (RAM) offices in Juneau. RAM has expedited transfers by accepting
facsimile transmittals for inter-cooperative transfers.*” However, given the tight timeline for matching
shares to facilitate participation in the arbitration system, time lags in the agency administration of
transfers may prevent access to the arbitration system for some share holders. RAM staff is working with
industry to develop a more efficient system to administer transfers on the web. Once active, this system
will greatly benefit participants’ share matching by expediting transfers.

Recognizing the necessity of share matching and the importance of market timing, the workgroup that
developed the arbitration system sought to have a system that would have delivery terms (including
prices) decided prior to or early in the season. To meet that objective, share matching, negotiation, and the
initiation of arbitration had to occur in the preseason. The starting point for share matching and
negotiations is, by necessity, the issuance of IFQ and IPQ.* Since the IFQ and IPQ issuance cannot be
made without the TAC, the TAC announcement constrains the time for share matching and negotiations.
An ecarlier TAC announcement would allow the pericds for negotiation, share commitment, and
arbitration initiation to be extended back from the seasoning opening; however, TAC announcements
likely cannot be made noticeably earlier than their current dates given the timing of stock surveys and the
need to complete stock assessment models based on the most recent survey data. Annual stock surveys
are conducted in the late summer of each year. Under the current schedule, analysts who produce stock
assessments and TACs have little time to complete modeling needed for the fall fisheries. In addition,
many participants in the fisheries believe that preseason negotiations cannot fully resolve price issues
because markets for the season’s production are not known.

® Intra-cooperative transfers of shares and custom processing arrangements, which do not require agency
administration, have mitigated this problem. Other transfers can leave share holders uncertain conceming
aPpropriale parties for share matching during the administration of the transfer.

*Class B IFQ are issued only to QS holders that have no affiliation with an IPQ holder to ensure that the
negotiating leverage realized through those shares is realized by independent share holders. Affiliation is determined
on an annual basis, to ensure that up to date ownership information is used for assessing affiliations, Since the total
Class B IFQ issuance is 10 percent of the IFQ pool on an annual basis, the specific portion of each QS holder’s
allocation that will be Class B IFQ is not known with certainty until IFQ are issued. Consequently, participants that
wish to pre-plan their share matches cannot do so with certainty until IFQ are issued.
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In the first three years of the program, all participants who have used the binding arbitration process have
relied on the lengthy season approach, whereby arbitration proceedings are delayed until a specific time
during the scason. Use of this approach has relieved the time pressure under the standard arbitration
timeline and has allowed participants to negotiate with more complete market information. Given that
participants from both sectors sce the lengthy season approach as the only meaningful access to
arbitration, the Council could consider providing an alternative to the existing structure by extending the
deadline for initiation of arbitration (and removing the lengthy season approach).** Determining the
appropriate deadline for initiation of arbitration is likely best decided after receiving input of both sectors
and will require consideration of several different factors. First, the deadline should allow ample time for
participants to resolve share matching, schedule fishing, and to make reasonable efforts to complete
negotiations. Second, the deadline should not extend indefinitely, but should balance the interests of
processors (who may wish to finalize contracts) with the interests of harvesters (who may wish to extend
the end date to ensure all first wholesale market information are available for use in the arbitration).
Balancing these interests requires that the deadline be set late enough in the season so that the general
condition of first wholesale markets are known, but not so late that processors are unable to complete
their financial books for the season.*’ Given a reasonable opportunity, it is likely that industry could agree
on an arbitration timeline that balances these interests.

Extending the time for initiating arbitration could also affect the interests of the parties. Under the current
arbitration system, each processor is limited to a single arbitration proceeding in each season. Allowing
multiple proceedings with each processor as a part of an extended timeline could be costly to all
participants. It should also be kept in mind that many of the harvest share holders are in a single
Fishermen’s Collective Marketing Act cooperative, the Inter-Cooperative Exchange, under which all
members share information and negotiate collectively.* Although technically not a share holder or party
to the proceedings, allowing members of this organization to participate in multiple arbitration
proceedings with a processor may be inconsistent with the intent of allowing each person a single
arbitration oppertunity, as it would effectively allow this single representative body multiple attempts at
arbitration.

8.7.5 Contract Arbitration

During the first year of the program, two binding arbitration proceedings occurred. Both concerned
deliveries in the Bering Sea C. opilio fishery, with one proceeding also resolving terms for landings in the
Bering Sea C. bairdi fishery. In the second year of the program, three arbitration proceedings were
brought to resolve terms for landings in the Bering Sea C. opilio, Bering Sea C. bairdi and Bristol Bay
red king crab fisheries. In the third year, no proceedings were brought.

All proceedings to date arose under the lengthy season approach to arbitration, occurring in the spring,
more than 6 months after the original deadline for initiation of arbitration proceedings in these fisheries.

* This extension would only move the deadline for initiating arbitration. Most participants believe that the share
matching timeline is effective. The extension also would not limit the ability of harvesters to initiate arbitration any
time after matching shares with a processor during the extension, Maintaining access to the arbitration system early
in the season is important for harvesters because they may need 10 use arbitration for scheduling deliveries.

® Harvesters may feel little pressure to resolve ex vessel prices prior to all market information being available
because they likely will have received a large majority of their payments at the time of landing. To date, the binding
arbitration process has been used only to determine the amount of any payments beyond the minimum price paid at
the time of landing.

# The Fishermen’s Collective Marketing Act (FCMA) provides fishermen with an exemption to prohibitions on
collective negotiation of prices. The Inter-Cooperative Exchange (ICE} includes members of several of the harvest
cooperatives formed under the program. ICE represents holders of approximately 70 percent of the unaffiliated QS
in the fisheries.
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As noted earlier, delaying the proceedings provided participants with the opportunity to complete share
matching and preparation for the season and allowed them to assess market conditions prevailing at the
time of fishing and sale of products from the fisheries. The delay also allowed parties to reach reasonable
settlements, thereby avoiding the cost burden of the proceedings. In all the proceedings, harvesters were
represented by the Inter-Cooperative Exchange.*” While confidentiality rules prevent disclosure of
substantive price information from the proceedings, it can be reported that harvesters prevailed in all
arbitration proceedings concerning ex vessel prices.‘“5

Share holders in the program fisheries, as well as arbitration organizations, have raised some concerns
with respect to the binding proceedings. The discussion that follows separates substantive issues (arising
out of interpretation and application of the arbitration standard) from procedural issues (arising from
under the process for arbitration).

Application of the arbitration standard in binding arbitration

As discussed above, the arbitration standard delineates the principle objective of both the formula
arbitrator and contract arbitrator as establishing an ex vessel price that preserves the historic division of
revenues in the fishery; however, the respective roles of the arbitrators in meeting that common objective
differ. The formula arbitrator’s role is to apply the standard to the overall relationship between harvesters
and processors in the fishery; the contract arbitrator’s role is to apply the standard to a delivery or set of
deliveries from one or more specific harvesters to a specific processor.

As with the formula arbitrator, the contract arbitrator is directed to consider other relevant factors when
establishing a price that preserves the historic division of revenues. Two possible means of assessing the
influence of these factors are suggested by the arbitration workgroup that developed the standard and the
EIS analysis of the arbitration standard. First, in determining the ex vessel price that preserves the historic
division of first wholesale revenues, the arbitrator can consider whether any of the listed factors affected
that division (Workgroup on Binding Arbitration, 2002a). For example, some participants contend that
the division of revenues reflected in ex vessel prices is influenced by delivery location and total harvest
levels. Consideration of listed factors in this manner is consistent with maintaining the preservation of the
division of first wholesale prices as the primary role of the arbitrator.

Second, the workgroup and analysis suggested the listed factors may be considered to the extent that they
concern events that occurred subsequent to implementation of the rationalization program (Workgroup on
Binding Arbitration, 2002a; NPFMC/NMFS, 2004a, p. 4-162). Changes in market conditions, product
forms, and production processes that occur subsequent to implementation would all seem to be within the
scope of this consideration. In general, the standard suggests that these factors are to be considered while
maintaining the overall objective of preserving the historic division of first wholesale revenues. For
example, considering ex vessel prices for Class A IFQ, Class B IFQ, and C share IFQ landings should not
compel an arbitrator to match any of those prices in an arbitration finding, but instead consider whether
those prices provide some indication of trends in production or in the fishery that should weigh on an
arbitration finding. For example, a comparatively low price offer for a Class A [FQ delivery by a
processor could indicate that either the processor is not offering a reasonable price given market

** Under the rationalization program, IFQ holders may form “harvest cooperatives™ that serve the exclusive purpose
of coordinating catch of the allocations of their members. Under antitrust law, harvesters that intend to negotiate ex
vessel prices collectively must comply with the requirements of the FCMA.. Because of their different purposes, the
limitations on and requirements for forming cooperatives under the FCMA differ from those of the rationalization
program. As a result, [FQ holders in different harvest cooperatives have been able to organize under the FCMA to
collectively negotiate prices by meeting the requirements of the FCMA.

* Processors have prevailed in arbitration of procedural matters, such as eligibility to arbitrate and timing of
arbitration.
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conditions or that the processor disputes the historic division of revenues suggested by other processor
offers.*” In the first instance, an arbitrator could be asked to decide whether it is reasonable under the
standard for the processor to be compelled to pay a division of revenues based on the first wholesale price
received by other processors that achieved greater market success. Such a finding could be justified if the
processor is perceived by the arbitrator to have not made appropriate production and marketing efforts.*
In the second instance, the processor could be trying to pay a lower price based on its perception that
harvesters have received a lower portion of first wholesale revenues in the fishery. The contract
arbitrator’s finding may hinge on an assessment of the historic division of first wholesale revenues and
whether the lower price is wartranted under that standard.”

While the above discussion of the standard addresses some of the pricing issues that may arise in the
program fisheries, it does not adequately address the complexity (or multidimensionality) of delivery
terms and negotiations. In the first three years of the program, some participants have struggled to
interpret the standard and its application to their circumstances. The novelty of the arbitration system and
the absence of information from the few binding proceedings that have occurred have contributed to this
anxiety.” Some representatives of participants to arbitration proceedings assert that they were nonplussed
by the outcomes. The level of predictability of the proceedings is expected to increase over time.
However, given the complexity of issues that could be faced by the arbitrator, it is possible that some
outcomes may not be fully predictable.

Some of the more complex negotiation issues to date relate to factors beyond the basic consideration of
the historic division of revenues. One such issue is whether the historic division of revenues has differed
between the North and South regions. This issue was central to the disputes in the first year arbitration
proceedings. Given that the arbitration standard explicitly directs the arbitrator to consider delivery

" This is akin to suggesting that in implementing the standard, the contract arbitrator must decide whether the first
wholesale price to which the division is applied is the first wholesale price of the specific processor to which a
delivery is made or the average first wholesale price in the fishery (or some combination of the two). The standard,
on its face, gives no indication of which of these two prices should be used to derive an ex vessel price for a
delivery. The EIS analysis of the last best offer arbitration suggests that effective administration of the arbitration
standard requires that consideration be given to the broader market:
The separation of IPQ holders in the process could limit the effectiveness of the system in protecting IFQ
holders that deliver to lfow revenue IPQ holders. To create incentives for each IPQ holder to increase
revenues, an arbitrator will need to consider the performance of the IPQ holder with respect to all
pracessors in the fishery (including any that do nor hold IPQs). A revenue dividing pricing formula that
considers only the revenues of the participating IPQ holder might reduce the incentive for low revenue IPQ
holders 1o improve reventies. On the other hand, a revenue dividing formula thai has a componeni that
weights the performance gf all processors in a fishery could be used to create an incentive for an IPQ
holder to be competitive with others in the industry. The potential of this system to incorporate a fleet
wide component into the arbitrated price depends on the degree to which participants incorporate indusiry
performance into final affers and whether arbitrators have access to information from the industry as a
whole that is necessary to validate those offers (NPFMC/NMFS, 2004b at 393),
8 On the other hand, if a processor took reasonable risks in the market but experienced a drop in revenues, the
arbitrator may find that the processor should not bear the entire burden of its attempt to pursue the most valuable
market. This finding would likely depend on the specific relationship between harvesters and processors and
whether harvesters would have shared in the benefits, had the processor achieved better results in the market. In
short, the arbitrator should take into account the overall market and the harvesier/processor relationship,
* Some harvesters have been frustrated that processors are unwilling to simply match higher prices offered by other
processors, as happened in the pre-rationalization fisheries. Given the extended season and isolation of each
processor in the arbitration system, it is not surprising that processors are reluctant to quickly match offers of
competitors.
* Under the arbitration system no information from the arbitration proceedings can be shared among non-
participants.
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location in applying the ‘historic division of revenues,’ the consideration of the appropriateness of
differentiating North and South pricing is within the scope of the arbitrator’s authority; however, a more
structured and expansive process for consideration of this issue in the development of the formula report
could reduce the level of dispute. Several arguments have been advanced by processors to support their
contention that a price differential should be acknowledged. Some processors have argued that operating
costs are substantially higher in the North region, and, therefore, lower ex vessel prices in the North are
justified to maintain production efficiencies and the financial health of processors in the region. In
addition, some processors contend that the consolidation of harvester shares on fewer vessels has caused
inefficiencies in processing by extending processing activities over a longer period. Thig consolidation is
argued to have had the same effect as a larger TAC, under which harvesters have historically benefited
from delivering in the North, and, consequently, were willing to accept a lower price than in the South.
Under the standard, the arbitrator is directed to consider production efficiency (given the limitations of the
management structure) and the financial health of the both the harvesting and processing sectors, as well
as TAC size effects, when applying the historic division of revenues standard. Again, the breadth of
considerations under the standard appears to permit the arbitrator to consider these arguments. Whether
such arguments are compelling (or determinative of the arbitration outcome) is likely to depend on the
circumstances.

Process for binding arbitration

This section describes and evaluates the process used once an IFQ holder has initiated a binding
arbitration proceeding. The first step in that process occurs simultaneously with the initiation of the
arbitration proceeding. At that time, the [FQ holder that initiated the proceeding selects a contract
arbitrator to preside over the arbitration from the pool of jointly selected contract arbitrators. Some
participants believe that authorizing the IFQ holder to select the arbitrator creates a harvester advantage in
the proceeding.’ In addition, IFQ holders in all binding arbitration proceedings to date have been
represented by the Inter-Cooperative Exchange. At times, the Inter-Cooperative Exchange has selected
the same arbitrator to preside over consecutive proceedings. This common selection could have potential
strategic effects by allowing the harvest representatives to gauge the arbitrator’s response to their
arguments in the first proceeding.

In considering whether any potential advantage arising out of this arbitrator selection process merits
correction, one should carefully consider the rationale for the current process, the overall needs of the
system, and the fairness of the current rule. The extent of any potential advantage is limited by the joint
selection of the pool of arbitrators by PQS holders. Since the pool is selected jointly, the risk of a biased
arbitrator is limited. While an arbitrator that is perceived to be overly receptive to the arguments of one
side could provide an advantage in one year, the other sector could eliminate that arbitrator from the pool
in the next year. Under the current rule, the pool of contract arbitrators is selected at least 50 days prior to
the season. The selection of a single arbitrator from the pool by one side is an efficient mechanism for
expediting the schedule for arbitration proceedings. Under the standard arbitration schedule, proceedings
are intended to be resolved prior to the season, to limit the potential for disruption of operations during
the season. On the other hand, the need for an expedited process could be questioned though, since
proceedings have typically used the lengthy season approach.

> An interesting aspect of the program is the interaction of the formula arbitrator’s annual report and the binding
arbitration proceedings presided over by the contract arbitrator. By providing the formula arbitrator with the
submissions from the binding proceedings, the formula arbitrator can provide some guidance on factors at issue in
the prior year’s binding proceedings. Less structured than a formal record of opinion from the binding process
(which has been suggested by some participants), this informai feedback creates a flexible system providing some
level of reliability concerning the application of the standard,

*2 Both the arbitration workgroup and Council proposed that all arbitrators be selected Jjointly (NPFMC, 2004; Work
Group on Binding Asbitration, 2003). Whether the joint selection of the pool of arbitrators alone satisfies that
directive is debatable,
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A possible alternative to selection of the arbitrator by the harvesters initiating the proceeding is a joint
selection process. Typically, such a system would require either agreement of the parties to the
proceeding or a tiered selection process. Joint selection by the parties could delay the start of proceedings,
if the parties were unable to quickly reach agreement or if a delay was used strategically to gain an
advantage in the proceeding. Alternatively, a tiered process could be used under which each party selects
an arbitrator who together must agree on a third arbitrator. This third arbitrator would preside over the
proceeding. Such a system would likely result in a brief delay in the start of proceedings, the importance
of which would depend on the fishery and nature of the dispute. In addition, this process would be
slightly more cumbersome and costly by involving two additional parties in the selection process.

Beyond the selection of the arbitrator, much of the regulations governing the binding arbitration process
are general. Some of the dissention between harvester and processors has centered on this lack of
specificity. Much of the remainder of this section describes areas of the arbitration process that some
participants believe could benefit from additional definition. In considering whether adding that definition
is appropriate, the Council should consider the degree to which that definition could provide or be used to
advantage specific participants in the arbitration process and the extent to which that definition could
constrain the process. Defining a specific rule to address a current concern could constrain the ability of
participants to modify that rule should it become obsolete in the future. In development of the arbitration
system, the Council sought to provide industry with a flexible system that could be efficiently
administered by participants (through the arbitration organizations who represent them), The Council
reinforced this principle in a recent action to amend the regulations to specifically provide the arbitration
administrators (i.e., arbitration organizations, arbitrators, and third party data providers) with the authority
to adopt procedures and make administrative decisions in addition to those specified in the regulations,
provided those procedures and decisions are not inconsistent with any regulations. As such, any
regulatory change in the arbitration process initiated by the Council should consider the potential to
constrain the potential for participants to adapt the system as needed in the future,

The regulation provides that the arbitrator should meet with the participants as soon as possible after the
arbitration is initiated to schedule the proceeding (50 CFR 680.20(h)(3)(vii)}. In addition, the regulation
directs the contract arbitrator to meet with the parties to determine the terms that must be included in the
last best offer submissions, which may be collectively submitted by harvesters that are members of an
FCMA cooperative (50 CFR 680.20(h)(3)(viii) and (xi)).”® The arbitrator is limited to selecting from the
two last best offers (50 CFR 680.20(h)(3)(viii} and (xi)). The arbitrator’s finding must be delivered to the
parties within 5 days of submission of the offers (or within 10 days of submission, if the arbitration takes
place at least 15 days prior to the season opening, which is an impossibility under the current timelines)
{50 CFR 680.20(h)(3)(xi)). Beyond these specific requirements, the arbitration procedure is undefined by
the regulation. With the exception of quality and performance disputes, participants in the fishery (and in
arbitration proceedings) can seek remedies only through civil law. Furthermore, the regulations do not
provide a process for appealing an arbitration decision.

The Council’s recent amendment is intended to resolve some of these concerns. While arbitrators
generally have the authority to make determinations of whether procedural requirements for arbitration
have been met (i.e., procedural arbitrability), the amendment is intended to clarify that an arbitrator has
the authority to determine whether harvesters properly initiated or joined a proceeding to arbitrate.

% The regulation identifics several price structures that may be included in the terms of last best offers (see 80 CFR
680.20(h)(3)(viii}). The rule also refers to the last best offers as defining the “terms of delivery” (see 80 CFR
680.20(h)3)(ix)). This statement that the last best offers define the terms of delivery, together with the breadth of
factors that must be considered under the standard, clearly imply that any and all terms of delivery may be specified
in an offer and decided in an arbitration proceeding.
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Likewise, the amendment is intended to address concerns of whether the arbitrator may decide if parties
properly agreed to the lengthy season approach (i.e., did the parties have an agreement to arbitrate using
the lengthy season approach).™

Some participants have also raised concerns that the relatively short time period during which
proceedings occurred provided little opportunity to explore the validity of data presented by the opposing
party. In addition, the process used is asserted to have provided no opportunity to cross examine
conceming evidence presented by the opposing party. It has been suggested that the arbitrator should
disallow use of data (or other evidence)} that are not presented at a time that allows reasonable review by
the opposing party and should draw a negative presumption concerning data that should be available to a
party that the party chooses not to present. The Council’s recent amendment should clanfy that the
arbitrator has the ability to adopt a process to allow parties time to assess the validity of data (and other
evidence) presented by the opposing party and to ask questions concerning those data (and evidence). In
most instances, the arbitrator is likely in the best position to determine consequences for failing to present
data or presenting data in an untimely manner.

In addition, some participants have argued that the contract arbitrators should be required to provide
opinions supporting all arbitration decisions. These opinions could serve as precedents for future actions
or could provide a basis for the decision to be scrutinized in any judicial review initiated by dissatisfied
partics. The development of opinions and judicial review could provide additional information to parties
concerning the operation of the system and may increase predictability of the system. On the other hand,
these opinions and reviews could contribute to the adversarial nature of the process. As with other
changes in the program, the potential of these changes to alter the negotiating positions of participants
should be considered.

Persons favoring arbitration as a means of resolving disputes often do so, in part, for its finality. As such,
arbitration decisions are typically subject to limited judicial review, In most instances, the grounds for
appeals of arbitration outcomes are defined to be limited to cases of fraud, impartiality, or misconduct
(see Section 23, RUAA and Section 10, FAA). Courts, however, have allowed for arbitration systems to
expand judicial review (see Gateway Tech. Inc. v. MCI Telecommunications Corp., 64 F.3d 993 (5th Cir.
1995) and Lapine Tech. Corp. v. Kyocera Corp., 130 F.3d 884 (9th Cir. 1997)). The scope of judicial
review is often greater for “compulsory arbitration” under which parties are required to participate in an
arbitration system for public policy reasons (such as to avoid teacher or firefighter strikes). These systems
typically mandate evidentiary records from the arbitration proceeding and written decisions (see Nolan-
Haley, 2001).

As with other aspects of this system, the Council should consider the overall effects of the arbitrator
providing supperting opinicns for decisions and creating for expanded judicial review of outcomes.
Leaving aside antitrust considerations® (which are certain to be raised by a system of arbitration opinions
and an appeals process) the implications of such a system should be assessed. A potential benefit of the
arbitrator providing a basis for the outcome is that participants could develop a better understanding of the
application of the standard, at least by that arbitrator. If the decision is not subject to expanded judicial

** It is possible that the arbitrator’s authority to make this decision would be upheld absent the recent amendment.
While the existence of an agreement to arbitrate is typically decided by courts (see Section 6, Revised Uniform
Arbitration Act (RUAA) of 2000 and Section 4, Federal Arbitration Act (FAA)), in at least one instance where the
partics submitted the issue to the arbitrator, the arbitrator’s finding was found to govern (see First Options of
Chicago, [nc v. Kaplan, 514 U.S, 938, (1995)).

% The current position of NOAA General Counsel and the Justice Department is that any information from these
individual proceedings must remain confidential to limit the potential for anticompetitive activities. Some
participants in both sectors have expressed their opinion that the release of this information at the end of a season
would add certainty to the arbitration process without creating increasing any risk of anticompetitive behavior.
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review (and is not precedential), the need for and benefit from the opinion is likely minimal, as it may not
even provide guidance to parties to the arbitration.’®

If judicial review of the arbitrator’s findings are expanded, standards for review would need to be
developed (i.e., under what conditions would a decision be reversed). While a system of arbitrator
opinions and expanded judicial review could provide a venue to contest outcomes perceived to be unfair,
the system would also decrease finality of outcomes. The need for early and final resolution of disputes
was deemed important in the development of the arbitration program. Also, persons dissatisfied with the
outcome of an arbitration proceeding could use the threat of judicial review to leverage different terms
than those specified by the arbitrator. Using judicial review {or the threat of secking judicial review)
strategically is clearly beyond the intended scope of the arbitration system as developed by the Council.
In addition, a system of opinions and expanded judicial review could also add substantially to the costs of
the system.

Under a system of precedential outcomes (in which arbitrators provide reasoned opinions for all
decisions), opinions could be used to further clarify application of the standard for all participants.
Although this might provide clarity of the standard, the establishment of a precedent could hurt fishery
participants that are not a party to the arbitration, who might be bound by the precedent in the future.
Considering the importance of the standard to arbitration outcomes, it is possible that any review of an
arbitration outcome would draw most participants in each sector to submit briefs, since they would be
concemed that the interpretation of the standard that determined the outcome of the review would be
applied to them in the future. Such a system of judicial review and precedents would likely add
substantial complexity to the system, which is already perceived by participants as overly complex.

The potential benefits of such a system of arbitration opinions and expanded judicial review, with respect
to both arbitration outcomes and development of the interpretation of the standard, should be weighed
against the current system. In the current system, arbitration outcomes are perceived as final.’’ It is
possible that an arbitrator could misinterpret the standard, in which case, the parties to the arbitration
would be left to meet the terms of the outcome for that year.ss The finality of the decision, however,
would effectively move participants past negotiation of terms to performance of terms. If necessary, the
participants could make efforts to remove the arbitrator from the pool of contract arbitrators in the
foltowing year. In the current system, the evolution of the interpretation of the arbitration standard is
realized through the annual reports of the formula arbitrator and the exchange of information between the
formula arbitrator and contract arbitrators. The formula arbitrator is required to consider the highest
arbitrated outcome from the previous year; the contract arbitrator is required to consider the price formula
generated by the formula arbitrator, In the long run, this annual process could provide some of the desired
certainty and predictability with respect to interpretation of the arbitration standard. Unfortunately, this

*® [t is possible that the arbitration organizations (or the arbitrators) under the existing rule (including the
amendment allowing procedural changes not inconsistent with regulation) could develop a process to
provide some feedback to participants from a proceeding. Some participants in the system might favor
such a process, as it could aid their understanding of arbitration outcomes. For consistency, it might be
best to develop such a process through the arbitration organizations, after discussion of that process with

both sectors and contract arbitrators.

57 1t is important to note that since no judicial challenges of arbitration outcomes have occurred, it is possible that a
future challenge could bring into question the finality of arbitration outcomes depending on the outcome of that
challenge,

% Whether the last best offer format of the arbitration is likely to exacerbate errors is not known,
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feedback takes place only once annually, extending the time over which interpretation of the standard is
likely to evolve and be clarified.”

Some participants have suggested that current regulations that prohibit release of arbitration outcomes
indefinitely (intended to prevent anticompetitive behavior) is overly restrictive. They argue that making
the outcomes public at the end of the season would increase predictability of the arbitration system.
Meoreover, these participants believe that the information creates no potential for anticompetitive behavior
because the information is no longer current at that point. The information, however, could provide
participants with information concerning the application of the standard that would increase
understanding of arbitration outcomes in the future. Whether such a release could be used for
anticompetitive purposes should be fully examined prior to changing the current limitation.

As an alternative to a system of written opinions and full scale review, some participants have suggested
that each arbitrator could hold an informal conference with the parties to the proceeding at the end of the
scason to review the arbitration outcome and its basis. The meeting would be intended to lead to greater
acceptance of the outcomes by participants. While the meetings could have the intended effect, the use of
such a procedure should be approached with caution. There is some risk that meetings of this type could
lead to less acceptance of findings, in the event that the arbitrator’s findings are not consistent with the
parties expectations or opinions. At the extreme, the meetings could lead dissatisfied parties to attempt
appeals of findings. Because of the risks posed by these meetings, the development of these debriefing
meetings should be carefully considered.

8.7.6 Additional Delivery Negotiation Issues

This section reviews issues related to price negotiations under the program that do not fall clearly into one
of the above sections that should be considered in assessing whether the program is meeting expectations.

Delivery Timing

During the first few years of the program, participants have resolved delivery schedule issues without
resorting to the arbitration system. This resclution of these issues has occurred despite contentious
negotiations concerning delivery timing. Timing of deliveries (particularly in remote locations) and its
effects on processing and fishing operations has caused great concern among the fleet and processors.
With the expansion of the fishing season from a few days or weeks to several months, timing of deliveries
has become critical to realizing production efficiencies for both sectors. Positioning vessels and crews for
harvesting and processing in the fisheries, who then may be required to sit idle, can add substantially to
the operational costs. To control production efficiency losses some processors have adopted negotiation
positions that penalize deliveries outside of identified windows (or, from another perspective, reward
harvesters for deliveries within those identified windows). Although in some instances these positions
have been thought to be heavy-handed, they are a reflection of the reality that extending operations over a
longer period of time can add substantially to costs, particularly in plants in the North region with little
opportunity to process catch from non-crab fisheries during the crab season.®® Coordination of deliveries
is therefore critical to realizing benefits under the program. The organization of fishing in cooperatives
has aided the sectors in addressing this issue by providing improved coordination among harvesters.

Tltis possible that a more structured process for submission of information to the formula arbitrator could increase
certamty by improving feedback to the arbitrator from participants during the development of the annual report.

% Some harvesters delivering in the North region have expressed concem with delivery scheduling and waiting to
offload. It is unclear the extent to which these issues are caused by the unanticipated circumstances in that region
(i.e., the processor fire or ice conditions). As processing consolidates in the North region (as might be expected with
the new exemption of custom processing from the processor share use caps), it is possible that scheduling
complications in the North could be exacerbated.
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Complicating delivery schedules is the dependence of harvesters and processors on other fisheries. Many
of the large processors in the crab fisheries aiso have interests in the Bering Sea pollock fisheries. Since
the roe season in that fishery coincides with the Bering Sea C. opilio fishery, processors have had to
Juggle production across the two fisheries. In some instances, crab fishermen have been less than satisfied
with the priority given crab landings. On the other side, many crab fishermen also participate in Pacific
cod fisheries. Recent high cod prices, together with the flexibility offered by the share allocations in the
rationalization program, have induced increased participation of harvesters in the fall and winter Pacific
cod fisheries. In some instances, processors have been frustrated by harvesters’ reluctance to
accommodate their delivery timing preferences due to conflicts with Pacific cod fishing.®' These conflicts
with other fisheries are likely to continue in the future as differences in delivery preferences persist.

Given the individual scheduling preferences of harvesters and processors, delivery timing issues are by
necessity complex. Yet, if participants believe these issues require resolution by an arbitrator, it is likely
that an arbitrator could reasonably consider the different interests and provide an arbitrated outcome.
Likely, each of the last best offers would balance price against delivery preferences. Across the first few
years of the program, participants have resolved delivery schedule issues without need to resort to the
arbitration system.

In the first few years of the program, the challenge of achieving coordination has been exacerbated
because of uncontrollable events. In all three years of the program, unanticipated ice conditions slowed
fishing in the Bering Sea C. opifio fishery. Both sectors were burdened by the costs of standing by until
conditions improved. In the second year, a fire that disabled one processing platform intended to operate
in the North region caused substantial rescheduling of landings. Although the fire affected only a single
platform, almost all processors were affected because of custom processing arrangements and attempts to
move landings at other platforms in both the North and South to mitigate added operational costs which
can be attributed to the disabled platform. These processing capacity problems were compounded by ice
conditions in the fishery. Difficulties redistributing deliveries have been compounded by the rigidity of
the regionalized Class A [FQ/IPQ matching requirements and the application of those limitations to such
a large portion of the harvest share pool. Given the share matching structure, movement of a landing
requires the share holders (the Class A IFQ holder and the IPQ holder) to find both available Class A IFQ
and available IPQ with consistent regional designations or the harvester to use Class B IFQ. Given that
the system requires full share matching in the preseason to accommodate the arbitration structure,
redistributing deliveries using Class A [FQ must involve both the holder of the substituting Class A [FQ
and the holder of the substituting IPQ. Alternatively, Class B [FQ could be used to resolve these delivery
coordination conflicts; however, use of Class B IFQ for this purpose could obviate their use by harvesters
for additional negotiating leverage or to achieve operational efficiencies.

To help aileviate the complications arising from unforeseen circumstances preventing deliveries in a
region, the Council has directed staff to analyze alternatives allowing an exemption from the regional
delivery requirements. The alternatives use civil contracts between harvesters, processors, and regional or
community representatives to define the terms of the exemption from the regional landing requirement.
The civil contracts are intended to facilitate, clarify and streamline the process that may result from
NOAA Fisheries administration of the exemption. The process could require the holder of the IFQ for
which the exemption is sought to submit an affidavit attesting to certain conditions under which the
exemption is granted.

* Some harvesters also have questioned whether delays in completing crab negotiations were used strategically to
allow other harvesters time to complete cod harvests prior to the fleet beginning crab fishing.
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Harvester standdowns

One of the primary expectations of the Council in advancing the arbitration program was that early season
harvester standdowns would be averted. Prior to implementation of the program, harvesters periodically
organized fleetwide standdowns, delaying the start of fishing at the season opening, to induce processors
to offer a higher price (NPFMC/NMFS, 2004b). By providing an arbitration option to harvesters it was
thought that standdowns, which may result in costly delays in deliveries of products to markets, could be
avoided. However, under the program, harvesters that are members of the Imter-Cooperative Exchange
have organized standdowns in a few instances. These standdowns have targeted select processors that the
group believed had offered an inadequate minimum price to be paid at the time of landing for Class A
IFQ deliveries. In these instances, harvesters maintained the right to arbitrate under the lengthy season
approach; therefore, the delays in fishing complemented any negotiating leverage derived from the
arbitration system. The harvesters focused the standdowns on the price paid at the time of landing (prior
to any adjustments based on the first wholesale price veceived for the crab). This price is important to
both sectors because it serves as a minimum price, which, under most pricing arrangements, is subject to
an upward adjustment, depending on the price received by the processor when the crab is sold.

From the harvesters’ perspective, the use of delays in fishing to induce processors to offer a higher
minimum price serves a few purposes. By achieving a satisfactory minimum price, harvesters reach a
level of confidence to begin fishing, even if all pricing issues are not resolved. This enables production
from the fishery to begin for markets that are time sensitive, most importantly the winter red king crab
market in Japan.** The higher minimum prices under this structure are also argued by harvesters to
provide a signal to the market in general. Some participants believe that the first wholesale price often
reflects the ex vessel price. They argue that improving ex vessel prices (even recognizing that those are
minimuim prices) sends a signal of the strength of the market to sellers. Whether the use of delays in
fishing in this manner is detrimental depends on one’s position in the fishery and whether these market
effects actually occur. If first wholesale markets are boosted by the higher price at landing, it is possible
that both sectors could benefit.

Pricing structure and its effects on incentives and risk

Under the pricing structure used by most participants in the fishery, harvesters receive a payment at
landing that is the minimum ex vessel price that may be later supplemented based on the market price
received for the crab production. This pricing arrangement is largely a function of the arbitration standard,
which specifies that ex vessel prices should preserve the historic division of first wholesale revenues.® To
maintain that division of revenues, harvesters receive a specific portion of the revenues from crab
products sold into the market. This arrangement has a few affects on both the incentives and risk exposure
of participants in the fisheries.

Prior to implementation of the program, participants negotiated in the preseason, usually arriving at a
single dollar price that often applied to all landings in the fishery (NPFMC/NMFS, 2004b). Under this
pricing structure, all risk shifted to the processor on receipt of the landing; the processor bore all post
delivery costs, including handling, shipping, and storage costs, and received all benefits arising from its
production and market decisions. So, a processor’s incentive to achieve success in the market was not
distorted by any sharing of either the costs borne or benefits reaped from its decisions.

* Most harvesters realize that substantial delays in fishing could jeopardize the potential for their harvests to serve
that market, which may limit their ability to leverage their position with fishing standdowns. Since these
negotiations settle only the minimum price, it is unlikely that harvesters will standdown for a period that constrains a
processors ability to scrve high valved markets.

The initial price formula developed for the golden king crab fisheries suggested this approach to pricing based on
the arbitrators’ interpretation of the arbitration standard (NEI, 20035).
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Under the structure adopted for most landings currently, harvesters typically receive a minimum payment
at delivery, which is supplemented by a share of first wholesale revenues in excess of a threshold amount
based on that minimum price. The processor continues to bear all post delivery costs and any risk of loss
for sales that generate revenues that would result in an ex vessel price below the minimum price based on
the sharing agreement. Under the new pricing arrangements, the processors’ tisk may be less than under
the former pricing structure. Under the former structure the processor bore all market risk after delivery.
Under the new structure, the processors risk is reduced to the extent that the minimum price is discounted
in comparison to the single dollar price that would have been accepted without the sharing arrangement;
however, harvesters share the benefits in the event that the first wholesale revenues for sales results in a
higher final price than the single dollar price that would have been accepted on delivery. This pricing
structure may reduce the processor’s market risk by shifting part of that risk to harvesters. The degree to
which risk is shifted depends on two factors: the minimum price (and the difference between that
minimum price and the single dollar price that would have been accepted with no revenue sharing) and
the sharing of the revenues in excess of the threshold amount.

A concern among participants is that the cument pricing arrangement may affect market decisions and
benefits derived from the program fisheries. If prices are final on delivery, a processor’s activities in the
market are determined by its perception of the net benefit arising from those activities, Under the current
arrangement, the processor will only weigh its share of the benefits against any post delivery costs. This
can create an incentive for the processor to sell sooner, as it attempts to reduce its risk and maximize its
expected gain. At the extreme, a processor could pre-sell all of its production (i.e., contract for its sale
prior to the season) to remove all risk. Although this practice may seem inappropriate, in some
circumstances it may benefit all parties (i.e., if market prices fall, 2 pre-season sale could bring the best
price}. Yet, the potential distortion of market incentives could be problematic in some circumstances.

Given that current market decisions arise out of a pricing structure in which benefits after delivery are
shared among processors and harvesters, contract negotiations may be the best way to address the
perceived problem. Parties could agree to a price that represents a lower portion of the realized first
wholesale revenues in exchange for a higher minimum price on landing, shifting risk to the processor and
firming up the processor's incentive to more aggressively pursue the best market opportunities.
Alternatively, it is possible that parties with an established relationship could agree to greater market risk
(or even cost) sharing with a lower minimum price. A relationship able to support this type of
arrangement takes time to develop and may not develop in some instances. In addition, harvesters must
feel confident that the processor will make appropriate efforts in pursuing market opp-ortuniti~°:s.6‘1

As with other more subtle contractual issues, this issue could be overshadowed in arbitration proceedings,
especially 1f the historical price formula is still disputed. Even if the issue is central to an arbitration
proceeding, the arbitrator will need to weigh the different interests appropriately in making a decision
(i.e., balance the costs of holding inventory against the potential higher price that could be abtained by
waiting to sell the product). The degree of uncertainty conceming market conditions and expectations
make this a particularly challenging issue for an arbitrator. In any case, the participants in the fishery and
the Council should be aitentive to this issue in assessing the success of the program in the long run. The
issue, however, does not lend itself to a simpie solution, given the division of revenues standard.

* It is important 1o recognize that the “historical division of revenues” standard is derived from average market
success (or the average first wholesale price). While it is reasonable to insist that processors make legitimate efforts
to pursue good markets, it is likely not reasonable to insist that processors pay a division based on the highest first
wholesale price.
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Complexity, Cooperatives, and the Inter-Cooperative Exchange

Among the greatest frustrations of participants (particularly harvesters) in the fisheries is the complexity
of the program. The extent to which this complexity is attributable to certain aspects of the program is
uncertain. The information needs for effective price negotiations in the fisheries would increase under any
rationalization program, as participants resolve delivery and market timing issues, which are absent in
limited entry derby fishery. Some participants perceive that the arbitration system adds to these
information demands through an arbitration standard dependent on market pricing that accommodates the
circumstances of delivery and participants. To address these complexities, many harvesters have
organized their harvest activities in cooperatives, with much of the communications concerning fishing
schedules and price negotiation being undertaken by the cooperative leadership.®® [n addition, most
cooperative leaders participate in the Inter-Cooperative Exchange, which represents its members in the
arbitration process. Information sharing is one of the primary roles served by these coordinated efforts.
Participants in the Inter-Cooperative Exchange are permitted to exchange information obtained from
negotiations with each individual processor. Consequently, the Inter-Cooperative Exchange is likely to
have more complete information about competing processors’ activities than the processor with whom it
is negotiating. Costs of acquiring information and negotiation are also reduced by consolidation of this
activity in a single entity.

The organization of activities in cooperatives and the Inter-Cooperative Exchange has engendered some
controversy. Some harvesters are frustrated that these representative entities have distanced them from
decision making in the fishery. These frustrations to some extent are self imposed, as harvesters have
voluntarily elected to enter cooperatives and the Inter-Cooperative Exchange and agreed to the structure
of those organizations. Direct relationships with processors would be the best way to overcome this
distance. Processors share some of the harvest sector’s frustration, as they find themselves negotiating
with representatives of harvesters, as opposed to the harvesters themselves. As with harvesters, the most
effective way for processors to overcome this distance is through better direct relationships with
harvesters. Some fishermen were frustrated by strong positions taken by processors during first year
negotiations. For example, some processors offered higher minimum prices in exchange for waivers of
arbitration rights. Harvesters perceived these offers as unfair and processors have largely discontinued
this practice. More direct harvester/processor relationships must be built on trust, which could take time
to develop. The potential for these more direct relationships will also increase over time, as the effects of
the arbitration process become more certain and predictable.

In the first three years of the program, it is not surprising that participants have adopted an adversanal
approach in negotiations, as they attempt to influence the interpretation of the arbitration standard and the
development of that process. Some harvesters and processors have suggested that the processor-by-
processor negotiations have contributed to the confrontational nature of negotiations. Harvesters are
frustrated that processors are reluctant to match high price offers, while processors are frustrated that
harvesters contend that a single price (equal to the highest price paid by any processor) is appropriate. The
extended time available for negotiations and arbitration (particularly under the lengthy season approach)
has likely compounded this frustration.

Notwithstanding any future efforts on the part of individual harvesters and processors to engage in more
direct negotiation, cooperatives are likely to continue to have a large role in flect coordination. Given the
complexity of coordinating landings in the rationalized fishery (particularly the compounding of that
complexity with A share/IPQ landing requirements), cooperatives are likely to be important for

® Some harvesters have expressed concern that delivery scheduling within the fleet is complicated by efforts of
some harvesters (and cooperatives) to use scheduling to gain a competitive advantage over other members of the
fleet.
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coordinating timing of fishing and landings. The need for the Inter-Cooperative Exchange depends, in
large part, on the extent to which participants develop relationships under which harvesters perceive little
advantage from their membership. In the near future, the entity seems very likely to continue in its current
role. In the long run, it is possible that its role may evolve to primarily information sharing, with a less
prominent role in negotiations. This evolution depends on the extent to which the arbitration system
develops predictability and harvesters perceive that they are able to achieve reasonable success in direct
negotiations with processors.,

Costs of Cooperatives and Arbitration

Some participants have expressed concern that the costs of participation in the arbitration system are
excessive. Arbitration administration costs, cooperative membership fees, costs associated with the Inter-
Cooperative Exchange, and arbitration organization fees all reduce net revenues from the program
fisheries.

Over the first three years of the program, the annual costs of the arbitration organizations and arbitration
administration have declined as the administrative aspects of the arbitration system become more
established and consolidated. The arbitration organization for harvesters that have no processor affiliation
(i.¢., independent harvesters) charges each member $500.% Costs of membership for the processor and
affiliated harvester organization are not known, but are likely to be greater on a per member basis because
the sector has fewer share holders over which to disburse costs.

By regulation, arbitration administrative expenses are split evenly between the harvester and processing
sectors. Processors advance the costs, recouping the harvesters’ half of the expenses through an
assessment on landings. In the first year of the program, harvesters were assessed a penny per pound to
cover their half of the expenses (approximately $225,000), which combined with an equal contribution by
processors resulted in approximately $450,000 to cover the arbitration administration costs. These charges
greatly exceeded the first year actual arbitration administration costs (approximately $162,000). The
remainder was applied to the second year’s arbitration administration costs; therefore, harvesters paid no
fee for arbitration administrative expenses in that year. In the third year, a landing charge of one-half
penny per pound was assessed on all harvests. This amount {together with excess funds from previous
seasons) was adequate to cover the costs of the arbitration system in the third year. Considering the first
three years” experiences, it is likely that administrative costs of the arbitration program will remain below
one cent per pound (including processor contributions) in the future.®’

Cooperative memberships have also increased costs for a large portion of the fleet. These groups are
likely beneficial under any rationalization for coordination of harvest activity. Yet, a portion of the
activities (and costs) of cooperatives in this program arise from the added need to match Class A IFQ to
IPQ. Information concerning these costs are currently unavailable on the magnitude of these costs is
available at this time.®*

In addition, to harvest cooperatives, many harvesters bear indirect costs through their cooperative’s
memberships in the Inter-Cooperative Exchange. Many harvesters view participation in the Inter-
Cooperative Exchange as necessary and beneficial at this time. Membership is reported to be stimulated

% Because of the different information needs of non-affiliated harvesters and the need to limit flow of that
information to affiliated harvesters, separale arbitration organizations are mandated by regulation,

%7 Processors are not permitted to participate collectively in arbitration. Consequently, each processor must fully
fund its own participation in arbitration.

% Economic data reports include information on cooperative costs. Once issues conceming the quality and
confidentiality of data in those reports have been adequately addressed, information concerning cooperative costs
may be available.
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by both the complexity of the arbitration system and the relatively large portion of the harvest allocation
that is subject to the IPQ landing requirements and arbitration. Many fishermen believe that accountants
and lawyers are necessary to guide negotiations due to the complexity of the system and the expense of
gathering market information needed for effective negotiation. The structure of the Inter-Cooperative
Exchange has helped distribute its costs through general membership dues based on share holdings.
Members are charged these dues regardless of whether their shares are subject to specific negotiation
disputes or arbitration.®® The exact level of these charges is confidential; however, considering the
relatively small landing fees that fund the arbitration system’s administration, it seems reasonable for
harvesters to join the Inter-Cooperative Exchange (at its current membership level) if they believe the
organization increases ex vessel prices by even a few cents per pound.

Notwithstanding that the Inter-Cooperative Exchange may be a cost effective organization, concerns have
been raised that some harvesters who are not members of the Inter-Cooperative Exchange “free ride”™—
approaching a processor independently after the Inter-Cooperative Exchange has completed negotiations,
and obtaining its settled price, without paying for membership in the I[nter-Cooperative Exchange.
Processors may encourage this behavior, if they believe that inducing more harvesters to leave the Inter-
Cooperative Exchange reduces its funding and effectiveness. Along the same lings, processors may wish
to induce persons to leave the Inter-Cooperative Exchange if they believe that negotiations with the
cooperative are contentious or harm their relationships with their fleets.

8.8 Pricing and terms of Class B IFQ and C share IFQ deliveries

Since 90 percent of the annual IFQ allocation is made up of A shares, the distribution of benefits between
harvesters and processors under the rationalization program has in large part depended on the distribution
of benefits from landings of Class A IFQ. In developing the progtam, however, the Council included 10
percent of the annual catcher vessel owner IFQ allocation as B shares, which may be landed with any
processor. To ensure that the benefit of the B share allocation to independent harvesters is not diminished
by vertical integration, B shares are issued only to QS holders to the extent of their independence of
processor affiliation.” In addition, C share IFQ, available to be held by active crew in the fisheries, are
free from processor share landing requirements.

In the first year of the program, harvesters had some difficulty adjusting to the IPQ landing requirements
on Class A IFQ. These complications led many harvesters to use Class B IFQ to address logistical
complications arising because of the landing limitations on Class A IFQ.”' Since that time, many
harvesters have adapted to the program and used their cooperative associations to pool Class B IFQ to be

# Given the negotiation strategy of using one processor’s offer to induce other processors to match the price, this
distribution of charges is generally perceived as fair and beneficial by Inter-Cooperative Exchange members, The
incentive to arbitrate, in tum, is likely affected if costs are shared by persons who are not party to the arbitration. To
the extent that success in arbitration boosts prices from other processors (either through the feedback of the price
formula in the following year or through the cooperative’s reputation for successful negotiation), non-parties who
are members of the Inter-Cooperative Exchange likely benefit from those proceedings.

® Affiliation under the rcgulation exists in the case of either functional contro! of the QS holder or common
ownership in excess of 10 percent (50 CFR 680.2). QS holders receive Class A 1FQ in an amount equal to the IPQ
allocation of their affiliates, with any remainder subject to the Class A IFQ/Class B IFQ split.
™ In some cases, harvesters landed small amounis of Class B IFQ with deliveries of Class A IFQ, effectively
rounding out the trip. These harvesters believed that it is more efficient to fully harvest and deliver their Class A IFQ
allocations with a minor overage that is covered by Class B IFQ, rather than risk an minor underage that might
require an additional delivery to a processor, Harvesters clearly gain some efficiencies from this practice, but it does
limit their ability to competitively market Class B IFQ landings. In other cases, harvesters used almost exclusively
Class B IFQ to cover deadloss. Both of these practices are believed to have declined since the first year of the
program.
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marketed separately from Class A IFQ. As a result, it is believed that most harvesters have been able to
develop some competition for their Class B [FQ landings.

Data distinguishing ex vessel prices by IFQ type are not currently available.”” Anecdotal evidence,
however, suggests that harvesters have been able to gain a premium on landings of Class B and C share
IFQ catch over landings Class A IFQ catch. These premiums are said to range from approximately 5 cents
to approximately 20 cents, with variation across fisheries, processors, and time (including within
seasons).” Premiums are thought to have been at a low during the first year of the program, when crab
product markets were particularly weak. Processors, congcerned about their weak position in the market,
were generally less willing to buy crab to add to existing inventories. In addition, harvesters becoming
familiar with the program were likely less well-prepared to cocrdinate activities to generate competition
for Class B and C share IFQ catches. In the second and third years, markets have improved and harvesters
are said to have become better organized, stimulating more competition for Class B and C share IFQ
landings. The magnitude of premiums are said to vary across processors and through the seasons. In some
cases, the premiums are thought to be raised when a processor has identified a specific market for its
product. Although premiums are believed to increase with the value of the crab species—DBristol Bay red
king crab receiving the greatest premium and Bering Sea C. opilio receiving the smallest—exceptions
exist with processor market opportunities. The magnitude of the premium also depends on the price for
Class A IFQ catches. If those prices change in the future (with changes in the price formula or its
application), the magnitude of the premium on Class B and C share IFQ will alse change.

In addition to anecdotal price information, several sources of evidence suggest that harvesters have
developed competition for Class B and C share IFQ landings. In many cases, harvesters have been able to
make deliveries of crab harvested exclusively with Class B and C share [FQ (see Table 8-7). The data
suggest that harvesters have increasingly coordinated the harvest of allocations to allow deliveries of
Class B and C share [FQ harvests independent of harvests of Class A IFQ. In the third year of the
program, in excess of 60 percent of Class B and C share IFQ harvests were delivered independent of
Class A IFQ harvests. In addition, the size of these deliveries has increased substantially since the first
year of the program, suggesting that harvesters are achieving greater efficiency in the harvest of these
shares. The growth in the percentage of the Class B and C share IFQ pools that are delivered separately
from Class A IFQ landings suggest that harvesters have been able to negotiate separate delivery terms for
these shares. Although these deliveries suggest that competition has been generated for these landings,
other data may also suggest competition.

™ The only currently available data showing price by share type are elandings data collected by NOAA Fisheries.
These data are collected at the time of landing and do net include any post-landing adjustments or bonuses, which
are reported to be an important part of pricing under current practices. Since the first year of the program, Economic
Data Reports have included ex vessel price by IFQ Class, but those data are currently undergoing a review and are
unavailable for use at this time.

7 The difference between ex vesse! prices for Class A [FQ landings and Class B and C share IFQ landings are likely
the best available information for valuing [PQ and PQS. The value of an annual IPQ pound is the difference between
the Class A IFQ/IPQ landings price and Class B and C share IFQ landings price. The value of PQS is the discounted
strearn of savings on the yielded 1PQ ex vessel price payments as compared to price payments for the same quantity
of Class B or C share IFQ landings. As with QS, PQS values may be discounted from these levels to accommodate
TAC and market uncertainties,
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Table 8-7 Deliveries of crab harvested exclusively with Class B and C share IFQ {2005-2006

through 2007-2008).
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Examining buyers of Class B and C share [FQ catches and the extent to which buyers of those catches
purchase larger portions of the Class B and C share IFQ catches than Class A IFQ catches suggest that
some processors are aggressively competing for landings of Class B and C share [FQ catch (see Table
8-8). In the Bristol Bay red king crab and Bering Sea C. opilio fisheries, more persons have purchased
Class B and C share IFQ catches than Class A IFQ catches. This difference suggests both competition for
Class B and C share [FQ landing and the entry to the fisheries of persons through purchases of Class B
and C share [FQ landings. Examining processors who purchased a greater share of the Class B and C
share IFQ landings than Class A IFQ landings also suggests that a few buyers have competed for these
landings. In both the Bristol Bay red king crab and the Bering Sea C. opilio fisheries, a large portion of
the Class B and C share [FQ catches have been purchased by a few buyers who have purchased a smail
share of the Class A [FQ catches. In all cases, the poundage of Class A IFQ catches purchased by these
buyers has exceeded their purchases of Class B and C share IFQ catches. This differential in the
distribution of landings suggests that harvesters have been able to stimulate competition for these Class B
and C share IFQ catches.

Table 8-8 Purchases of IFQ landings by share type (2005-2006 through 2007-2008).

Chsgs A FQ BIG” IFQ Buyers purchasing a greater percant of
landings andngs BIC IFQ paal than of the Class A poo)
Fish Season Percent of | Pounds of
o Mumber | Tota pourds | Numper| 100  [Mumber Permentof | Thinien [ cs alrg | Pounds of BIC
pounds of Qass AIFQ ! IFQ landings
of buyars| tandad of buyers1 landsd bu | purchas ed podl lardings wrehased
Yers [peol purchas purchased | purchased p
Bristol Bay red king 2005 - 2008 [] 13,757,569 10 1.868,154 4 182 623 2 505,097 1,226,332

2008 - 2007 10 11,584,465 12 1,661,730 5 276 54.3 3,200,529 902,304

erab 2007 - 2008 13 13,277,413 15 2,220,327 L] 18.6 86.8 2 838885 1,828,206

2005 - 2006 g 26,402,708 10 3,830,350 ] 25 59.8 8,579,616 2,281,550

Bering Sea C. opdio| 2006-2007 | 12 | 26934701 | 4 | 37R320| 5 133 738 | 34549% | 27825%
2007-2008 | 11 | 450255 | 15 | eeoe3s2]| 7 13.1 712 | 5914751 | 4699,000

Source: RAM IFQ dalabase,
" ncludes Class B [FO and C share IFQ.
Dista for other fishernias cannot be shewn beause of confidentiality proledions.

In the smaller fisheries, data conceming the differences in purchases of Class B and C share IFQ catches
and Class A IFQ catches cannot be revealed because of confidentiality protections; however, the number
of buyers of catches by share type can be revealed. In only the Eastern Bering Sea C. bairdi fishery have
more persons purchased Class B or C share [FQ catches than Class A [FQ catches. In all other fisheries,
the same number of persons have purchased catches from these two different share types. The absence of
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buyers of only Class B and C share [FQ catches does not mean that harvesters have not generated
competition for these landings, but raises the question of whether persons who do not have [PQ will have
the ability to enter these fisheries. Given the relatively small TACs in these fisheries, they are less likely
to support processor entry in any case. In all fisheries, only a few buyers have purchased a greater
percentage of the Class B and C share IFQ catches than Class A IFQ catches. These numbers suggest that
to some extent harvesters have directed landings to persons willing to pay the most for those catches in
these fisheries. The extent of competition cannot be discerned.

Table 8-9 Buyers of catches by share type and fishery (2005-2006 through 2007 2008}

Number of buyers Number of buyers
of landings of buying a lesser
Fishery Season percent of the Class A
IFQ landings than B/C
Class A IFQ B/C* IFQ IFQ landings
Eastern Aleutian Islands g% = gg? g ‘51 f
ciden ki =

golden king crab 2007-2008] 3 3 1
Eastern Bering Sea C. 2006 - 2007 7 8 3
bairdi 2007 - 2008 B 7 2
Western Aleutian Islands ~ |-2000 - 2006 4 4 2
golden king crab 2006 - 2007 4 4 1
2007 - 2008 3 3 1
. 2005 - 2006 7 7 4
E\f;rﬁern Bering Sea C. 5006 - 5007 3 8 2
2007 - 2008 7 7 2

Source; RAM IFQ database.
* includes Class B IFQ and C share IFQ.

In addition to data shortcomings, several other factors complicate any consideration of the degree to
which the 10 percent Class B [FQ and 3 percent C share [FQ allocations create a competitive market. In
considering the extent of competition for Class B and C share IFQ landings, it is important to recognize
that the predominance of Class A IFQ/IPQ landings in the fisheries. As should be anticipated, with a large
majority of the catch subject to the IPQ landing limitations {and potentially the arbitration system), it is
possible that available markets for landings of Class B and C share IFQ are limited. Three factors could
contribute to this reduction in competition: choices of IFQ holders to use Class B and C share IFQ to
achieve harvester production efficiencies (instead of attempting to market those IFQ competitively), any
loss of incentive to pursue product market opportunities arising from the Class A IFQ/IPQ) allocations and
arbitration system, and any disincentive for entry arising from the magnitude of the Class A IFQ/IPQ
allocation.

Although less prevalent in the second and third years of the program, some harvesters are believed to
have elected to use Class B and C share IFQ to improve harvesting production efficiencies, making those
IFQ unavailable for competitive marketing. Driven by [FQ holders’ decisions, this use of shares will limit
the extent of competition for landings of Class B and C share IFQ. Harvesters may realize efficiencies in
harvesting by using Class B and C IFQ harvests to supplement a partial delivery of Class A IFQ harvests,
reducing the need for an additional trip to harvest (and independently market) the Class B and C IFQ
catch. Also, when making Class A IFQ harvests, some harvesters use Class B and C share [FQ to avoid
underages that would require an additional trip, knowing that Class B and C shares can be used to cover
any Class A IFQ harvest overage. These uses of Class B and C share IFQ clearly benefit harvesters, but

Three-year review of Crab Rationalization 103
Program for BSAI crab fisheries — December 2008



detract from the use of Class B and C shares to pursue competitive markets. Yet, harvesters adopting this
practice may be better off, particularly with Class A IFQ landings bringing prices relatively close to Class
B and C share landings.

The Class A [FQ/IPQ share allocations effects on processor entry could also reduce competition for Class
B and C share IFQ landings. To enter a fishery at all a processor likely must purchase some minimum
level of fandings. With the large share of the TAC committed to IPQ holders as Class A IFQ, it is possible
that some potential entrants view the Class B and C share IFQ pool as too small to support their entry, In
other words, although some processots have entered the fishery through purchase of Class B and C share
IFQ landings, that pool of landings may be tco small to support entry by all processors that wish to enter.
So, it is possible that Class B and C share [FQ ex vessel prices are somewhat dampened by the election of
potential processors not to enter the market for these landings. It is important to consider that this
reduction in entry and competition is an expected effect that arises from the Class A IFQ/IPQ allocations.
The Class A IFQ/IPQ pool is intended to protect investments of existing processors, in a manner similar
to the protection of harvester investments by IFQ. In addition, entry to processing in the crab fisheries is
challenging in any case and is likely limited by the nature of the fisheries. The remote processing
locations and limited TACs require that a processor have processing activities in other fisheries {(including
groundfish fisheries) to support processing investments. So, reductions in competition for Class B and C
share IFQ landings arise not only from the Class A IFQ allocations in the fishery, but also from the
characteristics of the fisheries themselves.

Competition for Class B and C share IFQ landings may also be inhibited to the extent that the allocations
under the program ichibit product developments. A few competing factors shed light on whether the
program’s share allocations have inhibited product developments. In the second and third years of the
program, one precessor that holds no PQS has been active in the processing sector through the purchase
of Class B and C share IFQ landings and has leased IPQ. This processor has developed relatively high
quality red and golden king products, choosing to separate legs during primary production, rather than
producing bulk packs of sections that are later separated during secondary processing. The development
of these products exclusively by a processor without PQS could be interpreted to suggest that PQS may
be inhibiting product development. On the other hand, these production developments might be most
efficiently adopted by an entering processor; and the advantage of an entering processor may be greatest
when the market is relatively small. The entering processor may be able to have all of its production go to
this small market, whereas an existing processor with larger production amounts may need to maintain
two lines of production to adapt to a small niche market. Juggling production and personnel across two
lines by an existing processor could increase production costs. An entering processor may be able to
configure its production line from scratch. Modification of existing lines may be more costly and may not
be worth the tradeoff for a larger processor with an existing line and larger scale production, particularly
for development of a small niche market. In addition, examining world markets sheds light on whether the
product developments are lagging in the program fisheries. [ products are being developed elsewhere that
are neglected here, the share allocations under the program may be creating a disincentive for innovation.
To date, no evidence of such a lag has been suggested.

The potential for institutional disincentives to limit the motivation for PQS holders to aggressively pursue
new markets suggests that continued attention should be given to the prospect of market developments in
applying the arbitration standard. As such, it important that both formula arbitrators and contract
arbitrators look beyond production in program fisheries to fisheries throughout the world when
considering whether processors are making reasonable efforts to pursue available market opportunities.
When undertaking this consideration, arbitrators should consider the potential for the development of
markets, as well as gauging reasonable efforts, expenditures, and investments to pursue those markets
given a processor’s existing production and PQS holdings. Costly revamping of production might be an
unreasonable expectation for potential markets that may not succeed. On the other hand, processors might
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be expected to make minor and experimental production changes that could be used to explore the
potential for new products and markets. In applying the arbitration standard, it should be expected that a
processor recoups its additional costs for these production changes prior to being expected to share any
added production revenues with harvesters. It should be noted that if a harvester bore additional harvest
costs to enable the processor to diversify its production, the harvester should be expected to recoup these
costs prior to the processor realizing added gains from the production.

9 ENTRY OPPORTUNITIES

This section examines entry opportunities to the crab fisheries and how those opportunities changed under
the rationalization program. The section begins with a brief discussion of harvester entry opportunities
under the License Limitation Program, which preceded the rationalization program, which is followed by
a discussion of entry opportunities under the rationalization program. The section then goes on to discuss
entry to the processing sector under the LLP and the rationalization program.

9.1 Entry to the harvest sector under the LLP

Entry into the fisheries under the LLP eccurred primarily in two ways. Some persons with access to
considerable capital were able to enter through the purchase of an LLP license and vessel. Since the
fisheries were greatly overcapitalized, some lenders were reluctant to extend financing for entry to the
fisheries. In addition, historically low GHLs in the early 2000s, made investments to the fishery less
attractive. The nature of the fisheries also increase the risk associated with entry. In brief derby seasons of
a few days or weeks, poor catch rates and vessel breakdowns could result in no or little revenues for the
season. New entrants dependent on revenues from the fisheries for their vessel payments faced greater
risks under this derby management as they competed with others for a share of the GHL.

In the years leading up to the rationalization program, the cost of full scale entry of this sort was generally
dependent on the history associated with the license and vessel purchase. Most persons anticipated the
history-based harvest allocations under the rationalization program (and under the buyback), so prices of
licenses and vessels were typically dependent on catch histories. Few transactions occurred in the years
leading up te the program, as many persons sought to retain holdings until the rationalization program
was implemented (see Table 9-1).

Table 9-1 Transfers of crab LLP licenses {2002-2004).

Number of transfers
. Bering Sea ... St. . Aleutian
Year antoI.Bay C. opifio Pribilof red Matthew Aleutian Island Catcher
Total red king d and blue Island red oide
crab and | king crab Is!and blue king crab gagen - processor
C. bairdi king crab king crab
2002 1 1 1 0 1 0 0 0
2003 3 3 3 1 0 1 2 2
2004 1 1 0 a 0 0 0 0

Source: NMFS RAM LLP Ecense file.
Includes only transfers with change of named license holder.

An alternative method of entry was open to some captains and crew in the fisheries. The typical
progression in the fisheries was for crewmembers to work their way up to become skippers. With most
vessels employing approximately 5 deck crew, the opportunity for advancement to skipper was limited.
Some long term captains who sought to enter the fisheries were able to convince the vessel owner/license
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holders they worked for to sell them an interest in the operation. Persons entering the fishery in this
mannet, typically had strong long term relationships with their employers (i.e., the vessel owners) and
shared in the oversight of annual maintenance and upkeep of the vessel. This progression from skipper to
vessel owner was also available only to a few skippers, who had strong relationships with a vessel owner
who was interested in sharing an interest in the vessel. Some vessel owners were unwilling to accept
investments in the years leading up to the raticnalization program, anticipating history based allocations
under the program. As a consequence of the distribution of harvest privileges and stock conditions in the
fisheries, entry opportunities were limited under the LLP.

9.2 Entry to the harvest sector under the rationalization program

Since the crab fisheries were greatly overcapitalized on implementation of the rationalization program,
any absence of entry to the fisheries in the first few years of the program is fully expected. The
restructuring of harvest privileges under the rationalization program has changed the nature of entry
opportunities substantially. Entry can occur through the purchase of harvesting QS without ownership of
an interest in a vessel or a supporting license. Annual IFQs can then be fished liberally through leasing
arrangements. Since QS are divisible, gradual entry into the program fisheries is permitted. The cost of
entry is determined by QS prices, which depend on TACs, crab markets and other factors.

QS can be purchased direcily from QS owners or through brokers. The market for crab QS has tended to
be less fluid than that for sablefish or halibut QS because crab QS holdings are more concentrated and the
relatively new market is continuing to develop. Since much of the share concentration resulted from the
initial allocation of QS, the thin market is largely a reflection of the historic distribution of interests in the
fisheries. The more industrial nature of the fishery, with larger investments in vessels, has also
contributed to concentration of interests. With this concentration, few transactions take place and most
transactions for owner QS tend to be large, requiring substantial access to capital (see Table 9-2), The
average fransaction for owner QS (based on available price information and the average transfer size)
exceeded $300,000 in the Bering Sea C. opilio fishery in the first two years of the program. At the
extreme, in the second year of the program, the average owner QS transaction in the Bristol Bay red king
crab fishery was for slightly less than $1 million. Although these large QS purchases are subject to risks
associated with TAC fluctuations, they have substantially less risk than the purchase of licenses and
vessels under the derby-style LLP fishery.

Full scale entry requires ownership of a vessel in addition to this quota acquisition. Yet, cooperative
harvest of IFQ and leasing create an opportunity for 2 more gradual entry without a vessel. A person can
lease IFQ yielded by held QS over a period of years, then acquire a vessel to achieve full scale entry. The
separation of accessible harvest privileges from vessel ownership also allow persons to enter by
purchasing a vessel without QS. Through the leasing market a person who is able to run an effective
vessel operation may be able to enter the fishery without substantial QS holdings. As under the LLP, full
scale entry opportunities to the fisheries are limited and remain costly. Yet, the divisibility of interests in
the rationalization program allows more paths of entry and may reduce risk depending on the method of
entry chosen.
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Table 9-2 QS transfers and estimated transfer costs {2005-2006 to 2007-2008)

Average
~ Crab Fishery sector | Pricever | Total QS units N”g‘fbe’ A"e;:%z Q" cost of
Fishing Year QS unit transfered” transfers | transferred wa?;]fa
) VG 0.72 1,434,287 24 59762 | 43,029
Bastol Bay red king crab VO 0,56 15,337,188 24 539,050 | 357.868
- CVC 0.24 3.082.755 30 102760 | 24,662
2005 - 2006 082, s :
Bering Sea C. apifio VO 0.39 20,969,076 44 931,115 | 363.135
) ) VG 0.19 563,706 18 31,317 5,950
Sea C. bak ! 2 i
Bering Sea di o) 0.29 11,870,491 20 593525 | 172,122
) , ovC 0.68 1,037 670 27 45840 | a1.171
Biistol Bay red king crab CVO 1.2 28,744,467 36 821270 | 985524
n VG 019 2,048,661 36 84,713 | 16,095
Ber : 049, . :
@ing Sea C. opilio Vo 0.26 £0,901248 50 | 1218025 | 316,688
L
Eastem Bering Sea C. bairdi ' 1. : ,229
cvVo 0.07 17.195,877 33 521,087 | 36,476
5t. Matthew Island blue king crab CVC 017 76,301 11 7,209 1,226
. — cVC 0.0a 191,486 20 24,574 737
Westsrn Bering Sea C. bairdi Cv0 0.08 17.195,877 32 537,371 | 42990
Brstol Bay red king crab CVO 0.94 4,734,563 16 205910 | 278,156
2007 - 2008 Bering Sea C, opifio CVO 0.27 18,434,506 23 801,504 | 216,406
Eastern Bering Sea C. bairdi cvo 0.08 2,686,182 9 320,687 | 19,241

Nates: Includas only transfars through November of 2007. All ansfers of Baring Sea G bairdi occurred pior to division of those
allocations into two areas and therefore indu de ransfers of both Eastern and Westem Bering Sea C.baindi. The crab fishing year begins
on July 1 and ends on June 30. A portion of these fransfers induded accompanying IFQ for the current season.

Source: Restricled Access Management, NOAA Fisheries.

* Basad on transfers for which price information are available and may be reieased,

" Includes &ll transfers in this season of this fishery and sector.

While large scale entry is challenging, C share QS have opened new avenues for small scale entry by
eligible crew. C share QS typically sell for less than owner QS, in part, because of the active participant
requirements applicable to C shares. The relatively low caps on C share QS holdings and the small
percentage of the total harvest share allocation made up of C shares limit the ability of persons to
consolidate large C share QS holdings. As a result, C shares transfers must be of relatively small amounts
of QS, which are likely to be more affordable, particularly to crew, who may have less access to capital.
Available transfer information from the first three years of the program suggests that the average transfer
in all fisheries is valued at less than $50,000. Notwithstanding these relatively small scale transactions,
some crew report that access to capital remains problematic, as a planned federal loan program has yet to
be launched.

One way to examine entry to the harvest sector is to estimate the acquisition of QS by persons who did
not receive an initial allocation. Two types of entrants could be considered: entrants who acquired shares
in a fishery in which they hold no shares and entrants who acquired shares who hold shares in none of the
program fisheries. Considering owner QS first, data suggest that entrants of either type have acquired
approximately 10 percent of the owner QS in most fisheries (see Table 9-3). As many as 17 new holders,
who did not receive an initial atlocation in any fishery, have acquired QS in the first three years of the
program. Yet, given that many persons hold owner QS indirectly, through corporations or partnerships, it
is likely that a portion of this suggested entry is simply restructuring of holdings of persons who received
allocations.
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Table 9-3 New holders of owner QS since the initial allocation

New QS holder in the fishery New QS hdlder in all fisheries
Fishery Numberof| QS units Pgrscem ?f Nu$ber QS units  |Percent of QS
entrants acquired aoqtgi?:d entrants acquired |pool acquired
Brisicl Bay red king crab 27 47 822,236 123 17 | 37472319 9.8
Bering Sea C. gplio 27 101,712,035 10.4 17 | 84,322,232 87
Eastern Aleutian Islands golden king crab 1 1.021,237 10.5 i 1,021,237 105
Eastern Bering Sea C. bairdf 17 18,449,875 95 17 | 18,449,875 85
Pribifilof red and blue king crab 10 2,808,769 96 4 2,215,703 78
St. Matthew Island blue king crab 17 3,048,882 10.4 8 1,988,321 6.8
Western Aleutian Islands golden king crab 2 879,760 23 2 879,760 23
Westoern Aleutian Islands red king crabs 6 9,054,708 15.6 3 8,822,797 15.2
Waestern Bering Sea C. bairdi 17 18,482,166 9.5 17 | 18482 166 9.5

Source: RAM QS database.

Since C share QS may only be held by individuals, C share data may better illustrate the extent of new
entry (see Table 9-4). Yet, since some entering C share holders may hold owner QS indirectly, estimates
of entry may be misleading. Although C shares improve the opportunity for entry, few persons have
entered the fisheries through C share acquisition since the initial allocation. The few persons that have
entered the fisheries have acquired relatively large holdings of C shares, with the average entrant in most
fisheries exceeding one-half of one percent of the C share QS pool. In the Western Aleutian Islands
golden king crab fishery, the one new entrant acquired in excess of 5 percent of the C share QS pool.
Given that only a few vessels participate in that fishery, the large share acquisition is not surprising.

Table 9-4 New holders of C share QS since the initial allocation

. New C share QS holder
New C share QS holder in the fishery in all fisherios
Fi =

shery Numberofl QS units ng:ent ?f Nur:fber QS units  |Percent of QS5
_ entrants acquired aml.ﬂg:d entrants acquired | pod acquired
Bristol Bay red king crab 14 1,077,535 8.0 5 315,487 26
Bering Sea C. opilio 11 2,303.296 7.6 5 1,127,003 37
Eastern Aleulian Islands golden king crab o 0 0.0 o 0 00
Eastern Bering Sea C. bafrf 6 153,660 26 <] 153,660 26
Pribifilof red and blue king crab 1 27.116 a0 o 0 0.0
St. Matthew Istand blue king crab 8 108,660 12.1 1 13,137 15
Wastern Aleutian Islands golden king crab 1 75.643 6.3 1] 0 00
Waestemn Aleutian Islands red king crab 0 0 0.0 a 0 00
Western Bering Sea C. bairdi 6 153,660 26 6 153,680 26

Source: RAM QS database.

9.3 Entry to the processing sector

Unlike the harvest sector, entry to the processing sector was not limited under the LLP. As a result,
processor participation fluctuated greatly in the years leading up to the implementation of the
rationalization program. In the early 1990s more than 50 processors operated in the Bristol Bay red king
crab and Bering Sea C. opilio fisheries. Under lower GHLs in the late 1990s and early 2000s, processing
participation dropped to fewer than 20 plants in those fisheries.

Both prior to and since implementation of the rationalization program, entry to the processing sector as
only a crab processor was very challenging. Processors that also process groundfish are able to keep
plants operating for a greater period of time, spreading capital costs across larger scale production.
Consequently, entry to the processing sector is affected by a processor’s potential to enter groundfish
fisheries and secure a portion of that production. With groundfish processing fully capitalized, entry
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opportunities in the crab processing sector are also limited. In addition, to the extent that other
management programs (such as the AFA Bering Sea pollock cooperative program, Bering Sea and
Aleutian Island cod sector allocations, and the Amendment 80 cooperative program) directly or indirectly
limit the ability of processors to enter those fisheries, entry to the crab fisheries is more constrained,
regardless of the limits on entry created by the crab management program.

Share holdings data suggest that a few processors have entered the fisheries, since implementation of the
program. In some instances, this suggested entry has arisen from simple changes in the structure of
holdings. In at least one case, however, a substantial interest has been acquired by a new entrant.
Although that entrant has not processed landings directly, the lease of those shares has supported
processing by an entering processing platform.

Table 9-5 New holders of PQS since the inifial allocation

New PQS holder in the fishery New PQS halder in all fisheries

Fishery Mumberof] QS units Pgrscep;ﬂ o?f Nugber QS units |Percent of QS

entranls acquired acquired | ertrants acquired | pedl acquired
Bristol Bay red king crab 3 53,867,976 14.1 2 51,756,662 1386
Bering Sea C. opilic 4 86,194,722 886 2 84,798,627 8.5
Eastern Aleutian Islands golden king crab 3 1,365,308 252 2 1,272,608 234
Eastern Bering Sea C. bairdi 1 3,676,006 18 1 3,676,006 18
Pribililof red and blue king crab 1 4,155,008 13.9 0 1] 00
St. Matthew [sland blue king creb 2 2,397 581 8.0 1 12,955 0.0
Western Aleutian Islands golden king crab 2 2,269,884 81 1 2,165,711 7.8
Westermn Aleutian Islands red king crab 2 19,415,902 323 1 3,248,567 54
Westem Bering Sea €. bairdi 1 3,676,008 1.8 1 3,676,006 18

Source: RAM PQS database.

In addition to entry as PQS or IPQ holders, processors may also enter the fishery through purchases of
landings of Class B or C share IFQ crab. Entry as a processor acquiring [PQ annually or purchasing
landings of Class B or C share IFQ crab can reduce risk, since acquisitions are annual (representing no
longer term investment as PQS). These annual purchases will not subject the new entrant to risks such as
annual TAC changes or long term changes in product markets.

In a few instances, processors are believed to have entered the fishery through purchases of Class B and C
share IFQ landings (see Table 8-9}. This entry has been relatively small scale, as Class B and C share IFQ
represent a relatively small portion of the [FQ pool. These entering processors have been active in other
fisheries, supplementing those activities with processing of crab. The potential of any of these entrants to
expand operations depends on their willingness to continue to compete for Class B and C share IFQ
landings and to acquire PQS to sustain that participation.

10 MONITORING AND ENFORCEMENT

The system of share-based fishing established by the program includes several fishing privileges and
obligations that must be overseen by NOAA Fisheries managers and enforcement agents. Several aspecis
of participation in the program must be monitored to ensure compliance with the regulatory requirements.
These requirements present extensive and unique challenges to NOAA Fisheries Restricted Access
Management and Office of Law Enforcement.
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Several sets of accounts authorizing fishing and processing activities must be monitored. Using plant
observers and electronic reporting, landings can be attributed to the appropriate accounts. To date, only a
few, minor overages have occurred under the program (see Table 4-4). Overall, managers and
enforcement believe that fishing and processing activities are in compliance with the allocation of
privileges for those activities as intended by the program.

Beyond oversight of fishing and processing activities, several other aspects of the program and its
allocations must be monitored by NOAA Fisheries. Limits are imposed on harvester share holdings, the
amount of shares that may harvested by a single vessel, and the amount of shares that may be held by or
processed by a processor. Overseeing these limitations can pose several challenges to managers and
enforcement personnel. Correctly applying limits on owner QS and PQS requires full knowledge of all
indirect holdings of those shares. Ownership of interests in the crab fisheries is often indirect with many
persons holding overlapping interests in a variety of different fisheries. These overlapping indirect
interests create a complex web that must be fully assessed to ensure compliance with limits on share
holdings. Similarly, to fully ensure compliance with limits on processing activity and processing share
holdings requires that use of shares and plant ievel processing activity be fully monitored. With the
prevalence of custom processing in the fisheries, full monitoring requires tracking of production, as well
as knowledge of indirect ownership of both shares and plants. These interests in share holdings and use
{which includes ownership of processed products), and processing plants require a multifaceted approach
to monitoring use caps in the processing sector. Monitoring of activities and share holdings in a relatively
static environment is extremely challenging; periodic changes in interests of persons, adds to the task of
maintaining currency in the monitoring of accounts requiring ever greater time and staffing investments.
Although the limited number of participants in the crab fisheries helps reduce the burden of these tasks,
monitoring of the different limitations on ownership interests is a formidable challenge for NOAA
Fisheries. C share IFQ active participation requirements also present a monitoring challenge. These
requirements are monitored through a system of affidavits. Verification of affidavits could be
problematic, in the event that assertions in those affidavits are questioned.

The program also contains spatial limitations on landing of catch and processing. Current record keeping
requirement for floating processors may not adequately track locations for purposes of ensuring complete
monitoring of these requirements. Regional processing requirements limit processing of certain IPQ to
designated geographic areas. On a finer scale, community rights of first refusal are triggered by the use of
IPQ outside the community protected by that right. Although no controversies or disputes have arisen
over whether processing of IPQ has complied with regional requirements or has triggered the right of first
refusal, no formal record of processing location is made that could be used to establish the location of
processing. In the absence of these records, monitoring compliance with the requirements is more
challenging,

Some aspects of the program have effectively created systems of self monitoring that have relieved
monitoring and enforcement burdens. The arbitration system is administered through a series of contracts
that are subject to civil enforcement by the participants in that system. Participants and their
representatives are required to comply with application, record keeping, and record submission
requirements under the arbitration system. Despite the complexity of the system, to date, participants have
generally complied with these various requirements, allowing those aspects of the program to function as
intended. The system of harvest cooperatives has alse reduced monitoring burdens by conselidating
annual IFQ allocations into fewer accounts, effectively shifting a portion of the oversight of those
accounts to harvest sector share holders. Cooperative allocations also reduce NOAA Fisheries’ transfer
administration burden since intra-cooperative transfers are managed within the cooperative. o the extent
that these systems are intended to relieve monitoring burdens, they have largely been effective. Yet, the
program continues to pose many management and oversight challenges.
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11 MANAGEMENT COSTS AND COST RECOVERY

Under the Council motion adopting the program and the MSA, NOAA Fisheries collects fees to pay for
the costs of management (including enforcement) arising out of the program. These costs are the
incremental costs that are incurred due to the implementation of the program. The fee is charged as a
percentage of the ex vessel value of each landing. The fee is split equally between harvesters and
processors, with processors responsible for collecting the fee and making payment to NOAA Fisheries.
Catcher processors, who catch and process their catch, do not split the fee, but pay the full amount
directly to NOAA Fisheries. Fees are limited to no more than 3 percent of the ex vessel value of the
fishery in a crab fishing year. At the start of each season, NOAA Fisheries publishes a fee percentage in
the Federal Register, based on the previous year’s ex vessel prices and management and enforcement
costs. NOAA Fisheries typically publishes the fee percentage in July or early August, in time for
participants in the Aleutian Islands golden king crab fishery to collect fees on their first landing.

Market and stock uncertainties, as well as variation in management costs, mean that the fees may not
precisely cover management costs. TAC announcements for the largest fisheries (Bristol Bay red king
crab, and Bering Sea C. opilio) are not made until after the fee percentage is set. In addition, ex vessel
prices will fluctuate with market conditions, so the basis that the fee percentage is applied to will change
throughout the season. Further uncertainty arises because the fee percentage must be set before fees have
been fully paid for the prior season. Fees are due by June 30 (the end of the crab fishing year) but many
processors delay payment for at least one month. NOAA Fisheries cannot assess penalties until at least
30 days after a payment is due. For example, although NOAA Fisheries collected more than the amount
required to cover program costs for the 2007-2008 season, the specific amount of fees collected was not
fully known prior to the publication of the fee percentage notice for the 2008-2009 season. Because of
these uncertainties, a formulaic approach to setting the fee percentage is used. Regulations require that
NOAA Fisheries establish the fee percentage based on the prior year’s costs and ex vessel values, instead
of projections which can be highly subjective.

Although, NOAA Fisheries cannot adjust the fee percentage at the end of a season, regulations require
that any debit or credit to the fee collection account must be carried forward and applied toward the fee
percentage calculations for future years. Because fee collection for the 2007-2008 season exceeded costs,
NOAA Fisheries will have to subtract the remaining balance from the estimated costs, prior to calculating
the fee percentage for the 2009-2010 season (effectively reducing the fee percentage for the 2009-2010
season).

For the first three years of the program the fee percentage was set at the maximum level, 3 percent of ex
vessel value. NOAA Fisheries has lowered the fee percentage for the 2008-2009 season to 1.05 percent
of ex vessel value, primarily because the 2007-2008 costs were about half of their levels in prior years,
Lower costs were realized through staffing vacancies, multi-year contracts included in prior year costs,
and more efficient use of staff time as NOAA Fisheries staff developed familiarity with the program.

Although some program costs have fluctuated in the first three years of the program, most categories of
management costs have declined (see Table 11-1). These declines, together with the large TAC increases
and strengthening markets in the third vear of the program led to the decline in the fee percentage in the
fourth year of the program.
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Tabie 11-1 Management costs and cost recovery fees (2005-2006 through 2007-2008.
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12 FISHING VESSEL SAFETY
12.1 Fatalities in BSAI crab fisheries

Commercial fishing is one of the most dangerous jobs in the United States, and the BSAI crab fisheries
are particularly hazardous because harvesting of crab species generally takes place during the winter
when air and water temperatures are colder; high winds, snow, sleet, and ice are more prevalent; daylight
hours shorter; and high seas are more common (National Institute for Occupational Safety and Health,
1997). In addition, crabbing fishing gear consists of steel pots weighing up to 800 pounds each, which
require cranes and hydraulics for setting, retrieval, and stowage. Lines also pose a substantial risk to
inattentive crew. Crab pots stacked on deck can severely compromise vessel stability, especially if
accompanied by icing conditions. The derby-style BSAI crab fisheries contributed to these dangers by
often encouraging participants to fish in unsafe weather conditions, work continuously for long periods
without rest, and possibly overload their vessels with pots (National Institute for Occupational Safety and
Health, 1997).

Between 1921 and 1996, a total of 61 fatalities occurred in Alaska’s crab fisheries, accounting for 42% of
all commercial fishing-related fatalities in the state (National Institute for Occupational Safety and Health,
1997). During this period, the average annual fatality rate in the shellfish (primarily crab) fisheries in
Alaska was 356/100,000/year, 50 times the overall U.S. occupational fatality rate of 7.0/100,000/year.
Since the early 1990s, however, the number of fatalities in the BSAI crab fisheries has shown an overall
downward trend (see Table 12-1).

Table 12.1 Fatalities in the Bering Sea and Aleutian Islands crab fisheries, 1990-2008

Years prior to implemantaticn Seasons under the

of the rationalization program rationalization program
Year 186 1987 1998 1999 2000 2001 2002 2003 2004 2005 | 20052006 20062007 2007-2008
Numbar of fataities 10 1 3 7 0 1 0 1 1 6 0 0 1}

Sourca: Linkoin (2007) and USCG Mearine Safsty Detachrment Kodiak

Several factors have contributed to the decline in fatalities in the Being Sea and Aleutian Island crab
fisheries. A progression of safety measures beginning in the early 1990s were implemented by the
USCG. In particular, these safety requirements contributed to a substantial increase in the percentage of
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the commercial fishermen surviving vessel sinking and capsizing. National Institute for Qccupational
Safety and Health (NIOSH}) found that in Alaska, the number of vessels lost per year has stayed relatively
constant, but the survival rate for those onboard increased from 73% in 1991 to 93% in 1998 (Lincoln,
2007).

These data suggest that the Commercial Fishing Industry Vessel Safety Act (CFIVSA) of 1988 improved
survivability (Lincoln and Conway, 1999). Provisions of the CFIVSA implemented in the early 1990s
required the USCG to issue new regulations for safety equipment and operating procedures for fishing,
fish tender and fish processing vessels. As a result of this legislation vessels are better equipped with
Emergency Position Indicating Radio Beacons (EPIRBs), life rafts, side-band radios, and survival suits.
Moreover, emergency drill instructor training and mandatory monthly drills are required of all fishing
vessels. In addition, the CFIVSA enabled the USCG to establish the Voluntary Dockside Examination
(VDE) Program in 1992 (Medlicott, 2002). If vessels pass a safety inspection by the USCG or Coast
Guard Auxiliary they are issued a dockside exam decal. In 1998, the NPFMC initiated a regulation that
made the VDE or some other documentation of compliance with USCG regulations mandatory for all
vessels carrying observers (Cullenberg, 2002). Furthermore, since 2005, each vessel participating in the
crab fisheries has had to receive a dockside exam decal from the USCG before it is issued a fishing
license by the Alaska Commercial Fisheries Entry Commission and allowed to fish in the crab fisheries in
each season,

The success of the CFIVSA suggested that further improvements in safety could be made through efforts
to prevent vessel loss. In Alaska, the USCG responded by implementing the vessel stability check
program in 1999. The program identifies and corrects safety and stability hazards known to exist on
vessels participating in Bering Sea and Aleutian Island crab fisheries. These fisheries were selected for
the program because they had the highest fatality rate of any fisheries in the state. Each vessel
participating in one of the two major crab fisheries (historically in October and January) is checked by the
USCG prior to its participation to ensure the vessel meets basic stability and leading standards. A NIQOSH
evaluation of the stability check program showed a decline in fatalities in the Bering Sea and Aleutian
Island crab fisheries from an annual average of 7.2 fatalities in the ten years preceding the program’s
implementation to 1.2 per year in the years since its implementation through 2007 (Lincoin, 2007}.

To further improve safety, prior to rationalization the USCG stationed a helicopter-equipped cutter on the
fishing grounds during the two major crab seasons and stationed an emergency response helicopter at
Cold Bay during the Bristol Bay red king crab season (in October), and at St. Paul during the Bering Sea
C. opilio season (in Janvary). This practice has continued under the rationalization program, but the
timing of deployments is undergoing changes with the extension of crab fishing seasons and evelving
needs in other fisheries. The long seasons pose a financial challenge to the USCG, as it restructures its
rescue equipment and crew deployments. Also prior to implementation of the program, the USCG and
State of Alaska signed an agreement in 2001 allowing the Alaska Department of Fish and Game to delay
opening a BSAI crab fishery for up to 48 hours to let bad weather pass if the USCG’s ability to conduct
search-and-rescue missions is significantly impaired.

12.2 Effects of the program on fishing vessel safety

The downturn in fatalities in BSAI crab fisheries began before the implementation of the rationalization
program in 2005. In the first three years of the program, there have been no fatal events in the program
fisheries. However, it is not possible to ascertain with certainty the extent to which the program
contributed to the improved safety record in the fisheries.

Prior to implementation of the rationalization program, vessels could suffer reduced catches if they chose
to delay fishing because of bad weather. Fishery participants report that the exclusive allocations under
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the program have reduced the pressure to risk unsafe weather or sea conditions by removing the need to
compete for a share of the available catch of crab. In the first year of the program, for example, some
boats chose to remain in port or other secure areas for three days after the Bristol Bay red king crab
season opened because of bad weather. The vessels left for the fishing grounds only after weather and sea
conditions improved. The gain in vessel safety from this season opening standdown under the program
may have been limited by the aforementioned policy of delaying opening a fishery for up to 48 hours to
allow storms to pass.

In addition to affecting captains’ decisions to fish or not on a given day, the program has affected
decisions made on the grounds that enhance safety in the program fisheries. In particular, captains allow
crews to get more rest during fishing trips. Prior to rationalization, compression of fishing activity during
a season to just a few days in a race-for-fish scenario meant that crewmembers worked around the clock,
which created extreme fatigue and increased the likelihood of accidents (Matulich, 2008). The exclusive
allocations and extended season under the program have allowed captains to slow fishing, thereby
allowing crews more (and more regular) rest than in the derby fishery. Vessels stop working during this
rest period and “jog” in a safe, low fuel consumption mode or transit between strings of pots. By reducing
fatigue among crewmembers, this daily sleep can be critical to crew safety.

Under the rationalization program, vessels are also more likely to suspend fishing on the grounds during
periods of bad weather. Crews typically rest during these periods, while the vessel jogs or transits slowly
between fishing areas. Some participants have reported that vessels may choose to time deliveries or not
leave the dock after making a delivery to avoid severe weather. These practices have an added advantage,
since crab in on-board tanks can be damaged or stressed by severe weather, resulting in higher deadloss.

On the other hand, some factors may limit the ability of harvesters to take full advantage of opportunities
to fish at a slower pace to reduce crew fatigue and to avoid fishing in dangerous weather. These factors
include a continued desire to minimize days at sea and persistence of the work ethic of individuals who
have been historically employed largely because of their ability to work fast for long periods of time. The
effects of these factors on fishing practices may subside over time, particularly if high fuel prices induce
participants to slow their fishing to save on operating costs.

[t is also important to note that delivery contracts between vessels and processing plants still exist and
may pressure a captain to complete deliveries by a certain date to avoid ex vessel price reductions. Crab
processing is labor intensive, and timing of deliveries is important for processors in order to reduce the
costs to processors of keeping crews on hand, standing by to process crab. In some cases, market demands
may impose time pressures on harvesters and processors. The Japanese market for king crab, which is the
most important market for Bristol Bay red king crab, has a particularly strong seasonal component. The
vast majority of sales of king crab take place around and before the year end holidays (Sackton, 2007a).
In order to maintain this traditional Japanese end-of-year gift giving market, Alaska processors must have
the crab delivered by harvesters by mid-November (Herrmann and Greenberg, 2006). While these time
pressures may lead to more aggressive harvest schedules, harvesters have used these time pressures to
their advantage in price negotiations. Specifically, some harvesters have organized standdowns to extract
a higher price from processors. Although processors still vigorously negotiate delivery schedules in the
preseason, they have become more accommodating of harvester delays inseason to the extent that those
delays arose from safety concerns expressed by captains.

Fleet contraction may also have contributed to safety in the program fisheries through several ancillary
effects. Prior to implementation of the program many marginally productive vessels participated in the
fisheries. Vessel owners continued to fish their vessels to maintain their historic interests in the crab
fisheries and to maintain some revenue stream to support loan payments and vessel and gear maintenance.
The overall poor profitability of the highly capitalized fisheries with relatively low TACs may have
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economically forced some owners to postpone needed vessel maintenance. Fleet contraction resulted in
the removal of many of these marginal vessels from the flect. In addition, the higher revenues per vessel
in the fishery may have increased the availability of funds for vessel maintenance. Fleet contraction also
resulted in a decrease in the number of and catch of smaller vessels, which can be meore readily
overwhelmed by heavy sea conditions (see Table 12-2 and Table 12-3).

Table 12-2 Catch by vessel length in the Bristol Bay red king crab and Bering Sea C. opifio
fisheries (2001 through 2007-2008)

Veszek graatar thon o equal to | Vessels greater than or equal i
Vesaelatexs tan 85 foelLOA | 5 fout LOA and tess Ui 100 | 100 fost LOA and less tran 126 | V255235 graster than arogalto
fect LOA foel LOA <
Flshery Sepnan Harveshs Harvests Harvests Harvests
Mumber of R MNumber asa  |MNumber 2= a [Numberal a5 a8
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hanvests total total dal
hervaatz hanvests harnests
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2003 3 394,264 16 42 14333113 17 84 10,858.325) 427 &1 9823 MB| 3BT
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Sonurcees: ADFG: fhtickets and NMFS RAK catch data (for 2004 2006, 2008-2007 . and 2007-2003)

Table 12-3 Participation by vessel length in the Aleutian Island golden king crab and Bering Sea
C. bairdi fisheries {2001-2002 through 2007-2008)

Vessels greater ;ﬁsels grealtg v i t
an or equa essels greater
Fishery Season Vessals less than Jthan or equal to 35_ 100 feet LOA and| than or equal to
BofeetLOA  |feetLOAand lesst| oy o o5teat| 125 feetLOA
than 100 feet LOA LOA
2001-2002 0 3 ) 7
2002-2003 0 3 7
Eastern Aleutian 2003-2004 0 3 8 7
Island golden king 2004-2005 )] 3 9 3]
crab 2005-2006 [¥] 0 3 4
2006-2007 0 0 2 4
2007-2008 0 0 2 2
Eastern Bering Sea 2006-2007 [\ 5 17 14
C. bairdi 2007-2008 1 3 10 6
2001-2002 0 0 3 6
2002-2003 0 0 3 3
Western Aleutian 2003-2004 Q 0 3 3
Island golden king 2004-2005 a 0 3 3
crab 2005-2006 0 0 1 2
2006-2007 0 0 1 2
2007-2008 0 0 1 2
Western Bering 2005-2008 0 5 X 18
Sea C. bairdi - 0 5 15 16
2007-2008 0 8 14 7
Sources: ADFG fishtickets and NMFS RAM cateh data (for 2005-2006, 20062007, and 2007-2008)

Some participants also believe that fleet consolidation has contributed to safety in the fisheries by
improving crew skills and professionalism. In the years leading up to the rationalization program, crews
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in the fisheries would actively fish crab for only a few weeks each year.”® Under the program, most crews
are active in the crab fisheries for a period of months. This extended employment provides crew with
more (and more regular) experience deploying and hauling gear. Although some turnover occurs, most
crews reportedly have more continuity under rationalization. This lower turmover (including reduced
movement among vessels) allows crew to better leam to work together as teams and learn the crew
practices of a particular boat as well as acquire a better understanding of safety equipment and practices.
Other participants in the fisheries, however, have expressed concem that it may have become more
difficult to hire and keep qualified crew because experienced crewmembers are unwilling to work under
the extended seasons under the program.

Certain procedural aspects of the program have also been criticized for compromising vessel safety. Most
prevalent are assertions that the regional landing requirement has created a situation where captains have
less flexibility to take sea conditions into account when deciding where to deliver crab. Processors in the
North region are especially sensitive to delivery schedules, since processing crews are positioned in the
Pribilofs (the only North communities with crab processing) exclusively to process crab. Unexpected
circumstances in the Bering Sea C. opilio fishery, together with the more rigidly scheduled deliveries are
argued to have led some vessels to take greater risks in all of the first three years of the program. Each
year, ice in and around St. Paul harbor delayed deliveries, sometimes for several days. In the spring of
2007, icing problems were compounded by a disabling fire on one of the two floating processors
scheduled to operate in the North region. With limited processing capacity scheduled for the North
region, deliveries were delayed, and, at one point, three crab vessels were trapped in the ice temporarily
outside St. Paul harbor.

While travelling through ice no doubt poses threats to fishing vessels and crews. Vessels are not only at
greater risk of [oss, but also may suffer hull, propeller, and rudder damage. In some instances, this
damage may not be easily detectable. The extent to which the North region landing requirement or
processor scheduling under the rationalization program have contributed to these safety risks is uncertain.
Prior to implementation of the rationalization program, vessels periodically became trapped in the ice
during the Bering Sea C. opilio season, particularly when attempting deliveries to St. Paul. In addition,
most harvesters prefer to deliver catch in the Bering Sea C. opilio fishery to the Pribilofs to avoid the
travel costs associated with deliveries to the South. Lastly, ice conditions that cause problems for
deliveries to the Pribilofs are frequently accompanied by icing problems on the grounds. To the extent
that harvesters are unable to make deliveries to St. Paul for an extended period, they may be unable to
continue fishing. Harvesters unable to fish, however, may need to offload any crab onboard to avoid
deadloss. In addition, it is possible that this issue could be addressed if a satisfactory provision for
emergency relief from regionalization can be developed to alleviate risks associated with regional landing
requirements,

It ts also 1mportant to note that where permissible program constraints that pose safety risks have been
removed. For example, safety concerns led to exemptions to the “cooling off” provision, which required
IPQ to be used in the “community of origin” (or community of the processing history that led to the initial
allocation of those processing quota shares) during the first two years of the program. In both of those
years, PQS holders petitioned NOAA Fisheries for an exemption from the limitation of the ‘cooling off’
period, claiming unavoidable circumstances prevented their processing of shares in the City of St
George. In both years, NOAA Fisheries granted the exemption concluding that an unavoidable
circumstance prevented processing in the St. George harbor. Specifically, NOAA Fisheries found that

" Prior to rationalization some vessels fished Pacific cod before and after the shorter seasons, extending their pot
fishing seasons. Although the Pacific cod fisheries allow crews to practice deploying and hauling gear. Many vessels
in the crab fisherics have continued to fish in the Pacific cod fisheries since implementation of the rationalization
program.,
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storm damage to the breakwater at the harbor in St. George prevented safe entry of processing vessels to
the St. George harbor. With no other location available to safely process in St. George, NOAA Fisheries
granted the waiver of the ‘cooling off” requirement.

13 BIOLOGICAL MANAGEMENT ISSUES

This section discusses the effects of the crab rationalization program and resuiting changes in fishing
patterns cn crab mortality and population sustainability, and the biological management of the crab
stocks.

13.1 Crab fishery harvest

Catch in excess of the harvest targets was difficult to prevent in the derby-style fisheries that predated the
crab rationalization program. Even with good in-season assessment and catch reporting, catches can
change rapidly. A large efficient fleet can quickly surpass a harvest target when they locate high
concentrations of crab. Between 2000 and 2004, the guideline harvest level for Bristol Bay red king crab
was exceeded in two out of five years; the GHL for Bering Sea C. opilio was exceeded in five out of six
years; and the GHL for Aleutian Islands golden king crab was exceeded in two out of five years (NPFMC
2007). Since the implementation of the crab rationalization program, the total allowable catch (TAC) for
these target fisheries has never been exceeded (Table 13-1). The Bering Sea C. bairdi fishery has not been
open for directed fishing since 1996, and the fishery was under a rebuilding plan from 1999 through the
2005 season. Only the western portion of the fishery opened in 2005-2006, as the TAC calcuiated under
the harvest strategy was below the minimum threshold TAC for the eastern portion. Since then, IFQs
have been separately allocated to the Eastern and Western C. bairdi fisheries, and consequently the
minimum TAC threshold has been eliminated, so that both Western and Eastern fisheries are open.

Table 13-1 Guideline harvest level, or total allowable catch, and harvest, for crab fisheries, 2000-
2008, in millions of pounds

Bristol Bay red king Bering Sea C. opilio Aleulian.lslands golden Bering Sea C. bairdi
crab king crab
Season
GHUTAC Harvest | GHL/TAC  Harvest | GHL/TAC  Harvest | GHL/TAC Harvest
2000 7.7 7.5 26.4 308 5.7 6.0 =
2001 6.6 7.8 25.3 234 5.7 59
2002 8.6 8.9 28.5 30.2 57 5.5
2003 145 14.5 237 26.2 57 57 Closed
2004 14.3 14.1 19.3 22.2 57 5.6
2005 19.4 23
2005 - 2006 16.5 16.5 33.5 33.3 51 5.0 1.6 1.0
2006 - 2007 13.9 13.9 32.9 327 5.1 4.7 3.0 2.1
2007 - 2008 18.3 18.3 56.7 56.7 5.1 4.9 5.1 1.9

For seasons prior to 2005-2006, seasons are designated by the year in which they apened prior to rationalization.
Al GHL/TACs and harvests are for general fishery, excluding CDQ.
Source: NPFMC 2007.

13.2 Deadloss

Deadloss is the amount of dead crab landed at the dock. All deadloss 1s discarded, because it cannot be
sold. As long as all deadloss is landed, it is an economic problem rather than a biclogical problem,
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because deadloss is deducted from the TAC. Deadloss is exacerbated when vessels are not able to off- (-\l
load quickly, due to longer trips or backups at the dock, and fewer crab survive the wait in the tank.

Deadloss in the Bristol Bay red king crab and the Aleutian Islands golden king crab fisheries has
decreased post-rationalization, compared to the seasons immediately preceding implementation of the
program (Table 13-2). In the Bering Sea C. opilio fishery, the rate of deadloss is comparable to that which
occurred in the two most recent years before rationalization.

Table 13-2 Deadloss in the crab fisheries, 2000-2008

Catch™ Deadloss* Deadloss per

Fishery Season {in pounds) (in pounds} pound of catch
2000 7.468,240 32.118 0.004
2001 7.681.106 57.294 0.007
2002 8,770,348 32177 0.004
Bristol Bay 2003 14,237,375 228,270 0.016
red king crab 2004 13,888,047 160,563 0.012
2005 - 2006 16,472,400 77,507 0.005
2006 - 2007 13,887,531 98,720 0.007
. 2007 - 2008 18324048 | 131954 0.007
2001 22,940,704 420,854 0.019
2002 20,609,702 585288 0.020
2003 25,410,122 662,409 0.026
Bering Sea 2004 21,930,493 224377 0.010
C. opiiio 2005 22,655,777 224139 0.010
2005 - 2006 33,248,009 322,594 0.010
2006 - 2007 32,699,911 379,132 0.012
2007 - 2008 56,722,400 500,156 0.009
2000 - 2001 3,086,800 55,99 0018
2001 - 2002 31128409 50,030 0.016
. 2002 - 2003 2,765,436 55,425 0.020
Eas‘fsrl"anmd?m" 2003 - 2004 2,800,247 76.006 0.026
golden King crab |—2004-2005 2.846.273 43576 0.015
2005 - 2006 2,569,200 23,791 0,009
2006 - 2007 2,692,000 31,311 0.012
2007 - 2008 2690,377 21,042 0.008
2000 - 2001 2,002,516 53,158 0.018
2001 - 2002 2,693.221 43,519 0.016
. 2002 - 2003 2605237 32.101 0.012
wastrs'l';:":‘"'a" 2003 - 2004 2,637,161 49321 0.019
goldon Hing crab |— 20042005 2,630,862 43.560 0.017
2005 - 2008 2.382,468 76,500 0.011
2006 - 2007 2.002,186 19,768 0.010
2007 - 2008 2,246,040 23.183 0.010

Sources: *ADFG Annual Management Report and “*fishfickets and "NMFS RAM catch data
(for 2005-2006, 2006-2007, and 2007-2008)

13.3 Crab bycatch and discards

The rationalization program has had a few effects on bycatch and discards in the crab fisheries.

13.3.1 High grading

High grading is the sorting through legal crab for the most valuable (typically the largest and cleanest) to
crab, and discard of the remaining legal crab to ensure that only the highest-priced portion of the catch is
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landed and counted against the IFQ. Some of this discarded crab dies. This can lead to additional fishing
mortality of legal males in excess of IFQ allocations. Highgrading is an environmental concern because it
may alter stock composition and hinder the reproductive capabilities by removing only the largest,
cleanest crab. The large, clean crab are thought to be the most successful at mating. High grading may
also affect mortality of female and sublegal crab, if more pot lifts are required to catch the TAC. High
grading is driven by market forces and preferences for clean-shelled crab, as processors may pay less for
or refuse to accept dirty crab. Also, fishermen discard damaged crab that may die in the tank, because the
dead crab decrease the survival rate of the live crab around them.

During the first year under rationalization of the Bristol Bay red king crab fishery, the number of legal
male crabs captured during the fishery and subsequently discarded was dramatically higher than discard
rates in previous years (Table 13-3), and represented approximately 20 percent of legal male red king crab
caught. ADF&G identified concerns about resource sustainability under their harvest strategy, given these
fevels of discards. The discards were linked to the shell condition of the crab (Barnard and Pengilly
2006); the 2005 NOAA Fisheries survey found a notably higher proportion of old shell cendition crab (40
percent) than had occurred in previous years. A high incidence of old shell crab in the catch (and the
lower price that crab would fetch) was likely a key contributor to the widespread high grading.

In an effort to address the biological concems raised by ADF&G, industry instituted a number of
voluntary proposals to address the issue of discards. Under the organization of the Pacific Notthwest Crab
Industry Advisory Committee (PNCIAC), a number of proposed solutions were offered in a discussion
paper, and subsequently adopted by PNCIAC members (PNCIAC 2006). Crab industry harvesters,
processors, and cooperative members agreed to improve retention of legal size crab to the level of the pre-
rationalized fishery in the years 1999-2004, and to reduce bycatch of females and sublegal males. In
addition, beginning in the 2006-2007 season, most harvesters and processors changed their pricing
structure to teflect their support for a full retention policy, and moved to a single price that does not
distinguish for shell condition, in order to remove the incentive to high grade.

ADF&G reacted to the 2005-2006 discard issue by downwardly adjusting the TAC determination for the
2006-2007 season, thus resulting in an economic penalty for the share holders in that season. As
discarding of legal males did not occur on a similar scale in 2006-2007, no further downward adjustment
was made for the 2007-2008 season (Vining and Zheng 2008).

High grading and increased in discard rates have not been an issue in fisheries or seasons, other than the
2005-2006 Bristo! Bay red king crab season (Table 13-3). New shell condition is particularly important in
the Bering Sea C bairdi and Bering Sea C. opilio fisheries, and in addition the C. opilio fishery has a
strong selectivity for males with a 4 inch or greater carapace width, due to processors standards for
delivered crab, although the legal size is 3.1 inch carapace width. However, the harvest strategies for both
fisheries account for these selectivities and the resulting bycatch in setting the harvest rate (NMFS 2004).
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Table 13-3 Bycatch in the crab fisheries, 2000 through 2007-2008 {Bristol Bay red king crab,
Bering Sea C. opilio) and 2005-2006 though 2007-2008 {Aleutian Islands golden king
crab, Bering Sea C. bairdi}

Total bycatch (in pounds)
Fishery Season Ln:gtaali,nn er.vdn- Sublegal Female
2000 24,773 3.985,628 439,745
2001 67,022 3,759,015 1,190,144
2002 138,355 4,707,986 71,016
Bristo! Bay 2003 247 602 9,393,210 3,377,311
red king crab 2004 160,724 4,033,506 1,373,949
2005 - 2006 4,602,011 8.543 364 3,643,455
2006 - 2007 94,805 1,853,035 221,506
2007 - 2008 45,651 3,554,052 830,882
2001 6,248,154 112,440 5,546
2002 7,473,653 99,376 3,742
2003 15,923,087 297,104 32,580
Bering Sea 2004 19,989,353 384,528 9,670
C. opifio 2005 5,398,033 85,558 3,475
2005 - 2006 10,434,115 196,584 12,826
2006 - 2007 17,777,807 507,809 10,272
2007 - 2008 21,820,036 549,861 157 270
Eastern Aleutian 2005 - 2006 17,691 202,329 118,969
Islands 2006 - 2007 19,210 219,463 202,924
__golden king crab 2007 - 2008 20,697 199,897 127,616
Westam Aleutian 2005 - 2006 11,881 301,343 257 468
Islands 2006 - 2007 6,012 256,059 281,018
golden king crab 2007 - 2008 4614 335,255 414,134
, 2005 - 2006 3926 540,582 69,206
B“‘ggif‘;a c 2006 - 2007 22,205 1,348 877 302,236
2007 - 2008 39,517 5,270,165 370,532

Sources: NPFMC 2007 (2000-2005); Barnard and Burt 2007 {2005/2006); Barnard and Burt 2008 (2006/2007);
ADFG (2007/2008)

13.3.2 Rail dumping

Rail dumping is the practice of emptying captured pots at the rail before they can be brought on deck and

sorted. Because the catch is not brought on deck, it is not possible to track the contents of rail dumped
pots in terms of the number, size, and sex of the captured crab. Pre-rationalization, rail dumping would
occur when vessels were left with pots soaking after the season had ended, which was legally permitted
only if fewer than 24 hours notice of a closure was provided. These short notices occurred occasionally in
the Bristol Bay red king crab fishery prior to implementation of the program. On those occasions, it is
believed a the number of fishing pots left on the grounds that were rail dumped were at least comparable
to current rail dumping levels. Under the rationalization program, rail dumping has been practiced by
some vessels when retrieving their pots in order to avoid the risk of exceeding their available IFQ, and the
penalties that would result from such overages.

Rail dumping has occurred in all the crab fisheries. Observers attempt to estimate the number of rail
dumped pots, although they cannot track their contents. The proportion of rail dumped pots, as compared
to total harvested pot lifts, ranges from 0.3 percent to 2.6 percent, and is variable by season within each
fishery (Table 13-4). Although it is not possible to know the contents of the emptied pots, as they are not
observed, an estimate could be made using the average annual catch per unit effort and crab weight for
the fishery. For the Bristol Bay red king crab fishery in 2006-2007, if an average catch per unit effort (34
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crab per pot) and crab weight (6.3 pounds) is applied to each pot, the total amount of legal male crab
dumped would equal approximately 375,000 pounds. For legal male crab that are brought on deck and
then discarded, a 20 percent mortality rate is assumed for purposes of assessment and calculated in the
TAC setting process. The mortality rate for rail dumped crab could well be lower, however, as the crab
are not subject to additional handling on deck. Because rail dumped crab are not brought on deck and
accounted for, anmy mortality associated with the practice is not currently considered in the stock
assessment or TAC setting process. As the fishery evolves cooperative fishing arrangements may reduce
rail dumping, as vessel level overages are addressed by transfers.

Table 13-4 Estimated rail dumped pots in the crab fisheries, 2005-2006 through 2007-2008

. + | Rail dumped pots as a

Fishery Season Rail dumped pots percent of tofal pot lifts
Bristol Bay 2005 - 2006 NA NA
red King crab 2006 - 2007 1,745 26
2007 - 2008 813 12
2005 - 2006 600 0.9
B;”:g”?oea 2006 - 2007 1,581 2.4
: 2007 - 2008 1,057 1.6
: 2005 - 2006 243 0.4
A::::‘“:i:f'a;:i 2006 - 2007 1,193 1.8
g 9 2007 - 2008 527 0.8
2005 - 2006 NA NA
Bering Sea C. bairdi 2066 - 2007 216 0.3
2007 - 2008 142 0.2

Source: ADFG.

13.3.3 Handling mortality

In addition to the direct loss from retained catch, harvesting also reduces stock abundance due to bycatch
mortality. Large numbers of crabs are handled and discarded during crab fisheries due to restrictions on
size, sex, season, and target species. Handling mortality reduces future recruitment to the fishery by
reducing both survival of pre-recruits and cffective spawning biomass due to deaths of mature females
and sublegal males (NMFS 2004). The time of year when crab are harvested affects the crab survival rate.
Fishing seasons are designed to close during seasons of molting or mating of crab to avoid additional
mortality during these biologically-sensitive periods. Estimates of total catch for TAC determination
include a calculation for mortality of crab that is brought on deck, sorted, and then discarded. The
mortality calculation is based on experimental studies of crab survival, and for Bristol Bay red king crab,
the mortality rate is assumed to be 20 percent, for C. opifio, 50 percent.

Under rationalization, the season length has extended considerably, thereby slowing the pace of fishing
and allowing fishermen to improve fishing methods, including sorting of catch by the gear and sorting on
deck. To some extent, these changes may affect handling mortality. Additionally, evidence indicates that
crabs captured in extremely cold and windy weather suffer higher rates of handling mortality (NMFS
2004). Under rationalization, fishermen have more flexibility about when to fish, and for safety reasons
are more likely to choose not to fish in the extreme weather conditions that may have been necessary
before rationalization. While it is possible that some of these considerations may have affected handling
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mortality under the program, ADF&G currently has no plans to reevaluate the handling mortality
percentages.

13.3.4 Soak times and catch per unit effort

Experimental studies have shown that longer soak times, in conjunction with the required pot escape
mechanisms, are likely to increase the proportion of legal versus non-legal crabs caught in the fishery
(Barnard and Pengilly 2006). Catch per unit effort is also dependent on other factors as well: the size-sex
distribution of the crab population, where fishing is conducted relative to the spatial distribution of non-
legal and legal crabs, and the sorting of legal crabs for retention or non-retention.

Soak times in the Bristol Bay red king crab fishery have lengthened in the years leading up to
implementation of the program from an average of 18 hours in 1999 to an average of 31 hours in 2004.
Soak times have increase further since the program was implemented, averaging 65 hours and 51 hours,
respectively, in the first two seasons of the program (Bowers et al 2008). Over this same period, catch per
unit effort has increased from an average of 18 legal male crab per pot lift (2000-2005) to an average of
25, 34, and 28 legal crab per pot lift, respectively, in the first three seasons of the program. For the C.
opilio fishery, the average soak time in the 2004 and 2005 secason was 21 hours, and increased to 65 hours
and 63 hours, respectively, in the 2005-2006 and 2006-2007 seasons (Bowers et al 2008). Catch per unit
effort averaged 189 legal male crab per pot lift in the 2004 and 2005 seasons, and 204, 332, and 349,
respectively, in the first three seasons of the program, Anecdotal reports note that the catch per unit effort
in the 2005-2006 season was likely affected by the extent of sea ice which kept fishermen off the most
productive grounds during much of the season.

While a definite correlation between extended soak times and legal male catch exists, Table 13-3 appears
to indicate that the levels of sublegal and female catch under the rationalization program remain within
the range of bycatch levels from previous years.

13.3.5 Lost pots and ghost fishing

Mortality is also caused by ghost fishing of lost crab pots. Mortality of crab caused by ghost fishing is
difficult to estimate with precision given existing information, but studies have shown that unbaited crab
pots continue to catch crabs, and pots are subject to rebaiting due to capture of other fish and crab. The
impact of ghost fishing on crab stocks remains unknown. Pre-rationalization, it has been estimated that 10
percent to 20 percent of crab pots were lost each year (NPFMC 2007), although lack of observer coverage
precluded accurate recording. All pots currently fished in Bering Sea crab fisheries contain degradable
escape mechanisms allow catch to escape after an extended period of time to reduce ghost fishing.

Although pot limits were increased from 200 or 250 pots allowed per vessel, depending on vessel length,
to 450 pots per vessel in the Bristol Bay red king crab and Bering Sea C. bairdi and C. opilio fisheries,
under the rationalization program, in practice, the average number of pots fished per vessel remains less
than that allowed pre-rationalization (see Table 4-22) Combined with the decrease in the number of
vessels participating in the crab fisheries, this means that overall there is less gear on the fishing grounds
post-rationalization. Although the pots are used more frequently during a fishing season, the higher catch
per unit effort under rationalization still results in an overall reduction in gear.

In the last two years, records of lost pots indicate that they have represented approximately 1 to 1.4
petcent of total registered pots in the Bristol Bay red king crab fishery, and between 2 and 6 percent of
total registered pots in the Bering Sea C. bairdi and C. opilio fisheries were lost {Table 13-5). One factor
that may affect the rate of lost gear in these latter fisheries is the longer fishing season. Longer soak times
mean that the time between setting and retrieving the gear is extended, and combined with the three to
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four month season, increase the risk of a change in the weather and unforeseen encroachment of sea ice
preventing the vessel from successfully retrieving its gear.

In the Aleutian Islands golden king crab fishery, the depths and steep bottom topography of the inter-
island passes necessitate the use of longline pot gear, which is the only legal gear type. There are fewer
participants in these fisheries as a result of rationalization, and fewer pots overall are registered in the
fishery, although the number of pots per vessel has increased substantially. ADFG records of lost pots
represent | percent or less of the total registered pots in the fishery in the last two years.

Table 13-5 Lost pots by fishery (2006-7 though 2007-2008)

Fishery Season Lost pots
Bristol Bay 2008 - 2007 154
red king crab 2007 - 2008 167
Bering Sea 2006 - 2007 228
C. opilio 2007 - 2008 599
Aleutian Islands 2006 - 2007 135
golden king crab 2007 - 2008 37

2006 - 2007 88

Bering Sea C. bairdf 2007 - 2008 175

Sources: ADFG

13.3.6 Season length and temporal and spatial dispersion

Under the program, the season length for the fisheries has lengthened considerably (see Table 4-18 and
Table 4-19). In the years leading up to the implementation of the program, the Bristol Bay red king crab
fishery lasted at most 3 to 4 days, opening on October 15. Under the program, the fishery opens on the
same date, with most of the harvest is completed by mid-November, although some landings continued
through the season closing on January 15. The Bering Sea C. opilio fishery has spread out over the full
seven months of its opening, although much of the harvest is still caught during the traditional period of
the fishery in late January and early February, Although Bering Sea C. bairdi had a small directed fishery,
most of the harvest was incidental to the C. opilio fishery in the western portion, or the Bristol Bay red
king crab fishery in the eastern portion. The Eastern Aleutian [slands golden king crab fishery is primarily
prosecuted between August and December, while the western Aleutian Islands fishery extends through
the May 15 closure.

Longer seasons benefit the crab stocks by reducing the pressure associated with derby-style fishing, and
allowing time for improving handling methods and sorting of crab at sea which should improve the
survivability of crab bycatch.

Under the program, the spatial distribution of catch in the Bristol Bay red king crab fishery has
diversified. In 2003, while landings were reported in 15 statistical areas (plus some miscellancous
landings), but the vast majority of catch came from only four areas (ADFG 2004). In 2006-2007, catch
was reported in 12 statistical areas (plus some miscellaneous landings), with 90 percent of total pot lifts
and total harvest occurring in seven statistical areas (extending out from the popular fishing grounds of
2003) (Bowers et al. 2008). Dispersing the fishery both geographically and temporally will reduce any
localized fishing pressure impacts on the crab stocks.

Three-year review of Crab Rationatization 123
Program for BSAI crab fisheries — December 2008



In the Bering Sea C. opilio fishery, the majority of fishery catch has occurred in the southern portion of
the C. opilio range, even in years when ice cover has not restricted the fishery from moving farther north.
[n 2003 and 2004, 66 percent and 78 percent of the catch, respectively, was south of 58.5° N. (Turnock
and Rugolo 2007); the same pattern is apparent in the last three years. Under rationalization, harvest
location has shifted to the southeast, however. A high percentage of the catch is taken out of statistical
areas to the west of the Pribilof Islands, one of which accounted for the statistical area with the greatest
effort in 2005-2006 season (approximately 16 percent of that season’s total harvest), and four of which
accounted for 74 percent of the total harvest for 2006-2007 (Bowers et al 2008). These statistical areas
represented a relatively small percentage of the overall C. opilio harvest in 2003 (14 percent of the total
harvest, ADFG 2004).

Fishing effort in the eastern Aleutian Islands golden king crab fishery focused primarily around Yunaska
Island, and the Islands of Four Mountains, and in Seguam and Amukta Passes. In the western Aleutian
Islands, the golden king crab fishery was prosecuted around the Delarof Islands, Amchitka Pass, and the
Petrel Bank. Because of the small number of vessels participating in these fisheries, most of the landings
information is confidential, both pre- and post-rationalization,

14 SIDEBOARD LIMITS IN OTHER FISHERIES

Recognizing that a change to a share-based management program may provide opportunities for
participants to alter their behavior to increase participation in other fisheries, the Council typically
considers sideboards to limit participants in the share-based fishery to their historic participation levels in
other fisheries. In adopting the rationalization program, the Council imposed sideboards on harvesters
receiving QS allocations. The Council is currently considering revisions to these sideboards, as well as
new sideboards on the processing of Pacific cod by processors that received PQS allocations.

14.1 Harvester sideboards

Knowing that the harvesters in the crab fisheries may alter fishing patterns to increase catch in other
fisheries, the Council included sideboard limits on caiches of Guif of Alaska groundfish and Gulf of
Alaska Pacific cod for vessels and licenses with Bering Sea C. opilio history that contributed to an initial
Q8 allocation. Sideboards under the program also prohibit participation in the Pacific cod fisheries by
vessels that contributed to for Bering Sea C. opilio quota that landed less than 50 metric tons of
groundfish harvested in the Gulf during the Bering Sea C. opilio qualifying period (January 1, 1996, and
December 31, 2000). In addition, vessels with limited Bering Sea C. opifio catch (i.c., less than 100,000
qualifying pounds) and show sufficient Gulf Pacific cod dependence (i.e., more than 500 metric tons of
Gulf Pacific cod during C. opilic qualifying period) are exempt from the Gulf Pacific cod sideboard
limits. Sideboard limits are based on Gulf groundfish and Gulf Pacific cod retained catch of crab vessels
subject to the limits during the C. opilio qualifying period. The sideboard restrictions apply in the State of
Alaska parallel groundfish fisheries to vessels with a Federal Fisheries Permit or LLP license. Since LLPs
can move among vessels, it is possible that the sideboard limits on a vessel could differ from those
associated with the license assigned to that vessel. In these cases, the more restrictive sideboard is
applied.

Figure 14-1 provides a diagram of the structure of these sideboard limits, Since vessels participating in
the Ametican Fisheries Act are already subject to sideboards in Gulf groundfish fisheries, those vessels
are exempt from these crab program sideboards.

Three-year review of Crab Rationalization 124
Program for BSAI crab fisheries — December 2008



Aloga! lndng of 85 srowcrah 1956-2000
ar

Vessal rean e on LLP lice rse genesio
Inwhaoka otin pad by o g Med vessd

l l

N F, sel Qualfication
for GOA Pcod Fishsm GOA Growpdish Sidebicard
Bnd ingy e han
S0mtof GOA praundiish 1956-2000 I TN 2o,
o Sideboand Ratlo = 1558-X100 ron-AF A cra by easel
Voxstd ramiad on UL Pl lbwn s ganansted | n wholy fend ng=1956-2000talal GOA gromdfish
orin pat by Fufing vosso Endings

(5 vesmala'S licenses)
Tlendad less hen 100,000 (b BS snow azb

7 mere than 500 mt GOA Paclic con 1 996-200

Baciiccad Stdaboaal
(05 vaseelz'4D licanses)
Siderbomrd Ratiy 219982000 riawAF A en-gxampt vessal
talal retalned calch A 652000108 relained tatch

Figure 14-1Diagram of non-AFA crab vessel sideboard program for the GOA

Under the program, 227 non-AFA crab vessels contributed to an initial allocation of Bering Sea C. opilio
QS and are subject to the Gulf groundfish sideboard limits, 137 of these vessels are prohibited from
fishing for Gulf Pacific cod; 85 vessels are subject to the Gulf Pacific cod sideboard limits; and 5 vessels
are exempt from the Gulf Pacific cod sideboard limits. Also, 57 groundfish LLP licenses originated on
non-AFA crab vessels and are subject to the Gulf groundfish sideboard limits; 12 of these licenses are
prohibited from use for directed fishing in the Gulf Pacific cod fisheries; 40 licenses are subject to the
Gulf Pacific cod sideboard limits; and 5 licenses are exempt from the GOA Pacific cod sideboard limits.

NOAA Fisheries manages the sideboard limits by setting a single sideboard cap for each Gulf groundfish
species (including Pacific cod). That amount is then available to all qualified vessels subject to the cap, on
a seasonal basis. All targeted or incidental catch of sideboard species made by a vessel subject to the
limits is deducted from the sideboard limit. NOAA Fisheries closes directed fisheries to vessels subject to
the limit when it deems that sideboard amounts are inadequate to support directed fishing and projected
incidental catch in other directed fisheries. NOAA Fisheries has prohibited directed fishing by vessels
subject to the sideboard in all fisheries except the Western Gulf pollock fishery and the Central Gulf and
Western Gulf Pacific cod fisheries because the sideboard limits are deemed inadequate to support directed
fishing.

Table 14-1 provides annual total catch of GOA Pacific cod, pollock, and other groundfish from 1995 to
2007 for non-AFA crab vessels that are subject to the GOA sideboard limits. Prior to implementation of
the crab sideboard limits, total catch of GOA Pacific cod by the sideboarded non-AFA crab vessels
ranged from 2,301 mt to 10,724 mt. During the 2006 fishing year, the GOA Pacific cod sideboard catch
was 5,037 mt, while the limit was 3,615 mt. The reason the 2006 sideboard catch exceeded the sideboard
limit was due to the sideboard regulaiions being implemented in March 2006, after the A season was
completed.
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Table 14-1 Total catch (mt) of Non-AFA crab vessels limited to sideboard limits /‘-\\

Year Pacific Cod Pollock Other Groundfish
1995 3,293 62 66
1996 2,556 760 2
1997 2,422 580 5
1898 3,377 1,495 98
1999 6,962 1,328 45
2000 10,724 1,374 50
2001 2,301 2547 109
2002 3,073 1,923 81
2003 4,384 1,286 173
2004 5,313 820 112
2005 5,128 2,538 80
2008 5,037 2,258 204
2007 * 1,711 61

Source: non_afa_snow_crab_cvs.ds and non_afa_snow_crab_cpS.xis from ADF&G fish tickets for catcher vessels and blend
datalcatch accounting for catcher processers. Data does not inglude State waltar Pacific cod catch and sablefish and hatibut
IFQ bycatch of Padific cod IFQ fisheries.

Table 14-2 provides a brief summary of the Western and Central Gulf Pacific cod sideboard fishery
closures during 2006 and 2007. In both areas during the A season the sideboard limit was reached in early
February resulting in closure of the fishery. The B season sideboard fishery was also closed prior to the
end of that fishing season, as a result of the sideboard catch reaching the limit.

Table 14-2 Sideboard fishery closure dates for Western and Central GOA Pacific cod during 2006 FamnY
and 2007 ‘
Area Season Inshore Offshore
2006 2007 2006 2007
Western A 2 Mar (TAC) 18 Feb (TAC) 19 Feb (TAC) 14 Feb (TAC)
GOA B 1 Sep (TAC) 14 Oct (TAC) 12 Oct (TAC)
Cenfral A 78 Feb (TAC) 24 Jan (TAC) 19 Feb (TAC) 14 Feb (TAC)
GOA B 1Sep (TAC) 11 et (TAC)
Saurca: NMFS

Table 14-3 provides counts of the non-AFA crab vessels, by sideboard category in the Gulf Pacific cod
fishery from 1995 to 2007. The number of Pacific cod exempt non-AFA crab vessels ranged between 4
and 5 during this period. For Pacific cod prohibited non-AFA crab vessels, the numbers ranged from 15
vessels in 1995, to 2 vessels in 1997.° For Pacific cod sideboard non-AFA crab vessels, the vessel
numbers ranged from 15 in 1997 to 60 in 2000. Since implementation of the sideboards on the non-AFA
crab vessels, only 22 vessels recorded GOA Pacific cod catch. Finally, the number of other vessels that
caught Gulf Pacific cod has ranged from 476 in 1995, to 258 in 2006.

" Note that the two Pacific cod prohibited vessels fishing in the 2006 and 2007 sideboard fishery due to the vessel N
appealing its sideboard restriction. While the vessels appeal their sideboard restriction, the vessels was not limited
by Pacific cod sideboards.

Three-year review of Crab Rationalization 126
Program for BSA| crab fisheries - December 2008



~

Table 14-3 Number of vessels fishing in the GOA Pacific cod fishery by sideboard category

Year Pacific Cod Pacific Cod Pacific Cod Cther Pacific God
Exempt Vessels  Prohibited Vessels  Sideboard Vessels Vessels
1995 4 15 42 476
1996 5 8 28 414
1997 4 2 15 418
1998 4 B8 26 412
1999 5 8 35 383
2000 5 11 60 399
2001 5 3 25 348
2002 4 7 20 287
2003 4 3 20 265
2004 4 6 21 281
2005 4 8 18 260
2006 4 6 22 258
2007 4 2 22 276

Source: non_afa_snow_crab_cvs.xls and non_afa_snow_crab_cp5.xls from ADF&G fish tickets for calcher vessels and biend
data/catch accounting for catcher processors.

Table 14-4 provides Gulf Pacific cod catch for non-AFA crab vessels by sideboard category, while Table
14-5 provides annual percent of Gulf Pacific cod caught by each vessel group. Overall, the total catch of
Guif Pacific cod has declined during the 1995 to 2007 period. In 1995, the combined catch of Gulf Pacific
cod by all vessels was 68,182 mt, while the combined catch in 2004 was 34,353 mt. However, catch of
Gulf Pacific cod by non-AFA crab vessels does not follow this trend; rather the decline in catch appears
to be limited to the other Pacific cod vessels. For the Pacific cod exempt non-AFA crab vessels, on
average their percent of the total GOA Pacific cod catch is 3.5 percent, with a catch range of 2,762 mt in
1996 to 1,016 mt in 2001. For non-AFA crab vessels prohibited from targeting GOA Pacific cod, on
average their percent of the total GOA Pacific cod catch is 1.3 percent, with catch ranging from 53 mt in
1998, to 1,632 mt in 2005. Since sideboard regulations were not implemented until March 2006, these
vessels were permitted to participate in the 2006 fisheries. For the non-AFA crab vessels that are
restricted by Pacific cod sideboards, on average their percent of the total Gulf Pacific cod catch was 8.7
percent, with catch ranging from 2,422 mt in 1997, to 10,724 mt in 2000. In more recent years, catch for
this group of vessels has ranged from 3,000 mt to 5,000 mt. Finally, non-crab vessels on average account
for 86.6 percent of all Gulf Pacific cod catch, which ranged from 65,214 mt in 1997, to 25,383 mt in
2005.
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Table 14-4 GOA Pacific cod catch (mt) of non-AFA crab vessels by sideboard category

Year Pacific Cod Pacific Cod Pacific Cad Other Pacific Total Catch
Exempt Vessel Prohibited Sideboard Cod Vessel
Catch Vessel Catch Vessel Catch Catch
1995 2141 358 3,293 62,389 68,182
1996 2,762 62 2,556 63,447 68,827
1997 1,710 * " 65,214 89,357
1998 2,508 53 3,377 §7.470 63,409
1999 2,488 689 6,962 57,624 67,764
2000 1,388 429 10,724 41,456 53,997
2001 1,016 1,163 2,301 37,255 41,736
2002 1,077 1,142 3,073 35429 40,721
2003 1,317 6570 4,384 33,884 40,154
2004 1,080 563 5313 34,768 41,724
2005 2,210 1,632 5128 25,383 34,353
2006 1,807 1,434 5,037 28,186 36,464
2007 1,967 * * 33,107 38,144

Source: non_afa_snow_crab_cvs.xls and non_afa_snow_crab_cp5.xls from ADF&G fish tickets for catcher vessels and blend

data/calch accounting for catcher processors. Data does not include State water Pacific cod catch and sablefish and halibut

IFQ bycatch of Pacific cod.
*Concealed for confidentiality

Table 14-5 Percent of GOA Pacific cod catch by sideboard category

Year Pacific Cod Pacific Cod Pacific Cod Other Pacific Cod
Exempt Vessel Prohibited Vessel  Sideboard Vessel Vesseals Percent of
Percent of Total Percent of Total Percent of Total Total Catch
Catch Catch Catch
1995 3.1% 0.5% 4.8% 91.5%
1986 4.0% 0.1% 3.7% 92.2%
1997 2.5% ’ * 84.0%
1998 4.0% 0.1% 5.3% 90.6%
1999 3.7% 1.0% 10.3% 85.0%
2000 2.6% 0.89% 19.9% 76.8%
2001 2.4% 2.8% 5.5% 89.3%
2002 2.6% 2.8% 7.5% 87.0%
2003 3.3% 1.4% 10.9% 84.4%
2004 2.6% 1.3% 12.7% 83.3%
2005 6.4% 4.8% 14.9% 73.9%
2006 5.0% 3.9% 13.8% 77.3%
2007 4.1% * " 86.8%
Average 3.5% 1.3% " 8.1% 86.6%

Source: non_afa_snow_crab_cvs.xls and non_afa_snow_crab_cp5.xls from ADF&®S iish tickets for catcher vassels and blend

data/calch accounting for catcher processors. Data does not include Siate water Pacific cod catch and sablefish and hafibut

IFQ bycalch of Pacific cod.
“Concealed for confidantizlity

The Council is currently considering an amendment package to modify harvester sideboards under the
program. These changes are intended to relieve vessels with strong historic dependence on non-crab
fisheries from the limitations of the sideboards. The proposed alternatives would extend the sideboard

exemptions to additional vessels.
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14.2 Processor sideboard limitations

At the time of adopting the program, the Council elected not to adopt any processor sideboard limitations.
Since that time, the Council has received public testimony suggesting that floating processors freed up as
a result of the crab program could encroach on processor participants in the Aleutian Island Pacific ced
fisheries. The Council is currently considering alternatives that would limit processors that contributed to
allocations of PQS in the Bering Sea C. opilio fishery to their historic processing participation levels with
the intent of protecting processors in the Aleutian Island Pacific cod fisheries.
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Mor. Eric A. Olson, Chairman
NPMFC

605 West 4™ Avenue, Suite 306
Anchorage, AK 99501-2252

RE: Agenda [tem C4K@ ACC comments, Part 1, on BSAI Crab Program, Three-Year
Review Report—Safety of Life at Sea and Biological Management

The ACC wishes to provide several citations from the Three-Year Review of the Crab
Rationalization Program for Bering Sea and Aleutian islands Crab Fisheries that
illustrate significant improvements in the safety of life at sea and sustainable biological
management, the two priority reasons for development of the crab rationalization
program. Although not addressed in these comments, it is worth noting that the Three
Year Review also illustrates that preservation of harvesters, processors and communities
historic investments and share of the revenue in the fisheries has also been maintained.

Citations:

Safety of life at sea has improved with rationalization: “Between 1991 and 1996, a
total of 61 fatalities occurred in Alaska’s crab fisheries, accounting for 42 percent of all
commercial fishing-related fatalities in the state (NIOSH, 1997). During this petiod, the
average annual fatality rate in the shellfish (primarily crab) fisheries in Alaska was
356/100,000/year, 50 times the overall U.S. occupational fatality rate of
7.0/100,000/year. Since the early 1990s, however, the number of fatalities in the BSAI
crab fisheries has shown an overall downward trend (see Table 12-1). A progression of
safety measures beginning in the early 1990s were implemented by the USCG. In
particular, these safety requirements contributed to a substantial increase in the
percentage of the commercial fishermen surviving vessels sinking and capsizing.”
(Review, pps. 110-111)

However, Table 12-1 in the review shows that fatalities in the BSAI crab fisheries
continued from 1996 through March 31, 2005, prior to implementation of the program
and averaged 3 per year. “In the first three years of the program, there have been no fatal
events in the program fisheries.” (Review, page 111)

“Fishery participants report that the exclusive allocations (ITQs) under the program have
reduced the pressure to risk unsafe weather or sea conditions by removing the need to



cleanest crab. The large, clean crab are thought to be the most successful at mating.
High grading may affect mortality of female and and sublegal crab, if more pot lifis are
required to catch the TAC.

During the first year under rationalization of the Bristol Bay red king crab fishery, the
number of legal male crabs captured during the fishery and subsequently discarded was
dramatically higher than discard rates in previous years (Table 13-3), and represented
approximately 20 percent of legal male red king crab caught. ADF & G identified
concerns about resource sustainability under their harvest strategy.

In an effort to address the biological concerns raised by ADF & G, industry instituted a
number of voluntary proposals to address the issue of discards. Under the organization of
the Pacific Northwest Crab Industry Advisory Committee {(PNCIAC), a number of
proposed solutions were offered in a discussion paper, and subsequently adopted by
PNCIAC members (PNCIAC 2006). Crab industry harvesters, processors, and
cooperative members pledged to adopt a series of strategics and tactics to address
discards of legal and non-legal crab. Industry members agreed to improve retention of
legal size crab to the level of the pre-rationalized fishery in the years 1999-2004, and to
reduce bycatch of females and sublegal males. In addition, beginning in the 2006-2007
season, most harvesters and processors changed their pricing structure to reflect their
support for a full retention policy, and moved 1o a single price that does not distinguish
for shell condition, in order to remove the incentive to high grade.

ADF & G reacted to the 2005-2006 discard issue by downwardly adjusting the TAC
determination for the 2006-2007 season, thus resulting in an economic penaity for the
share holders in that season. As discarding of legal males did not occur on a similar
scale in 2006-2007, no further downward adjustment was made for the 2007-2008 season
(Vining and Zheng 2008, cited in Review, page 116-117).

High grading and an increase in discard rates have not been an issue in fisheries or
seasons, other than the 2005-2006 Bristol Bay red king crab season {Table 13-3). New
shell condition is particularly important in the Bering Sea C bairdi and Bering Sea C.
opilio fisheries, and in addition the C. opilio fishery has a strong selectivity for males
with a 4 inch or greater carapace width, due to processors standards for delivered crab,
although the legal size is 3.1 inch carapace width. However the harvest strategies for
both fisheries account for these selectivities and the resulting bycatch in setting the
harvest rate (NMFS 2004).” (Review, page 117)

Deadloss: Deadloss is the amount of dead crab landed at the dock. All deadloss is
discarded, because it cannot be sold. As long as ail deadloss is landed, it is an economic
problem rather than a biological problem because deadloss is deducted from the TAC.
Deadloss in the Bristol Bay red king crab and the Aleutian Islands golden king crab
fisheries has decreased post-rationalization, compared to the seasons immediately
preceeding the implementation of the program (Table 13-2). In the Bering Sea C. opilio
fishery, the rate of deadloss is comparable to that which occurred in the two most recent
years before rationalization. (Review, page 116}



Spatial and temporal distribution of catch: “Under the program, the spatial
distribution of catch in the Bristol Bay red king crab fishery has

diversified..”........ *Dispersing the fishery both geographically and temporarily will
reduce any localized fishing pressure impacts on the crab stocks.” (Review, p. 121)

Although fishery catch information for the snow crab fishery is inconclusive at this time,
localized depletion and excessive pressure on the stocks is not presently a management
concern (Review, page 122). Anecdotal information from owners and operators of
vessels involved in the Aleutian Islands golden king crab fishery indicate that the fleet is
much more spread out than in the pre-rationalized fishery.

Lost pots and ghost fishing of pots has decreased: Lost pots have decreased
dramatically with rationalization. Estimates of 10-20 percent of registered pots per year
were ost in recent pre-rationalization years (NPFMC 2007; Review, p. 120) Over the
last two years, this has been reduced to 1 to 1.4 percent of total registered pots. (Review,
page 120). Total pots used has been dramatically reduced. (Review, Table 4-22, page
37).

Management costs and cost recovery fees have decreased: Under the Council motion
adopting the program and the MSA, NOAA Fisheries collects fees to pay for the costs of
management {including enforcement) arising out of the program. The fee is charged asa
percentage of the ex vessel landing value of each landing. The fee is split equally
between harvesters and processors. For the first three years of the program the fee
percentage was set at the maximum level, 3 percent of ex vessel value. NOAA Fisheries
has lowered the fee percentage for the 2008-2009 season primarily because the 2007-
2008 costs were about half of their levels in prior years. Lower costs were realized
through staffing vacancics, multi-year contracts included in prior year costs, and more
efficient use of staff time as NOAA Fisheries staff developed familiarity with the
program. Costs have been reduced from $4.2 miilion in 2005-2006 to $2.1 miilion in
2007-2008. (Review, page 110}

New scientific information indicates exclusive allocations, catch shares, can prevent
fisheries collapse: “Can Catch Shares Prevent Fisheries Collapse?” Christopher
Costello, Steven D. Gaines, John Lynham; Science, September 19, 2008, Volume 321,
pps. 1678-1681 (ihe subject of recent articles in the Los Angeles Times, Sept. 18, and
Seattle Times, Sept. 19, 2008).

In the abstract of the Science article, the authors state: “Recent reports suggest that most
of the world’s commercial fisheries could collapse within decades. Although poor
fisheries governance is often implicated, evaluation of solutions remains rare.
Bioeconomic theory and case studies suggest that rights-based catch shares can provide
individual incentives for sustainable harvest that 1s less prone to collapse. To test
whether catch-share fishery reforms achieve these hypothetical benefits, we have
compiled a global database of fisheries institutions and catch statistics in 11,135 fisheries
from 1950 to 2003. Implementation of catch shares halts, and even reverses, the global



trend toward widespread collapse. Institutional change has the potential for greatly
altering the future of global fisheries.” (Science, p. 1678}

In the Los Angeles Times article of September 19, 2008 about the new study, one of
the authors, C. Costello said “he was surprised to find that the data showed such ¢clear
support for a fundamental tenet of resource economics: a change in incentives can
remove the motivation to outcompete someone else and swiich to longer-term
conservation.”

In closing the, ACC attaches the NMFS, Alaska Region, report to the Crab Plan Team,
on September 18, 2008, “Background on Crab Rationalization Program,” an evaluation of
the crab rationalization program noting performance trends over the last three years.
Overall, the NMFS report is very favorable in regards to the crab rationalization program
performance.

Ami Thomson
Executive Director
Alaska Crab Coalition



Crab Plan Team
Background on Crab Rationalization Program
NMFS Alaska Region

General Background

All nine major BSALI crab fisheries are managed under the crab rationalization program
(Program), a limited access privilege program implemented on April 1, 2005. One of benefits
expected to arise from the Program is ending the “race for fish,” thereby allowing participanis
time to tailor their business operations to achieve the greatest market benefit, reduce costs, and
improve safety.

The Program allocates exclusive harvesting and processing privileges to holders of
transferable harvester quota share (QS), and processor quota share (PQS). QS and PQS are
derived from historic harvesting and processing activities, NMFS issued QS to catcher vessel
owners, catcher/processor owners, and crew. Most of the total QS issued went to catcher vessel
owners. PQS was issued to historically active processors. QS and IFQ may be heid only by U.S.
citizens. PQS and IPQ are not subject to this restriction. QS and PQS can yield an annual
harvesting individual fishing quota (IFQ) individual processing quota (IPQ), respectively.

Each year, ADF&G determines the total allowable catch (TAC) of the various crab
fisheries, and NMFS allocates that TAC. First, NMFS allocates 10 percent of the TAC to the
Western Alaska Community Development Quota (CDQ) Program which represents specific
coastal communities adjacent to the Bering Sea and Aleutian Islands. The CDQ allocation is
further allocated among six CDQ groups representing specific groups of communities. NMFS
also allocates 10 percent of the TAC for the Western Aleutian Islands golden king crab fishery to
a specific entity representing the community of Adak, which is managed similar to a CDQ group.
Second, NMFS then allocates the remaining amount of the TAC to each qualified QS holder as
[FQ. NMFS will issue IFQ to a QS holder only if they meet requirements to apply for [FQ by
August 1 of each year, submit an annual economic data report, and pay required fees. Each year,
harvesters can choose to assign their QS and resulting IFQ to a harvesting cooperative. A
harvester cooperative must comprise at least four unique QS holders who are not affiliated with
each other through more than a 10 percent direct or indirect ownership interest, or do not
otherwise control each other.

The Program limits the amount of QS that any one person may hold, and the amount of
IFQ that a person may use. These limits, commonly called use caps vary for each fishery,
whether the QS is held by vessel owners or crew, and the nature of the QS/IFQ holder. For
example, QS/IFQ holders that also hold PQS or IPQ are subject to a specific use cap, persons
who hold QS or IFQ only another use cap, and CDQ groups who also hold QS and IFQ a
different cap. The method for calculating the use cap differs for each of these three groups of
QS/IFQ holders. The Program has a “grandfather exemption” that allows harvesters initially
allocated more QS than the use cap to continue to hold their initially allocated QS, and use any
resulting IFQ, above the use cap.

The Program also establishes limits on the amount of PQS a processor can hold and the
amount of IPQ from that PQS that they can use. This limit is set at 30 percent of the initially
allocated PQS pool. The Program has a grandfather exemption for processors over this use cap.

The Program also limits the amount of IFQ that can be harvested by a vessel. This use
does not apply if all of the crab harvested by a vessel is derived from IFQ that is assigned to a
coaperative.

Harvesters and processors can transfer their QS/IFQ and PQS/IPQ to other harvesters and
processors respectively subject to limits on the amount transferred and the person eligible to
receive the transfer. For example, a person cannot transfer crew QS/IFQ to a person who is not a
valid crew member meeting specific requirements. Also, transfers are not approved if they would
cause a person to exceed a use cap. The IFQ held by the cooperative can only be transferred to
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other cooperatives, and IFQ not assigned to a cooperative can only be transferred to other non-
cooperative IFQ holders.

Ninety percent of the IFQ derived from catcher vessel owner QS must be delivered to a
processor holding IPQ. This type of IFQ is called Class A IFQ. Each year, harvesters and
processors must match up their Class A 1FQ and [PQ shares on a one-to-one basis. The
remaining 10 percent of the IFQ issued to catcher vessel owners is called Class B IFQ and can be
delivered to any processor without matching to a specific amount of IPQ. NMFS issues an
amount of IPQ to each [PQ holder that is equal to the amount of Class A [FQ provided the PQS
holder meets requirements to apply for [PQ by August 1 of each year, submit an annual economic
data report, and pay required fees. For most crab fisheries, Class A IFQ and IPQ shares are also
subject to requirements that they be delivered within specific geographic regions, known as
regionalization,

Most crab fisheries, including the two largest crab fisheries, Bristol Bay red king crab and
Bering Sea snow crab, are regionally designated for the North Region (i.e., north of 54° 20° N,
lat.), or the South Region (i.e., any location south of 54° 20° N. lat.) based on historic delivery
patterns. St. Paul is the only significant crab processing port in the North Region. Dutch Harbor
(Unalaska), King Cove, and Kodiak are some of the larger crab processing ports in the South
region. The Western Aleutian Islands golden king crab fishery is regionally designated with 50%
of the Class A IFQ and IPQ for the West Region (i.e., West of 174 ° W. long.) and the remaining
50% is undesignated and may be delivered anywhere. The Eastern and Western tanner crab (C.
bairdi) fisheries are not subject to regional delivery. The table below shows the proportion of the
Class A [FQ and IPQ that must be delivered within these regions.

Crab fishery Percentage of Class A Pounds of Class A IFQ &
IFQ & TPQ by region IPQ} by region (2007/2008)

Eastern Aleutian Eslands 100 % South 2,243 082 Ib. South

golden king crab (EAG)

Western Aleutian Islands 50 % West 570,932 Ib. West

golden king crab (WAG) 50 % Undesignated 569,855 Ib, Undesignated

Western Aleutian Islands 100 % South Fishery Not Open ~

red king crab (WAI) No Class A IFQ or [PQ

Eastern Bering sea Tanner 100 % Undesignated 2,525,080 1b. Undesignated

crab (C. bairdi) (EBT)

Western Bering sea Tanner 100 % Undesignated 1,592,952 lb. Undesignated

crab (C. bairdi) (WBT)

Bristo] Bay red king crab 2.7 % North 388,006 1b, North

{(BBR) 97.3 % South 14,893,400 Ib. South

Bering Sea snow crab (C. 47 % North 21,073,807 Ib. North

opilio) (BSS) 63 % South 23,957,111 lb. South

Pribilof Islands red and 67.5 % North Fishery Not Open -

blue king crab {PIK) 32.5 % South No Class A [FQ or IPQ

St. Matthew’s blue king 78.3 % North Fishery Not Open —

crab (SMB) 21.7 % South No Class A IFQ or IPQ

Historic processing ports, such as Dutch Harbor, St. Paul, King Cove, and Kodiak, are
also provided a right-of-first-refusal that gives them the first opportunity to purchase any PQS
that is offered for transfer if that PQS was earned from processing in their communities. During
the first two years of the Program, JPQ for most crab fisheries was subject to a “cooling off”
period that limited the ability of crab to be delivered outside of the community where the PQS
was eamed.
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The Program requires that Class A [FQ and IPQ holders establish an arbitration system to
resolve any price or delivery disputes. Class A IFQ holders who are not otherwise affiliated with
IPQ holders can unilaterally trigger a binding arbitration proceeding if disputes cannot be settled.

The Program limits the ability of vessels used in the snow crab fishery from fishing in the
GOA. Specifically, vessels are limited to sideboard limits that control the total amount of Pacific
cod that can be harvested to reduce impacts on other GOA groundfish fisheries. The Program
also includes extensive monitoring & enforcement, and recordkeeping and reporting
requirements, including a detailed annual economic data report.

Trends in Fishery Performance Under the Program

e The number of vessels fishing decreased by nearly 2/3 from the number actively fishing prior to
the Program. Some of the decrease in the number of vessels active may be due to 25 vessels
being removed in the crab buyback program in December 2004, just prior to the first year of
fishing under the Program in 2005/2006. The following table shows the total number of active
vessels in the BSAI crab fisheries managed under the Program.

Crab Fishing Year Number of Active Number of Active Total Number of
Catcher Vessels Catcher/Processors Active Vessels

2000/2001 246 10 253

2001/2002 235 11 243

2002/2003 238 11 247

2003/2004 247 9 254

2004/2005 245 9 256

2005/2006 (1* year) 100 5 101

2006/2007 87 5 91

2007/2008 83 5 87

e An increasing number of QS holders have chosen to participate in cooperatives. In 2007/2008,
more than 99 percent of all IFQ was issued to cooperatives. In most fisheries, the number of
active cooperatives is decreasing, indicating that harvesters have found substantial
organizational or financial benefits to collaboration through better coordination on landings,
tailoring fishing capacity to TAC, and collective price negotiation.

e The remaining vessels harvest a greater proportion of the catch and appear to be more
profitable. Figure | provides an example for catcher vessels for one fishery.

Figure 1: Median catch & mean exvessel value per catcher vessel
Bristol Bay red king crab (Source: NMFS, NPFMC)
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s To a varying extent, in all crab fisheries, actual fishing time has increased. The greatest
increase is observed in the snow crab fishery, and least in the Bristol Bay red king crab fishery.
Prior to the rationalization program, in most fisheries vessels made a single delivery after a
fishery closing. Under the rationalization program, almost all vessels make multiple deliveries
in a season, fishing closer to the vessel’s capacity prior to making deliveries,

¢ Crew employment has decreased with the consolidation of the fishery. The precise number of
crew previously employed on vessels that are no longer employed is not known, but various
estimates suggest several hundred up to a thousand crew positions may have been lost. Prior to
the Program, many of the crew positions were short term positions and may not have provided
the total annual income to crew.

* In most cases, crew employed by vessels fishing in the program are reported to have more
stable and better paying positions than prior to the program’s implementation. Many crew are
reported to rely exclusively on crab fishing for their income. Other crew are reported to work
on the crab vessel in other fisheries or tendering, relying on employment from their crab fishing
vessels for all of their income. Precise data on crew employment pre and post-Program
implementation are not available.

» The amount of QS transferring varies per fishery per year. For the Bristol Bay red king crab
fishery ranged from 1.3 % in 2007/2008 to 7.7 % in 2006/2007, and in the snow crab fishery
ranged from 1.9 % in 2007/2008 to 6.8 % in 2006/2007. An average of roughiy 5 % of the QS
pool transferred per year.

* In almost ail crab fisheries, there has been limited consolidation of the amount of vessel owner
QS heid per person, and there are roughly the same number of QS holders now as in the first
year of implementation. The average and mean amount of QS held by crew has increased by
roughly 10 % in most crab fisheries, and there are roughly 10 % fewer QS holders. Litile or no
conselidation in crew QS has been observed in the Western Aleutian Islands golden king crab,
St. Matthew, and Pribilof Island fisheries. Overall, roughly 10 % of the QS in all fisheries is
now held by persons who were not initially allocated QS in any of the BSAI crab fisheries.

e Overall, a greater percentage of the PQS pool has transferred. At a minimum only none of the
Western Aleutian Island red king crab PQS pool transferred in 2005/2006, and at 2 maximum
43.6 % of the Western Aleutian Island golden king crab fishery PQS pool transferred in
2007/2008. Generally, extensive IPQ transfers, or leases have occurred each year. Initially,
there were substantially fewer persons holding PQS, roughly 20 unique persons among alf the
fisherics. Overall there has been greater consolidation of PQS and IPQ than QS and IFQ. One
large merger between two companies (Nichiro-Maruha) is responsible for much of this
consolidation, although other new PQS holders have purchased into the fishery. In both the
Eastern and Western Aleutian Islands golden king crab fishery there are two new PQS holders
who now hold roughly 30 % of the combined PQS pools in those fisheries that had not
previously held PQS in any crab fishery.

¢ Since implementation of the Program no crab fishery has exceeded its TAC, and in most cases
the TAC is fully harvested. Prior to the Program, harvest relative to the GHL was often less
fully harvested or exceeded, though by a somewhat limited amount.

* Deadloss in the Bristol Bay red king crab and the Aleutian Islands golden king crab fisheries
has decreased post-rationalization, compared to the seasons immediately preceding
implementation of the Program. In the Bering Sea C. opilio fishery, the rate of deadloss is
comparable to that which cccurred in the two most recent years before rationalization.

* There is no clear pattern indicating that rail dumping or handling mortality has changed in the
fishery. Some conjecture that because the seasons are longer and vessels tend to avoid poor
weather that may increase handling mortality. However, there are no conclusive data on
handling mortality changes.
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Eric Olson, Chair

NPEMC

605 West 4™ Ave. Ste, 306

Anchorage, AK $9501-2252 NPFMC Fax#: 907271 2817

Comment on Agenda Ttem: Cd(a) Crab Program Three-Year Review Report
Dear Chairman Olson:

| am a Captain on the Bering Sea crab fishing vessel, Bulldog and I have been working in the crab Ssheries
for my entire adult working career, more than 35 years. Needless to sy, | have seen and baen involved
with many changes in our industry during all these years. 1 have experienced good seasons, bad seasons,
population increases, population decreases, under capitalization, over capitalization & fiow rationalization.
Of all the “alizations™ over the years, the newest program refetred to 23 “crab rationalization” has the most
promising potential for a sustainable industry.

Since around year 2000, when the crab fleet was given a death warrant, by meens of a sharp decline in the
opilio populatios, until the startup of the rationalization prograrg in 2005, we were fishing in short derbies,
which were beeoming shorter with each passing year, I found ryself a2 the metey of the “Gods™, more
involved in 2 game of chence, than jnvolved in the fishing Industry as a fisherman. Financial success of the
fisheries ar that time became a random toss of the dice; business plans were made and changed by the week
rather than by the year, Gencrally crab fishing in the Bering Sea sucked & raised doubts s to the longevity
of the resources.  As a realict, it was quickly becoming obvious that my days of involvement as
Captain/Owner of a crab vesse] were nearing en end. The level of stress associzted with the risks involved
prior to rationalization, troated 8 tisk/reward scenario that had became unacceptable.

Safety, working conditions and dependable income have all imaproved since rationalizatien began.
Employment of qualified, reliable, engaged crewman has once again become the norm, as opposed 1o the
unreliable, not very qualified, narrow pool of persenael available prior to rtiopatizaton. Working within
the rationalization program has once again afforded the opporTunity to allow for properly maintained
vessel, properly maintained gear, placement of fulltime well trained crewmen. Retionalization hias
provided the fishery with a pace that allows for consideration of adverse weather, has st a fleet wide
standard for handling of both harvested crab & discarded crab, an appears to be increasing the value of our
harvested product

[ would 2sk the Council to focus on the positivz elements of the progrem, during the 3 yeer reviow process.
The program is definitely working better than most participants had expected. There were elements of the
new program, like the arbitation process, that prioc to implementation caused anxioty from the harvester's
perspective; most all of these anticipated problems have been put te rest, allowing far an orderly execution
of the fishery. It would be my hope there will be & rinitiem amount of “tweaking” that takes place during
the review process, Through the ¢rab rationalization program, | see rryself participating in the fishery that
has been my life passion. 1 believe if we are able to continue to execute the fisheries 2s We have post
rationalizarion, I should be able to provide a steady income streem for our vesse!, our crew, & for myself
and my family into the foreseeable future.

Bothell, Washington 08012
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Date: 12/9/2008

Eric Olson, Chair

NPFMC

605 West 4% Ave. Ste. 306
Axnchorage, AK 995012252

Comment on Agenda Jtem: Cd(a) Crab Program Three-¥Year Review Report
Dear Chairman Olson:

I have been fishing crab in the Bering Sea / Aleutism Islands since 1975 | as a captain
since 1980.

Due to the Crab Rationalization Program nevex before have things been better in the
industry.

The resource has improved due to less effort , increased soak times , and fewer pot lifts.
Safety has improved without the race for fish. Crews are better resied as we work a more
reasonable schedule, We are able to schedule fishing trips in conjunction with-projected
weather.

Marginal players have been removed from the fishery.

The crews are more stable and have better employment as they know their share of the
TAC in advance, We now bave long tertn employee’s , and as & reszlt better trained
Crews.

Sin ly, / '}_”' . ."'
%J‘, /Z\L..;;za.._
rdon Kristjanson

20301 191% Ave. NE
Woodinville, Wa. 98077
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Date:
Mr. Eric Olson, Chair
NPFMC
605 West 4™ Avenue, Ste 306

~ Anchorage, AK 99501 NPFMC Fax#: 907 271 2817
Agenda Item: C4(a) Crab Program Three-Year Review Report
Dear Mr, Chairman:
We the undersigned are crewmembers on the Bering Sea crab fishing vessel Arctic Hunter
Before the rationalized program began in 2005, we were down to fishing two crab derbies a year,
and we could not make encugh from crab fishing to make a living. We were working other jobs,

both fishing and onshore, to survive.

Since the beginning of the rationalized program, our jobs have greatly improved, they are much
safer, we are working several months a year and our income has improved.

Sincerely,

Name Address

Bkt Robingon A2ty Ave - Mukiltxo, WA 49215
David Bishev 1994 Lot 2 Edmonds WA 40020

Mike B $ Po Box 1M nNaches WA 494%1

TeTt Andorcon . 100HS Andilc (v. Bame River, Ay A16T)
1t Navyevt 12228 Y%A Ave s, Tukwila, WA 4815
Dax Yoo 1140 Pelican iU 24 San Dieqo, LA 42124

Mizvain @g\viaue; 1w202 V2™ Pv¢ Ct. 6 TTncoma WA 49948
Luis Govzales | %ﬁdwaﬁ P 51 Tacoma WA 48402




Date: 12/9/08

Eric Olson, Chair

NPFMC

605 West 4™ Ave. Ste. 306

Anchorage, AX 99501-2252 NPFMC Fax #: 907271 2817

Comment on Agenda Item: C4¢a) Crab Program Three-Year Review Report

Dear Chairman Olson:

Tam a Deckhand on the Bering Sea crab vessel Arctic Hunter, and T have been working in the
erab fisheries for 20 years. '

Prior to the startup of the rationalization program in 2005, when we were fishing in the short
derbies, 1 found myself scrambling to work other jobs onshore in order to make & living and stay
in crab fishing,

Safety, working conditions and my income have all improved since rationalization began and 1
hope to remain on deck for several more years now, thanks, in large part to the rationalization
program. ] am married and we have 3 children and so the rationalization,program with its new
benefits and improved economic stability has also made life better overall for our family.

Sincergly,
Mike Buss

PO box 274
Naches, WA 95937



Date: 12/9/08

Eric Olson, Chair

NPFMC

605 West 4% Ave. Ste. 306

Anchorage, AK 99501-2252 NPFMC Fax # 9072712817

Comment on Agenda Item: C4(a) Crab Program Three-Year Review Report
Dear Chairman Olson:

1am a Deckhand on the Bering Sea crab vessel Arctic Hunter, and I have been working in the
crab fisheries for 21 years.

Prior to the startup of the rationalization program in 2005, when we were fishing in the short
derbies, I found myself scrambling to work other jobs onshore and other fisheries in order to
make a living and stay in Crab fishing,

Safety, working conditions and my income have all improved since rationalization began and I
hope to remain on deck for several more years now, thanks, in large part to the rationalization
program. ] am married and we have 2 children and so the rationalization program with its new
benefits and improved economic stability has also made life better overall for oar family.

Sincerely, U

A gﬁ,” T
12225 43 Ave S
Tukwila, WA 98178



Date: 12/9/08

Eric Qison, Chair

NPFMC

605 West 4% Ave. Ste. 306

Anchorage, AK 99501-2252 NPFMC Fax #: 907 271 2817

Comment on Agenda Item: C4(a) Crab Program Three-Year Review Report
Dear Chairman Olson:

I am a deckhand on the Bering Sea crab vessel Arctic Hunter, and I have been working in the crab
fisheries for 4 years.

Safety, working conditions and my income have all improved since rationalization began and |
hope to remain on deck for several mare years now, thanks, in large part to the raticnalization

program,

YT
effrey Anderson

PO Box 2613
Kenai, AK 99611



* Eric Olson, Chair Agenda 3-C

North Pacific Fisheries Management Council Crab Issues
605 W, 4th Avenue, Suite 306 6/5/2008
Anchorage, Alaska 99501-2252 — Jes 7L; Qﬂdry

Resubmitted: December 8, 2008
Agenda Item: C-4(a) Three-Year Review Report

Council Members,
I'am David Fisher apd have been fishing an active crab crewman without missing a season since 1998 in
the Bering Sea Pot fisheries for Red Kings and Opilio. | have been asked to testify my opinion of the
brand new Rationalization program.
Unfortunately my knowledge of the actual policies involved is rudimentary at best. | will Concentrate on
what | believe are some of the original objectives defined by the rationalization program, that | have
directly observed to be successful. ] will use two of the more predominate reasons for rationalization.
1} Safety
2} Environmental Benefits

But first | would like to state that for the duration of the development of the Program, from the
beginning, through the qualifying years to implementation, | believed it to be just another method for
the organizations in power to benefit at our the crewmembers cost. But three years into it | have
developed an appreciation of the embryonic system.

First of all | will describe my views as to vessel and crew Safety. The statistics must show a dramatic
reduction in injuries, not to mention fatalities, since program implementation. The new program helps
to eliminate a primary cause of accidents; Fatigue. I've heard it said that Rationalization or not that a
vessel will run its gear just as fast as ever because of cannery offioad timelines, desire to finish and go
home, old ingrained habits, etc. But from what | can i've experienced canneries are more flexible with
timelines then expected. Concern for ones safety usually overrides desire to go home and operational
habits evoive and adapt. In short the program does in fact, in our vessels case anyway, provide us with
options to reduce fatigue. Most importantly the option of sleep, which went from the Derby days of no
sleep or at best 2 to 4 hours, to Rationalization routinely 6 to 8 hours of sleep. Anybody who has been
there can attest is a huge step towards reducing accidents.

Second, Environmental Benefits.

Biomass health comes first to mind and this one is straight forward. CPUE’s are higher then they have
been for a long time maybe even ever, since implementation. That to me seems like a very good benefit.
Now | suppose that can be attributable to less pots on the water. But for the people on the water
biomass volume is assuredly on the rise since implementation.

Another environmental benefit that could be illustrated is the reduction of greenhouse gases due to the
thinning of the fleet. The maritime industry is @ major contributor to the production of greenhouse
gases according to Professional Mariner Magazine. So fleet reduction is a very important benefit to be
appreciated.

Also | will include one more thing that | am not sure if it will be insensitive to some of the detractors
here or not. But three vears into the program |'ve had the most monetarily rewarding vear of my career,
despite rumors to the contrary.

David Fisher, Engineer, F/V Arctic Hunter.
7226 208th Apt.#2
Edmonds, WA 98026



" Eric Olson, Chair Agenda 3-C
North Pacific Fisheries Management Council Crab Issues
605 W. 4th Avenue, Suite 306 6/5/2008
Anchorage, Alaska 99501-2252

Resubmitted: December 8, 2008
Agenda Item: C-4{a) Three-Year Review Report

My name is Brett Robinson | have been fishing Bering Sea Crab for 20 years and Captain of the
~ Arctic Hunter for 2 years. { Testrna ch'n# . Teeme Y2 2k

| wanted to come before the Council as an active participant in the Crab rationalization
program. | feel the IFQ system is working and shouldn't be tinkered with at this time.

For the first time in my crabbing career | have the financial stability. When | leave home § have a
good idea of what my earnings will be. We are finally off the financial roller coaster we used to
be on. The Olympic style system was an adventure and was exciting but at the same time it
could turn into a terribie experience if you were not catching crab, knowing that you fet down
your crew, their families and the boat owners. It was not something you could plan your future
on.

Last year the Arctic Hunter ran aground and sustained enough damage that our insurance
company would not let the boat go out fishing. Because of IFQ's we were able to take the Arctic
Hunter's crab quota and Crew over to the Ocean Hunter after their trawl season and salvage
our season. if this had happened pre-IFQ, me and my crew members and the boat owners
would not have made any money. This would have been devastating for all involved.

We just came off an Opilio season with the highest CPUE in the history of Snow Crab. | have
seen King crab pots with more crab in them than | ever saw in all my years fishing. We were
sleeping 8 hours a night. We shut down if the weather gets unsafe. These where all goals of

rationalization.

| hear some rumors that there are some people want Caps on the quotas that the vessels can
fish. | do not agree with this. | feel that the industry will take care of itself. The vessels and/or
Coops will take on only as much crab as they can comfortably catch. Limits would directly affect
earning abilities of the vessels and Crew. As the quotas increase the so will the number of

boats.

To summarize things, at the end of the 2008 Opilio season, | took my crew out to dinner and
the first toast of the evening was, To the Easiest Million Pounds we ever caught!

Cheers!

Brett Robinson, Captain, F/V Arctic Hunter
9126 46™ Ave W

Mukilteo, WA 98275



Resubmitted: December 8, 2008
Agenda Item: C-4(a) Three-Year Review Report

June 6, 2008

Mr. Eric Olson, Chairman

NPFMC

Anchorage, Alaska

Testimony on Agenda ltem C3(b) Long Term Protection of Crew ~ vene. NPEMC

My name is Robert Thelen, I am the engineer on the crab fishing vessel North Sea. |

currently work for the Coastal Villages Region Defense Fund and I have spent the last 23
years in the Bering Sea crab fisheries. After 3 years of rationalization, ] believe the
program is working well.

Prior to rationalization, I was having to supplement my crabbing income by working
other non-fishing jobs. Now I can finally support my family by crab fishing, which is
what ] want to do. Instead of barely getting by, I now make a decent living from crab
fishing.

To put vessel use caps on the crab quotas, would likely drive me out of the fishery, or at
least force me t0 once again pick up other work to supplement my income. Vessel caps
would be a step backward for rationalization as it will limit the boat’s revenue and reduce
my income.

Long term crew protection of the crew has been talked about a lot lately. I think it can be
agreed upon that a long term crew means a more professional crew. This is what we are
striving for. Vessel use caps that limit the amount of quota a vessel can fish will
discourage the long term protection of the crew.

We all knew rationalization was going to eliminate some jobs, the buyback alone
displaced 125 crewmen, but that was planned for.

I honestly believe that the professional crabbers are still crabbing. Most of what we
climinated were the so-called “Hollywood” or “turn key” deck men. These were the guys
that didn’t do shipyard work and didn’t do the gear work. They flew in before the season
opened, and flew out right after the closure. A professional crew man does shipyard
work on the boat, gets the pots ready for the next season and puts the gear away after the
season closes, and brings the boat home, or readies it for the next season. I believe the
professionals are what we have now. Most of the lost jobs were the “hollywoods and the
turn keys.”

We still have jobs opening up on our boats, and we still have trouble filling those jobs
with qualified people who have the desire to be professionals. After 23 years in the



industry, I have seen a lot of faces come and go. The people that I have known
throughout the years that were solid fishermen, they are still crabbing,

I receive phone calls before each season, people asking if T know anyone looking for a
man because they have a position to fill.

I plan on being a long term crew member. 1 own C shares and I plan on buying more in
the near future. 1 hope the NMFS guaranteed loan program is put in place soon that will
enable me to purchase more C shares while I am still an active participant in the fishery.

Rationalization may not be perfect, but it is working well. I feel ] am working in a safer
environment, we now come inside to ride the storms out. Because of the increased
revenue since rationalization, the boat is in much better condition than it was prior to
rationalization and it is a safer platform.

Robert Thelen
FV North Sea



Eric. @ sou
Chairman, Members of the Council.

My name is Owen Kvinge and | am the Captain of the crab vessel North Sea.

['ve been fishing crab in 'Ee Bering Sea and Aleutian Island for the past 23 years.

I made the decision to become a crab fisherman 25 years ago and with my wife pregnant
with our third child. It iooks like I'I! be fishing for another 25 years.

During my career I've seen many changes in the industry from 72 hr. derbies to months
long Opie seasons,

Crab fishing has never been a steady income or steady employment until now.
Rationalization has created steady jobs and a more secure income for myself end crew.
We’re abie to hire crew for year round employment not one trip derbies. Our crew

turnover has become minimal because of the steady year round jobs

The program the courcii spent years developing is working well and benefiting the
participants in the fishery.

Capping the individul boats is taking away our ability to have good paying jobs
The intent of the program was to improve the industry which it has.

1 urge you to keep the program status quo.

%M iV Waoitn Pbe,o\
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My name is Damien Catala and | statred €rabbing in January 2001. Between that time and the
start of ralionalization, crabbing was a part ime job. With that came other part ime jobs to make
ends meet. | do not want to see a vassel cap limit put into Place. For one | am ir this for the long
haul this is my future.

if there is a cap put on vesaels many crabbers will oniy see this as short term. There is no sansa
in crabhing just to work and

push your bady to the limits as well as leaving wives and children if yeu're not compensated for it
Believe me if there was a

valunteer program to crab fish i guarantee no one who has had experience crabbing would
volunteer. As a result you will see

and lose many experienced crabbers who will find other jobs outside of fishing that wilk financtally
banefit their famifies. In

resuft inexperienced deckhands will find thier way aboard boats to ohly gain e quick paycheck. In
return, less time on the

water results in a higher risk of danger, You can argue that more time on the water will increase
the chance of injury. Butas

a crew and team with exparience you quickly find out how to handle yourselives in adverse
conditions and stick the

experienced ones were needed.

Also with a vessel cap limit you will see mora boats come into play. Was the vessal buyback
program pointless? How much
more compticatad can this get?

if there are numerous displaced crabbers where are they? | have yet to see people lining up on
the docks trying to get a job.

We have been in many situations were it took 2n awful lot to get a replacement. ¥f | was outof a
job I'd go to where the

money and demand was. | would make my contact informatisn avallable,

Do not impose a fixed vessel use cap, A vessel use Gap may make sense to somaone who
doesn't go out and crab fish for a

living, but for me it doesnt. Issues concerning human fives should nat be taken lightly. Statistics
have shown that the

mortality rate has decreased from what it was before, Putling a vessel use cap cn crabbing will
punish men for choosing '

this oceupation,

PN Valh
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December 8, 2008

MTr. Eric Olson, Chair
NPFMC
Anchorage, Alaska 99501-2252

Comment on Agenda Item C-4(a) Three Year Review Report
Response to “Kodiak Fishermen Give Emotional Crab Ratz Testimony to NPFMC”,

From op-ed published in the Kodiak Daily Mirror, by
JeIT Steele, FV Bering Hunter

“Crab Irrationalization”

1 read with disappointment another in a long parade of Ralph Gibbs’ and the Kodiak
Daily Mirror’s diatribes on crab rationalization. Their story of a meeting held by the
Neorth Pacific Fishery Management Council on the crab rationalization program trumpets
the discredited claim that the community of Kodiak loses millions of doliars annually due
to this program. To accomplish its purpose, their story relies on misrepresentations,
incomplete reporting on the testimony, and a failure to look objectively into the issues.

The reality is that Kodiak’s situation, a subject of loud complaints, is the result of self-
inflicted wounds. What plagues Kodiak is its hostility towards the fleet of professional
crabbers. Why? Are misguided political expediency, raw power and influence, a
strategic distraction from potentially painful “reform" in other fisheries, and throw-them-
a-bone opportunism, at the heart of what is going on among Kodiak’s leading supporters
of a radical, destructive transformation of the successful crab program? Let’s let this
question sink in, while we look at the facts.

What really happened at the Council meeting? The public has to look elsewhere than the
Mirror’s story to find out. The meeting log shows there were 40 people who testified,
and contrary to the impression left by the Mirror’s story, only 19 were from Kodiak, and
only 13 of those could actually call themselves crabbers, or former crabbers, and one of
those was a reputable boat owner/operator who totally supports the program. Fourteen
additional witnesses supported the program, seven of those represented several Alaska-
owned boats, while others represented fishing organizations, 13 crab harvesting
cooperatives, Alaskan communities, processing companies and CDQ groups. The Mirror
would have well served its readership, by publishing this and by adding that more than 70
percent of fishing and processing quota holders support the program, as their well-known
membership in the Ad Hoc Crab Coalition demonstrates.

One of the supporting testimonies for the program was from Robert Thelen, engineer on
the North Sea, a 20-season survivor of the Bering Sea race for king and snow crab, and a
three- year success story working on deck in the rationalized fisheries. “I honestly
believe that the professional crabbers are still crabbing. Most of what we eliminated
were the so-called *Hollywood’ or ‘turn key’ deck men. These were the guys that didn’t



do shipyard work and didn’t do the gear work...Prior to rationalization, | was having to
supplement m1y crabbing income by working other non-fishing jobs. Now I can finally
support my family by crab fishing, which is what I want to do.” What Bob also faced was
the most dangerous occupation in the nation, one that took the lives of 70 crabbers,
including 10 from Kodiak.

Several of the 13 so-called crabbers, who complained about the crab program, are deck
men who fish in three or more different fisheries, such as the lucrative halibut and
sablefish longline fishery, herring fisheries, and trawl fisheries for cod and other species.
Some even have salmon limited entry permits. Their crab jobs were not only part time,
but also subsidized by vessel owners and their lenders, in anticipation of rationalization.

Edward Poulsen is a second-generation crab vessel owner and a former Microsoft
employee with three years’ experience in the international finance division, who now
manages three highline vessels for an Alaskan CDQ group. Ed delivered a thoroughly
researched and industry-reviewed analysis of the fleet’s financial situation from 2000
through 2007-2008: Crewman, in addition having to improved safety on deck (no lives
lost in the first three years of rationalization), enjoy a vastly improved financial situation.
In the 2007-2008 season, the average crew share jumped from $28,000 to $91,000 per
man and crew share per total crew days worked almost doubled from $630 to $1,144 per
day worked. Improved conservation, due to fewer boats and reduced pot lifts and
handling mortality, contributed to this dramatic increase in economic benefits to the
industry and dependent communities.

Kodiak has managed to do more than wound itself. Reallocation options, so aggressively
promoted by some in the community, have already disrupted financial institutions’
interest in loans for purchase of quota shares, not only by boat owners, but also by
captains and crew.

Kodiak’s proponents of crab irrationalization, and their apologists in the press, have
already earned themselves an unenviable place in the history of the Alaskan crab
fisheries. How much more damage will they do to their comumunity and the industry-at-
large?

Jeff Steele resume: Kodiak resident, 30 years experience in Bering Sea crab fisheries,
deck man, skipper and current vessel owner; four years as NPFMC Advisory Panel
member during development of crab program; former VP of UFA; current Board
Member of Alaska Crab Coalition.



APICDA
Haginaa Kidul - Helping to Grow

Aleutian Pribilof Island Community Development Association
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Testimony Before The
North Pacific Fishery Management Council
December 12, 2008

Mr. Chairman and members of the Council: My name is Everette Anderson. [ am
testifying on behalf of APICDA.

APICDA supports status quo with regard to the crab rationalization program. We can also
support a modest amount of reallocation to crew shares, provided those crew shares are
subject to the same 90/10 split and regionalization requirements as existing shares. We
are not prepared to suggest what constitutes a “modest” reallocation.

APICDA reluctantly supported the crab rationalization program in the beginning. Our

-— reluctance centered on our concerns regarding PQS. That reluctance was tempered.,
however, with our recognition that the program would also provide protection for crab
dependent communities — and our intellectual acknowledgement that if communities
deserve and need protection for the capital investments they made in their communities,
so do processors who have made similar investments.

APICDA’s purpose is to develop stable local economies in our member communities.
That has been our continued focus, and remains so. As the Council is aware, we have
recently purchased the PQS from Snopac in St. George. Similarly, we have purchased
significant quantitics of EAG and WAG PQS. All of these purchases were made with the
intent of processing that PQS in St. George and Atka respectively.

The purpose of the CDQ program. as initially determined by this Council, was to
encourage and foster CDQ community economic development in fisheries in
participating communities. A key component of the crab rationalization program was to
protect the opportunity of crab dependent communities to continue participating in the
crab industry. In the Aleutians, a ten percent set aside of WAG was established to assist
the City of Adak and 50% of the remaining WAG was required to be landed in either
Adak or Atka. Why? To encourage and support community development.

Given those facts, and previous Council, state and federal government actions undertaken
to enact those policies in law and regulation, it is impossible for us — and our
communities — to understand why the guts of the program would be ripped out to
accommodate a problem that does not exist.



e

Take WAG for example. APICDA and the Atxam Corporation from Atka have reached
agreement with Adak Fisheries to custom process our 2008/2009 WAG PQS for us. This
guarantees WAG harvesters a market for their product. We will buy the crab from them
so there is no concern with payment. Atka would love to have the tax revenue this year,
but is taking the long view and knows that one day that crab will be processed in Atka.
Adak should be happy because the crab is coming to them in the interim. The WAG
harvesters should be happy. And if they don’t like the price, there is always the
arbitration process available to them under the rationalization program. Ifthereis a

problem with this someone really needs to us what that problem is.

When we announced our intention to purchase WAG PQS, WAG harvesters expressed
concern that their needs would not be met. We said then, and repeatedly thereafter, that
we were going to meet our obligations to the harvesting sector. The harvesters said
“we’ll see,” and continued to push for the elimination of brown crab PQS. Well, we have
stepped up to the plate and are meeting our obligations. There is no problem. And if
someone says there is, then their problem has nothing to do with the mechanics of this
program but everything to do with some other alternate agenda. That agenda, whatever it
is, is not one that is going to guarantee the future of our communities. And that guarantee
was one of the key tenets of the crab rationalization program.

Thank you. I am happy to answer any questions.

File: Documentd
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-~ ' SAINT PAUL AND SAINT GEORGE PROPOSALS

,_ RE.90/10 CRAB PROGRAM REVIEW

The Pribilof Island communities of Saint Paul and Saint George have advocated
consistently for the status quo in the crab rationalization program and pointed to its
.benefits for the northern region.

Saint Paul and Saint George are also sympathetic to crewmember concerns and
agree that they must be addressed. In recognition of the importance of these
concerns and in the spirit of compromise that has characterized the northern region
communities, we agreed at prior Council meetings that the existing 3% allocated to
C shares should be exempted from regionalization requirements, as requested by
‘crewmember representatives. We do not believe that a further allocation of C
shares should be treated in that way.

If 2 new or modified Council motion includes proposals 1o make additional shares
available to crew, St Paul and St George request the follewing elements:

o~ 1. Maintain A/B Share Designations for New Crewmember C Shares:.:

Saint Pan] and Saint George would strongly support maintaining current A/B share
designations to an additional allocation of C shares for crewmembers. In this
manner, the existing balance among sectors in the crab program would be
maintained, northern region communities would be protected because existing
regional designations would continue to apply, and crewmembers would be able to
increase their participation in the crab fishery. This proposal is perhaps the least
destabilizing of the ideas put forth to accommodate crewmember participation.

2. Regionalize additional C shares:

Council data and analysis confirm that the status quo has protected the northern
region’s historic participation in the snow crab fishery. Therefore, if the Council
decides to increase crew opportunities by making an additional percentage of C
shares available, such shares should be regionalized, as they will otherwise leave
the northem region to the detriment of Saint Paul and Saint George. If large
amounts of C shares are awarded to crew and end up being delivered elsewhere,
Saint Paul and Saint George will be the only stakeholders paying the price for this
adjustment, as harvesters will be compensated, and processors will be able to

"™ benefit from those shares delivered to plants in the southem region ports. Other




sectors have profited enormously from the existing crab program, while the
northemn region has simply maintained its historic share of processing activity in
significantly reduced fisheries. It would be inconsistent with the balance among
sectors envisioned in the program for the Pribilof Island communities to pay the
highest price for changes to accommodate crew.

3. Differentiated Treatment for the Northern Region:

Alternatively, given the extreme economic dependence of the northern region on
the existing snow crab A/B share split, Saint Paul and Saint George propose that
the northern region be exempted from, or treated differently by, any increased
allocations of C shares. Since southern region ports will benefit from increased C
shares in any event, a modification of existing share splits should only involve
southern region IPQ and IFQ. Through this means, the Council would
accommodate northem region communities’ need for maintaining the status quo,
while providing crewmembers additional oppertunity.

4. Analysis of Options to Compensate Communities for L.ost Shares:

St Paul and St George propose that any alternatives and options that will involve
loss of shares on a regional basis, without the protection of regionalization

or retention of the A/B designation, should also include compensation mechanisms
to communities for those lost shares. Compensatory mechanisms are proposed for
analysis with respect to processors and harvesters in Council's April Motion.

Should losses to communities resulting from the creation of additional C shares be
shown to be significant by the Council analysis, then communities should
be compensated in a manner that retains long-term benefits.
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Long-term crew opportunities
Alternative 1
Status quo
Alternative 2
Action needed: Re-designate purchase provision for “CVC" shares
Increase the percentage of CVC IFQ available exclusively to “active participants™ in the BSAI
crab fisheries.
Establish a market-based program to create additional quota share investment opportunities for
active crew.
Alternative 3:
Element 1} Increase [ i ]
king crab fishecy. Chan ge 3 percent C share allocatlon to
a) © percent
N b) 8 percent

Suboption: use the following mechanism to achieve the increase:

a) a pro-raia reduction in owner shares distributed over a period not to exceed 5 years,
to create C shares for active participants to purchase. Owner share holders who meet
active participation reguirements would be able to retain their converted C shares

b) Owner share holders who meet active participation requirements would be able to
retain their converted C shares

¢) a pro-rata reduction in owner shares incrementally distributed over a period

e ——
ii) 5 years
iii) 7 years

v) 10 years
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CRAB GROUP OF INDEPENDENT HARVESTERS
P. 0. Box 2684~ Kodiak, Rlaska 99615

C-4(c) BSAI Crab Rationalization Program - December 14, 2008

Recommended Alternatives for A’'B Share Analysis

Alternative 1: No action, status guo.
Alternative 2; Deleted
Alternative 3: Increase proportion of open delivery shares; extinguish POS in select fisheries.

Increase the proportion of open delivery shares in the Bristol Bay red king crab and C. opilio fisheries and
remove the PQS and regionalization components in all other BSAI rationalized crab fisheries.

Option 1) Increase the proportion of B class IFQ (individual fishing quota) for owner shares in
the C. opilio and Bristol Bay red king crab fisheries. Change the A/B split to:

a) 80/20.
b} 70/30.
¢) 50/50

Option 2) Increase the proportion of C share quota in the C, opilio and Bristol Bay red king crab
fishery. Change the 3 percent C share allocation to:

a) Status quo
b) 6 percent
c) 8§ percent

Use the following mechanism to achieve the increase:

A pro-rata reduction in owner shares (distributed over a period not to exceed 5 years) to
create C shares available for active participants to purchase. Owner share holders who
meet active participation requirements would be able to retain their converted C shares.

Option 3) Establish [PQ thresholds. The amount of IPQ (individual processing quota) issued in
any year shall not exceed:

Suboption a) in the C. opilio fishery,
i) 26 million pounds.
iiy 45 million pounds.

Subaoption b) in the Bristof Bay red king crab fishery,
i) 12 million pounds.
ii) 15 million pounds.



Component 1 — deleted

Component 2 (applicable to non-PQS fisheries under Alternative 3) — Restrict offshore
movement of BSAI crab processing in fisheries where POS has been removed.

Option 1) Except in the community of Atka, all processing must take place at a shorebased
processing facility or on a statlonary floating processor at a dock or docking facility (e.g.,
dolphins, permanent mooring buoy) in 2 harbor in 2 community that is a first or second class city
or home rule city, except for CP-IFQ (catcher/processor individual fishing quota).

Option 2) All processing on catcher/processors (except for CP-IFQ) must take place while at 2
dock or docking facility (e.g., dolphins, permanent mooring buoy) in a harbor in a community
that is a first or second class city or home rule city. A catcher/processor is any vessel that operates

as a catcher/processor during the crab fishery year.

Option 3) Allow processing of B shares to be conducted in the WAG and WAI fisheries by
catcher/processors inside three miles.

Component 3 — deleted
Component 4 — deleted
Component 5 — deleted
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North Pacific Fishery Management Council 190" Plenary Session
Anchorage, Alaska — Hilton Hotel — December 12, 2008
For the Record - Public Comment of Jack Maker

Re: C4(a.b.c) Crab Rationalization

Honorable Members of the NPFMC,

My name is Jack Maker. After a 27 year career in the USCG, including as the chief
for Bering Sea search-and-rescue operations, | chose to retire in Kodiak, which has
been my home for the past eight-and-a-half years. My wife Rhonda and I own three
retail businesses here. I am also a City Council member and Deputy Mayor for the City
of Kodiak.

I’m writing this letter as an Alaska fishing community business owner and highly
concerned U.S. citizen. I’ve testified before you in the past as not being a fan of the
severely flawed BSAI Crab Rationalization program and I maintain that mindset.

So where do [ focus the energy of my communication to you this time?

Perhaps on the fact that giving away a public resource in the form of a commodity
is unjust. Or maybe on the fact that providing skippers with a mere 3 percent and

completely leaving the crew out of the initial distribution of ITQ’s was not ‘fair and
equitable’. But I am sure others will point that out.

I could also go on about the negative economic impacts on fishing communities
caused by the income loss of more than 700 disenfranchised fishermen. I could
even point out the increased cost to taxpavers for additional USCG assets
supporting the considerably longer privatized fishery as compared to the non
privatized derby days.

My list could go on and on, but this time I’Il simply point out flaws of Processor Quota
Shares and provide some solutions as to how they can be resolved.

It seems ‘the safety card’ was brilliantly played by those desiring to see Crab
Rationalization become a reality, yet Processor Quota Shares have ironically empowered

processors to introduce increased nisk to the crab fleet,

The increased risk 1 speak of is in the form of processors setting up specific delivery
schedules, calling in deliveries early, fining for late delivery, and reducing the price as
the season goes on. They do so with no regard to weather or sea conditions. As a result,
IPQs have increased the osk to those skippers, crews, and vessels fortunate enough to
remain in the BSAI Crab fishery. In doing so the processors are putting operating at

maximum productive efficiency above safety.

Of course, one could say the decision as to whether to fish or not is ultimately up to those
fishing. This is true, but processor actions have added the choice of making more or less
money to the fisherman’s risk assessment process. Fishermen fish crab to make money.
Putting them in the position of having to decide whether to earn less or fish while
fatipued in less than favorable conditions borders on criminal and is preventable.



In my opinion, the best solution to remove this additional risk is to eliminate
Processor Quota Shares altogether. This would not only result in a safer fishery, but
would provide the potential for positive economic impacts on those fishing communitics
who lost out when crab rationalization was implemented. If the simple solution of
eliminating Processor Quota shares is, for some reason, unacceptable, there are other
ways.

Another method that comes to mind would be to institute a system that severely fines a
Processor if it is reported their actions forced an increased risk to those fishermen
required to deliver to them. For example, if an early delivery is requested and crews are
too fatigued or weather/sea conditions are too harsh for the crew to feel they can safely
meet such a request, they should be able to refuse with no monetary penalty. If a crew
refuses such a request and is penalized, it only makes sense that the Processor in question
be held liable for their actions in the form of a severe fine.

In addition, if a fisherman is injured or dies, or a vessel is lost due to unreasonable
processor demands, that Processor should be held liable for the loss, as well as any costs
for rescue efforts. Although this method would be much more complicated to implement,
such a system would force Processors to seriously consider the safety of crews in their
business decisions.

Allowing Processor Quota Shares to continue as they are would be irresponsible and
would ignore the reduced safety they’ve forced on the fishery. Something has to be
done before a fisherman or rescuer is killed or injured due to a crew trying to meet the
demands put upon them by a processor whose only goal is to operate at maximum
productive efficiency.

Safety was a driving force behind pushing through the flawed BSAI Crab Rationalization
program. If safety is a sincere concern, something must be changed. But if nothing is
changed, then the safety issue was nothing more than a tool used to make the program a
reality (a slap to my and my USCG career’s face). Status quo with regards to
Processor Quota Shares is not an option.

Sincerely,

Jack L. Maker
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Crab Rationalization ‘Damage Control’ Conspiracy is a Reality
Evidence of ongoing plot against Crewmembers released for first time.

Anchorage, AK - December 11, 2008 — Disenfranchised crab crewmembers have sought since 2004 to
restore the historical share of the individual transferable quotas (ITQs) that were taken from them in the Bering
Sea and Aleutian Islands crab fisheries.

At the North Pacific Fisheries Management Council (NPFMC) meeting here this weekend, crewmembers
will try again to get a separate placeholder on the agenda — a Crew Reallocation Amendment to the Fisheries
Management Plan (FMP) for Crab Rationalization (CR).

Naticnal standards support that it is a ‘fair and equitable’ goal to reallocate as much as $400 million of the
initial $1.1 billion worth of Individual Transferable Quotas (ITQs) to all ‘vessel operators’ —i.e. skippers and
crew. Yet the Council persists in steering things towards violating federal Fisheries Acts that clearly establish
no compensation needs to be made to existing ITQ holders, instead of taking the reallocation amendment
course. Apparently, there is a reason why.

The attached document surfaced in August of 2006, and speaks for itself. Crewmembers are obviously the
target of this deliberate “damage control” plan that outlined how to continue defrauding them of permanent
rights to access crab.

Crab crewmembers should calimly remember that a tide must reach its lowest point before it begins to
flood. Now the prudent option for crew is to channel justifiable anger into joining the Bering Sea Crab
Crewmen’s Cooperative (form attached).

The Conspiracy in 3 Nutshells:

In short, three key elements were proposed to keep crewmembers at bay forever, and others were added
when needed to keep any damage under uncompromising control.

The first element was to combine two insurmountable hurdles of (1) allowing no motion for reconsideration
or reallocation; and if that were to fail, then (2) to hold six council votes in opposition, in order to reject
reconsideration. Inherent to such subjugation was that it might involve all voting Council members, save one,
in order to ensure no motion was ever seconded by another member.

The second element was to deliberately deny crewmembers the chance for equitable change “by insisting
on a minimum five-year trial run” of crab privatization before modifications could be made. This roadblock
flies in the face of the legal fact that the CR program could be changed at any time, without making any
compensation to existing quota privilege holders.

Meanwhile, processors and ITQ-holders have continually pressed the Council, successfully, to change the
CR program to overcome their problems. The ‘damage control’ plan helps explain why only token images of
reciprocity were given crew conceins.

The third element was to “quiet angry voices with a prudent delay” by ensuring that the Economnic Data
Report (EDR) information not be timely shared with crewmembers, so that they could not calculate historical
participation rights using official data sources.

NPEMC actions to date strongly indicate coherence with the conspiracy’s blueprint. What clearer evidence
is needed than the April 2008 ‘strong six” voting record of the Council, data report delays, ITQ-holders’
testimonies, and records of phone calls strong-arming crew into not voicing public comments that they had
moments before signed up to give on the federal record?

The current Council approach of using a modifying motion that would merely lock crew into buying quota,
from existing ITQ-holders if and when it ever comes up for sale, looks like the addition of ‘a fourth element’
to the racket in progress.

Be assured, federal law enforcement has been seriously looking into this for quite awhile. According to
federal guidelines, “Once existenice of a conspiracy has been established, only a slight connection to the
conspiracy is necessary in order to convict any one defendant of knowing participation.”

Consider for example surveillance on January 28, 2004 that reveals, with crewmembers absent, the Distant
Waters Committee met in Seattle before the February council meeting. Some attendees openly discussed how
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favorable it was for thern to be in possession of most of the data necessary for scientists and economists to
fully evaluate the CR program, and they gleefully talked of leaving it out of required impact reports: before the
program even became law,

Lay Share Contracts Ignored:

So, given such intents, it’s no surprise that the award of ITQs blatantly disregarded ‘lay share’ maritime
contracts, required under 46 U.S.C. § 11107 and §10601 as amended, that should have certified the pre-
rationalization level of historical skipper and crew participation rights.

Instead, harvesting quotas were misallocated 97% to “vessel owners” and a meager 3% was given to
skippers. Yet skippers historically got a ‘lay share’ between 10 and 17% of harvest settlements, and the
handful of crewmembers typically onboard each vessel historically split another 20 to 25%. But if they got
40% before, then why shouldn’t they get 40% today — quotas or not?

To resolve this requires a separate reallocation Amendment, particularly because crewmembers will keep
facing these issues, nationwide for many species.

Consequently, the recent $" Circuit Court’s pro-prosecution ruling on the Weyhrauch indictment’s fraud
charges may offer perspective about the ‘“honest services’ owed by public officials and agency decision-
makers.

States’ Responsibility is Obvious:

Former Interior secretary Walter Hickel said, “If you steal $10 from a man’s wallet, you’re likely to get a
fight, but if you steal billions from the commons, co-owned by him and his descendants, he may not even
notice.”

Moreover, when the govermment becomes extremely biased toward privatization of the public commons for
special interests, then the eventual losers beyond taxpayets and consumers are the ecosystem and future
generations who lose opportunities to exercise privileges to fish.

Yet it is easy to redefine fixing Crab Rationalization as a moral imperative, with practical solutions. First,
the State needs to get the crew reallocation Amendment in place. Second, end high lease rents on ITQs.

Squashing any Demagogue:

If some of Alaska’s council members were squarely in on the “damage control” plan, then there’s a good
chance that Govemnor Sarah Palin is being deliberately blindsided by those inside connivers.

The mastermind behind the “confidential (sic) communication” recommending damage control clearly
expressed, “Our final concern is that someday a newly-appointed NPFMC voting member from Alaska could
mount a serious political crusade on behalf of Alaskan coastal communities and their resident local
businessmen to ‘do the right thing” and “make things right for crab skippers and crewmen” ... as it would be
the unwelcome rise of a “grass roots demagogue [who] could stress the political system in Alaska sufficiently
to prompt a reallocation ... to the detriment of our clients’ interests.”

Could someone explain just why protecting crewmembers would be considered “a serious political
crusade” — instead of the expected conduct of business for Alaska’s federal council members?

Is 1t possible that the successful implementation of this conspiracy also tainted the recent choice of 2 new
Washington State representative to the NPFMC? Is the State of Alaska even aware of the federal lobbying
dollars that key processors spent to influence the choice of who just got that position?

Yes, Mr. Secretary, Congress, and Governor Palin, you will be asked to keep bowing before these resource
kleptocrats — until you find the courage to stand up, execute the moral imperative, and put a stop to this
racketeering.

We leave crewmembers with one final thought, from Mahatma Gandhi, “First they ignore you, then they
ridicule you, then they fight you, then you win.”

BH##

Stephen Taufen, Groundswell Fisheries Movement
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CITY OF UNALASKA

P.O.BOX 610
UNALASKA, ALASKA 99685-0610 H
(907) 581-1251 FAX (907} 581-1417 '

November 20, 2008

Eric A QOlson, Chairman

orth Pacific Fishery Manageme i
nt

605 W 4™ Avenue, Suite 3og6 counel

Anchorage, AK 99501

Subject: C-2 BSAI Crab Issues {tem i
: (e) Review of BSA A
Alternatives and Analysis Outline ° | Crab 90/10 Amendment

Dear Chairman Olson:

Wrth-thls letter, the City of Unalaska once again confirms its support for the
position of status quo, on the BSAI Crab 80/10 Crab Amendment Alternative
Review. Unalaska is the largest crab-dependent processing community in the
-~ state of Alaska. We process approximately 50% of the Bristol Red King crab and
- 35% of the Opilic Snow crab, which are the two largest species of crab harvested
and processed in Alaska. As a major supporter of the crab rationalization plan
since its inception in 2000, the City of Unalaska believes the plan, which was
adopted unanimously by the North Pacific Council in June of 2002, is achieving

its intended purpose as defined in the Council's 2002 problem statement.

In Unalacka, we have seen many benefits of the crab rationalization plan that
have now been outlined in the just-released three-year review. First and fz_)remost
has been the improvement in safety in the Bering Sea Crab fisheries. Since the
plan went into effect three years ago, not a single life has been lost In the crab
fisheries, and not one vessel has been lost. That alone makes the crab
rationalization plan a success as far as the City of Unalaska is concerned.

As stated in the three year review, Unalaska saw minimal impacts from the plan.
Fish tax revenues in Unalaska from crab have increased with the implementation
of the plan. Since the crab plan went into effect, we have seen increased
production, both in Snow Crab and Bristol Bay Red King Crab fisheries, with
longer seasons and increased quotas. Rationalization has also benefited many of
the local support sector businesses with more sustained economic activity in the

community over a longer period of time.

The crab plan has also improved the health of the resource, and the crab fleet is
N using better fishing practices due to rationalization of the fishery. We are seeing
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CITY OF UNALASKA

P.O. BOX 610
UNALASKA, ALASKA 99685-0610
(907) 581-1251 FAX [907) 5611417

November 20, 2008

Eric A Olson, Chairman

North Pacific Fishery Management Council
605 W 4" Avenue, Suite 306

Anchorage, AK 99501

Subject: C-2 BSAI Crab Issues ltem (e) Review of BSAI Crab 90/10 Amendment
Alternatives and Analysis Outline

Dear Chairman Oison:

With this lefter, the City of Unalaska once again confirms its support for the
position of status quo, on the BSAI Crab 90/10 Crab Amendment Alternative
Review. Unalaska is the largest crab-dependent processing community in the
state of Alaska. We process approximately 50% of the Bristol Red King crab and
~ 35% of the Opilio Snow crab, which are the two largest species of crab harvested
and processed in Alaska. As a major supporter of the crab rationalization plan
since its inception in 2000, the City of Unalaska believes the plan, which was
adopted unanimously by the North Pacific Council in June of 2002, is achieving

its intended purpose as defined in the Counci’s 2002 problem statement.

In Unalaska, we have seen many benefits of the crab rationalization plan that
have now been outlined in the just-released three-year review. First and foremost
has been the improvement in safety in the Bering Sea Crab fisheries. Since the
plan went into effect three years ago, not a single life has been lost in the crab
fisheries, and not one vessel has been lost. That alone makes the crab
rationalization plan a success as far as the City of Unalaska is concerned.

As stated in the three year review, Unalaska saw minimal impacts from the plan.
a Fish tax revenues in Unalaska from crab have increased with the implementation

of the plan. Since the crab plan went into effect, we have seen increased
production, both in Snow Crab and Bristol Bay Red King Crab fisheries, with
longer seasons and increased quotas. Rationalization has also benefited many of
the local support sector businesses with more sustained economic activity in the
community over a longer period of time.

The crab plan has also improved the health of the resource, and the crab fleet is
_f""\ using better fishing practices due to rationalization of the fishery. We are seeing



increased allocations and higher catch per unit efforts (CPUE) in the Bristol Bay
Red King Crab and Opilio Snow Crab fisheries. There is less bycatch of small
crab due to longer soak time for the fishing gear, and there are 60% fewer crab
pots on the fishing grounds due to the reduced number of vessels fishing. Under
the program the spatial distribution of the catch has diversified which has
reduced fishing pressure impacts on the various crab stocks. Deadloss in the
fisheries has decreased, and lost pots and ghost fishing pots as well have
declined from the 10-20% range down to 1-2%.

The arbitration system that is in place with this program is working welt for the
harvesters. They are getting a fair price for their product, and relatively few
negotiations have had to be arbitrated. We have seen the development of a new
processing plant in Unalaska that is processing B/C share crab as well as crab
from leased quota. New product forms and different marketing ventures have
been developed. Over the last three years, even the management costs of
running this program have been reduced from 3% to 1%, as of a few months

ago.

The City of Unalaska is a member and supporter of the Coalition for Safe &
Sustainable Crab Fisheries. The Coalition represents a significant majority of
crab IFQ holders, crab-dependent communities, CDQ groups and crab PQS
holders. We remain convinced that the current program is both meeting the goals
established by the Council in the June 2002 motion and meeting the intent of the
US Congress. We further believe that any major changes to the crab program at
this time could be destabilizing to the considerable investments made by the crab
industry, the CDQ groups, and crab-dependent communities. We, therefore,
continue to support the status quo and the targeted amendment process that has
worked so well to address problems within the crab program.

Sincerely

Frank Kelty

Natural Resources Analyst

CC: Mayor Shirley Marquardt,
Unalaska City Council Members,
Chris Hladick, Unalaska City Manager



September 12, 2008

Tim Henkel/Deep Sea Fishermen’s Union Crew Proposal

Problem;

The current design of Crab rationalization makes it very difficult for crew to become vested as long term
participants in the Bering Sea Crab fishery. The initial issuance of C shares was limited to skippers and,
although the skipper/crew loan program was recently implemented to support long term investments, the high
cost of IFQ and low turnover rate in [FQ ownership provide very few actual investment opportunitics and make
it difficult for some long-term participants to secure and maintain their full position in the fisheries.

Prior to rationalization of the crab resources in the Bering Sea and Aleutian Islands the venue for entry into the
fishery was a deckhand becoming a skipper and then into ownership of a vessel. With rationalization, vessel
buyout, and rapid consolidation of 260 plus vessels to about 70 vessels, traditional participation of a crewman
through working up to vessel ownership is very difficult. The ability to enter the fishery and have a full
participation in the fishery as a crewman is greatly diminished. The preferred access into the fishery is to acquire
quota share.

The crab program puts a deckhand in direct competition with persons with significantly greater assets and access
to financing. In order for crew to compete on an entry level, skippers and crew i.e. “active participants” need to
be able to compete only with each other for a portion of the resource.

Action needed;
Re-designation Purchase Provision for “C” Shares

In the April 2008 Council motion, several alternatives were put forward for analysis. Deep Sea Fishermen’s
Union (DSFU) supports the following, re-designation purchase provision for “C” Shares:

Increase the percentage of IFQ available exclusively to “active participants™ in fisheries.

Options: Increase the amount of “C” Share quota from 3 percent of IFQ to:

1. 6 percent
2. 8 percent
3. 11 percent
4. 14 percent
5. 25 percent
6. 33 percent

Sub options: Use the following mechanism to achieve the increase:

1. A pro-rata reduction in owner shares (distributed over a period of 5, 7 years) to create “C” Shares
available for “active participants” to purchase. Owner share holders who meet “active participation™
requirements would be able to retain their converted “C” Shares; or

2. A pro-rata reduction of PQS (distributed over a period of 5, 7 years) and conversion into “C” Shares
available for active participants to purchase through market transactions.

[We do not support re-designation at the time of transfer — only re-designation at an identified date.]

[These provisions are included in Alt. 3, Option 2 and Component 1 of the Council’s April 2008 motion.]
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September 18, 2008

Mr. Eric Olson, Chairman

Narth Pacrt" ¢ Fishery Management Council
605 West 4™ Ave, Suite 306

Anchorage, AK 99501-2252

Re; BSAl C Share Re-designation
Dear Mr. Olson;

| started in the Alaska Crab fishery in 1979 when | was nineteen years old. Twenty nine
years later | fee! privileged to have made my career from commerzial fishing. | have
participated in many different fisheries, from the halibut derbies to King Crab,

Pollock trawling, salmon and now Factory Longlining for cod fish.

[ owm everything to fishing, it has allowed me to provide for my family, contribute to the
local econamy and plan for future retirement. | write to you with concerns over the
reallocation of A/B shares to C shares in the Crab fishery. | support the Deep Sea
Fishermen's Union (DSFU) agenda of increasing the C share allocation to a higher
number beyend 3% through their proposed re-designation proposal.

Having seen and participated in the Halibut/Sabilefish IFQ fishery, it had struck me as

odd that there were not more C shares avaiable in the crab fishery; thus (imiting the

participation of Captains and crew members in the ownership and stewardship of

crabbing. By increasing the number of C shares there will be more participants who have

a vested interest in the fishery, By having the opportunify to vest back into the fishery,

;Laptains n;crew will increase their employable opportunities and be able to provide for
eir families.

As the end of my career slowly closes in on me, | look to the next generation of young
fishermen and wish them luck. For the decisions we make now will give them
opportunities of employment and the ability to ive the American dream. The same
dream that | participated in! Please approve the increasing of the C shares beyond 3%,

ank you for your cogsideration,

fuce Gree wood w‘/\"'cz%
Captain/Deckhand



September 17, 2008

Mr. Eric Olson, Chairnran

North Pacific Fishery Management Council
605 W 4™ Avenue Suite 306

Anchorage, AK 99501-2252

Subject: BSAI C Share Re-designation
Dear Chairman Olson: |

I started fishing in the Bering Sea crab fleet as a greenhorn in 1994 working my way
to full share and eventually engineer. I consider myself a professional, having worked on
- fishing vessels from Nome to Ketchikan. I've worked single pot for erab and pacific cod, long
line for halibut, black cod, and pacific cod, as well as gillnet for salmon and herring. Fishing
is my career of choice. I am able to provide a good life for my wife wha is a stay at home
mother for our three children. ' :

In 2002 the boat I was working on hauled crab pots a fotal of 14 days. That was the
last year I fished crab full time. I needed to work naore than that and the size of tha crab
quofas did not allow enough employment. I applied for and received my 1600 ton, mate’s

icense and entered the longline fishery 2s a licensed mate in 2002. I continued to fish king
crab as a deckhand in 2003 and 2004. When the crab fishery rationalized I did not receive any
C shares as I had not worked as a captain. I Spent eight months fishing the Bering Sea in 2005,
like I have done for the last fourteen years. I did not participate in a “crab” figshery in 2005
and by the end of the year I was out. I was told I did not have caough time in the industry to
even purchase C shares. After hauling crab pots from 1994-2004 | didn’t qualify?

[ think that C shares arc a great avenue for a deckhand to invest in the industry. The
-aptains who were first allocated C shares are holding onto them and in some cases now
working on deck. I believe that if the council could find some way o increase the amount of
C shares so that crewmembers have the opportunity to invest this would benefit the industry
in the long run. The loan program is on its way, but there are no C shares on the market. How
can a crewman take advantage of the loan program if there is nothing to buy? Who will end
up using the loans? :

. Increasing the amount and availability of C shares can only have a positive effect on
the industry for all involved. A hired crewmember that has purchased C shares is vested in the
industry and will share a greater stewardship for the resource.

Processors will receive a product that has been harvested and handled with care
properly measured and with & minimal dead loss. While C shares are not tied to any particular



2

processor most if not all the current shares are being processed by the same processors that
bave historically pracessed crab.

Vessel operators will enjoy a more professional crew. A crew member who is
harvesting his own shares on a vessel will work harder and have pride of ownership in all that
he does aboard a vessel. I would think any vessel owner would want a crewman that shows-
gteater attention to measurement, handling, dead loss, as well as vessel and pear maintenance,
Increased catch for a vessel has been ‘welcome since the dawn of Gme. “

Crew members will have the opportunity to create a future for themselves, in an
industry they love. C shares allow a natural stepping stone for young driven individuals to
build wealth and work towards owning their own vessels in the fiture. In an industry
-~ plonecred by young driven individuals it would be a shame to force the next generation of
fishermen into simply earning a wege.

Due to the amount of time I spend fishing I am unable to be present at council
meetings as I would prefer. I support The Deep Sea Fishermen’s Union (DSFU)BSAIC
Share Re-designation proposal and believe Tim Henkel speaks to the issues that concern me
the most. _

Respectfully,

Bvarndhs st

Brandon Erickson



September 24, 2008

Eric Olscon, Chairman

North Pacific Fishery Management Council
605 West 4™ Ave, Suite 306

Anchorage, AK 99501

Fax: 907-271-2817

Subject: BSAI C Share re-designation proposal
Mr. Chairman,

My name is Jack Sternhagen. I have been in commercial fishing for 26 years, mostly in
the Bering Sea for Opilio and King Crab and in the Aleutians for Brown Crab. All that
time I have been a deckhand.

I think it is very unfair that the captains, boat owners and processors were allocated crab
quotas without giving some to the deckhands who risk their life and limb to help the
captains and boat owners catch their crab.

I’'m fully in support of the Tim Henkel/Deep Sea Fishermen’s Union C Share re-
designation proposal to increase the availability of C Shares so we crewmen can invest in
our future in the only skill many of us have; that is the occupation of a commercial
fisherman,

Feel free to contact me at crabberjack@hotmail.com or mail: box 920846, Dutch Harbor,
AK, 99692, phone: 907-581-5618 or cell: 907-359-5618.

Thank you for your time,

Jack Sternhagen



15606 Cuttysark St.
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Fax# 361.949.0237

September 18, 2008

North Pacific Fishery Management Council
605 West 4", Suite 306

Anchorage, Alaska 99501-2252

Phone: (907) 271-2809 * Fax (907) 271-2817

Dear Chairman Olson, Honorable Members of the Council,

My name is Coleman Anderson; I am a crab fisherman and fished actively from 1975 to 2005. I'm also a C share holder (original
recipient), and now three years into the program there are a few issues I would like to address.

The 3% that was awarded to skippers as a toehold in buying their way back into the fishery has proven completely ineffective. And
without the loan program that we were promised, there was no way to maintain any meaningful participation in the crab fishery.
Witk the crab fleet reduced to the mid 60s levels, and the processing plants being guaranteed 87% of the raw materials by law.
Major quota holders have a limited amount of control over their resource in the minor quota helders which include C shares have
no contrel over anything,

Believing that there may someday be access to this low-interest loan program that was finally approved; I’ve begun looking for C
shares to buy. And was quite surprised to find that there isn’t anything available, evidently there was some initial consolidation
which mirrors other quota transfers. And then the pool dried up which gives evidence to my belief that if C shares are to ever be
meaningful there will have to be a significantly bigger pool of available to service even the remaining working crab fishermen. [
also feel that this will be a benefit to the vessel operators just as it was a benefit to them to sell minority interests in the vessels pre-
rationalization when 40% of a vessel’s net went to the crew.

It may be politically nalve of me to think that those who aiready have been awarded the quota are going to agree with this. As my
nativity was proven when I believed that the State of Alaska would not allow anyone including the federal government to make
commercial use of the history that I owned under staie law. But I do understand that there is no going backwards, and see thisas a
way to make a more operational and balanced system of management. This having been said; I support Tim Henkel/Deep Sea
Fishermen’s Union Crew Proposal, options 6, sub options 1.

I would also like to add that every time thesé crew issues come Up someone wants to know where our representation is. For the
record we are not as well equipped as most of the concerned parties and have jobs, families, and schedules which prevent us from
attending all of these meetings. As for myself, I can no longer afford to attend the meetings. For the record I now work part of the
year as a chief engineer on longliners and factory trawlers and another part of the year as master on a tugboat in the Gulf of
Mexico. So it could be said that I, like the current group of working crab fishermen, work a much longer season now to make a
living. For those that feel that as an original recipient of C shares 1 got my golden parachute I would like to point out that the lease
fees received from my C shares have every year for three years been less that my crew share from the last three day Bristol Bay
red crab season. And due to the fact I have not been offered a single job relating in any way to crab fishing my shares do not offer
any leverage in continuing the lifestyle I had chosen.

1 also support the findings of Jennifer Sepez, Heather Lazrus, and Ron Felthoven in their report titled “Post Rationalization
Restructuring of Commercial Crewmember Opportunities in Bering Sea and Aleutian [sland Crab Fisheries: as this information
appears to be quite accurate. Part of their problem in finding crew members from before rationalization is that many of these crew
members have gone to work at sea on tug boats and oil supply vessels making them unavailable six months out of the year. It is my
sincere wish that the Council will be able to restore some value and stability in the fishery for working fishermen.

Coleman Anderson, Lifetime Fisherman



September 23, 2008

Mr. Eric Olson, Chairman

North Pacific Fishery Management Council
605 W 4™ Ave, Suite 306

Anchorage, AK 99501

Fax: 907.271.2817

Re:  BSAI C share re-designation
Chairman Olsgn:

My name is Dennis Scates. I've been a commercial fisherman since 1998. Over
the last few years | have been buying small amaunts of crab C share IFQs. Recently the
boat | had worked on for the past seven years sold. As we all know, due to the
rationalization the crab fishery jobs are hard to come by, let alone a good one. As a
deckhand the C share | own helped me get a new job rather quickly.

| strongly support the Deep Sea Fishermen’s Union motion for C share re-
designation. By increasing the amount of C shares available, it will make it easier for
deckhands like myself to acquire them. Right now with only 3% of the overalt quota
going to C shares for the fishermen, they are hard to come by. By increasing C shares,
it will help the actual fishermen make a better living and increase our job security. As
it stands now it is very hard for deckhands that are trying to move up in the crab
fishery. We are at a huge disadvantage competing with corporations and others with
large allocations of quota.

The C share re-designation would greatly help those of us that are actually out
catching the crab by giving us a little larger piece of the pie.

Sincerely,

Dennis Scates



September 22, 2008

Eric Olson, Chairman

North Pacific Fishery Management Council
605 W 4% Avenue, Suite 306

Anchorage, AK 99501

Fax: 907.271.2817

Subject: BSAI C Share Re-Designation Proposal
'Mr. Chairman, Members of the Council,

My name is Corey Eisenbarth and I am currently a resident of Oregon. | have been fishing in Alaska for over 20 years.
I have been involved in almost every fishery in the Bering Sea and suffered all the hardships associated with those jobs
including & sinking, a fire onboard, a near fatal injury and Medevac, Those were acceptable risks to me for several _
regsons. For one, I enjoy the chailenge that fishing demands, the unbelievable weather, ice so thick you can’t break
through, pots stuffed with keepers, halibut the size of barn doors. I have a thousand great memories working with men
I respect and enjoy. Through all of this, if evérything went right and we had a little luck, I was well paid and Thada -
future as long as I could stay healthy.

Alternating between salmon, black cod and halibut in the summer, crab fishing became the mainstay of my winters and
my income. I've fished 19 of the last 21 years. When Crab Rationalization slammed into the fleet in 2005, the boat I
was working on was tied up, I lost my job but the quota transferred with its owner. This year, the boat [ had been
fishing sank during the salmon charter. Again, I lost my income producing job but the quota holder retained the ability
to transfer the quota and gain income. As you can see owning quota is a valuable asset affording the owner options;
being a laborer without quota is just another back breaking job. There is very little C share quota available and still no
loan program to help crew purchase the shares.

There is no security. There aren’t many jobs and way fewer jobs that pay straight up on their quota. Each job moves
dowa the line according to how much quota is initial allocation and how much has been leased —~ some fees up to 70%."
There’s no doubt in my mind it is just going to get worse. Any owner that acquires more quota will have to charge rent
and no boat will ever get more “gifted” quota. What bappens to those few boats who’s owners are being fair to their
crew now, once they sell? Eventually virtually all quota will sell, and at that point it will all be encumbered by rents,
It’s the only way to pay it off. Labor is the one group that not only didn’t get any allocation or protection, but now
have to give up half our traditional wage to pay off those who were favored by NPFMC.

Crewmen need some protection now. There are several options open to the Council to help the only group who has
taken a beating under Crab Rationalization. I support Tim Henkel and the Deep Sea Fishermen’s Union proposal to
increase the C share pool with unencumbered re-designated shares so I have the opportunity to purchase quota.

I've been supporting my family and risking my life harvesting a public resource longer than many of the boats that
were granted quota. I've never asked for a handout and I don’t feel fike I am now, a degree of fairess would be

acceptable.

Sincerely,




September 23, 2008

Eric Olsen, Chairman
North Pacific Fishery Management Council

605 W 4" Avenue, Suite 306
Anchorage, AK 99501
Fax: 907.271.2817

Re:  BSAI C Share re-designation proposal
Chairman Qlson,

| want to thank you for taking the time to read our letters of support for the Re-designation
Purchase Provision for "C* Shares.

My name is Scott Templin. | have been.a commercial fisherman for over 20 years. | have had
the opportunity to work in almost every fishery in Alaska. | have paid close attention to the
whole process of "Rationalization” in the Bering Sea Crab Fishery, and have seen the effect
it has had on a great number of people. | will be the first to say that as a whole it has done
more good than bad. There is no doubt in my mind that the crab stocks are bigger than they
have been in a very long time, and to me that is the mast important thing," The future of this
industry”. :

Currently | work for Rick Quashnick on the F/V Maverick and consider myself very fortunate.
- Rick is one of the only owners | know of that doesn't automatically deduct 50% to 75%

- straight off the top of the quota that he owns. Nearly every single deckhand that | know, that
hasn't quit fishing, is working twice as hard for half the money, and those of us who are left
have no future. This is not a career that allows one to grow old gracefully. You have to work
while you're physically able, and when you're not, you're replaced.

In my opinion, the fact that as of now thers is no future in this industry for the deckhand is
what is wrong with the current state of the fishery. | love my job and am very proud of the
work that | do. It is very frightening to know that without a stake hold by owning quota, | may
have to find, and start a new career at 40 years of age.

What we are asking for is not much in the big picture, to be able to pay for a small share of
the fishery that we are a vital part of will only benefit everyane as | see it. A deckhand is a lot
meore likely to be a good steward of a fishery he has a vested interest in, than one who has to
work for as little as half of what he was paid in the past. We need mare opportunity and more
C shares on the open market would be a start along with a loan program. For this reason |
support Tim Henkel’s C share re-designation proposal allowing crewmen a chance to invest in
our future by having more unencumbered C shares available for purchase.

i pray that you will fook at this issue seriously and make an informed judgment, and do what
is right. All we are asking is to, "give us a chance to have a future."

Again, | sincerely thank you for taking the time to give us a voice. You have a great
responsibility, and | wish you the best of luck!

Yo ly, _
-



September 16, 2008

M. Eric Olson, Chairman

North Pacific Fishery Management Council
605 West 4® Avenue, Suite 306 .
Anchorage, AK 9950]1-2252

Re:  BSAI C Share Re-designation
Dear Mr. QOlson:

This is a statement regarding the reallocation of A/B shares to C shares. I support this
fully. 1 think anything we can do to keep the quotas with the people that are actually

The pluses for this are expanded participation for deckhands and captains. This will kick
start the haws pipers dream of climbing the ladder of success in the crab industry, When I
started fishing as young man in my teens the dream has always been to work my way to
the wheelhouse and eventually own my own boat, The C shares have made that a reality
for me and I am sure the other owners of C shares are thinking the same way. This is
why I feel so strongly about this.- Presently the 3% that was originally handed out is all
bought up; there are no shares on the market. T always thought that 3% was on the low
side on the equation. Looking at all that has been going on I think a reallocation of
certain percentags is a must for this industry. Idon’t want to say any. numbers on what
should be moved over, that is for the council to decide. I do, however, support Tim
Henkel/Deep Sea Fishermen’s Union C Share Re-designation proposal.

I oppose any sunset on C share sales, meaning if shares are not bought up by & certain
time it can be reallocated & sold as A/B shares again. Initially there might be a surplus
of C shares on the market but I think that will work its way outin time. Right now there
are very few C shares for sale, but as we know there was a surplus of C shares when this
program was initially started. As far as the values of C shares going down, I don’t think
that is necessarily a bad thing either. t will just create more opportunity for younger .
deckhands and captains to purchase these shares, and this will adjust over time, I myself
am one of the biggest owners of C shares in this industry & I don’t have a problem with

the shares devaluing or they might not.



As far as tying these shares to a processor (90/10) I strongly appose this for the simple
reason that these shares have to remain mobile with the deckhand/captain,

Increasing the C shares pool will only have a positive effect in the industry for all
involved. A hited deckhand/captain that has purchased C shares is vested in the industry
& will share a greater stewardship for the resource. Think of the opportunity this is going
to create for the owner, captain, and deckhand. A deckhand can 20 on a vessel, work for
his share and also have his C shares leased to that vessel creating more wealth for the
operation and C share holder, This will also bring more professionalism to the deck
when there is a common vested interest that deckhand will do everything possible to
make sure that operation is running smoothly if he has C shares being harvested on the
vessel,

Again, I support the Deep Sea Fishermen's Union C Share Re-designation proposal and
urge you to adopt it as well, :

Sincerely,
Oystein Lone
Captain//Deckhand
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December 3, 2008

North Pacific Fisheries Management Council
605 W. 4th Ave. Suite 306

Anchorage, AK 99501-2252

Phone 807-271-2809 / Fax 807-271-2817

Dear Chairman Qlson; Honorable Members of the Council

Members of the Council my name is Coleman Anderson and for those of you | don't know I've been an Alaskan fisherman for
over 30 years. In 2005 crab rationalization ended my 28 year career as a crab Capt... During that time | missed one fishery due to
an injury. The effects of rationalization schemes are very farreaching, and as of this October | lost my job on the Pollack Factory
Trawler Highland Light (Chief Engineer) due to quota consolidation within the company that had recently purchased her. Leaving
that as an introduction | would like to address three of the issues listed under C-4 BSAI Crab Issues.

The first being item {a), The Three-Year Review Report. Those parties that showed up to attend this process with the biggest bag
of marbles criginally now have an even bigger bag of marbles. So of course they feel that everything is wonderful and the game
has been played fairly. Those of us who lost all of our marbles of course disagree and resent having the facts spun and twisted to
hide the fact that this s a closed and ever consolidating system. Proof of this can be found in IFQ fisheries worldwide and even
though it is a mixed bag of successes and failures it is not an American solution to the problem.

On item (b}, The Crab Committee Report/Crew Proposals | wish to reiterate my support for the Tim Henkel / Deep-Sea
Fisherman's Union Crew Proposal supporting options six and sub options one. It is absolutely essential that if the intentions behind
== the formation of C. shares are ever fo be realized there has to be a greater than 3% share available to captains and crew. Although
those people who speak before you, representing the larger bags of marbles | had earlier mentioned will wholeheariedly disagree.
You do not have to look very far or very hard to realize that Alaska, the resource, and the overall hezlth of the fishery will benefit
from active participants having a vested interest in their livelihoods. | am somewhat surprised but not shocked to hear that the six
native corporations are coming out against active crew participation. Due to the design of COQ they hold a renewable tax-free
advantage over all other faucets of the industry. So that eventually if not already they will be the biggest shareholder {bag of
marbles) in all of Alaska's marine resources. But taking the stance of all or nothing does lithe to nothing for the individuals in the
communities they claim to serve. | wish the Coungcil the hest of luck in trying to find a compromise between these two opposing
points of view. Any solution other than the expansion of C. shares will enly result in further rewarding a handful of people wheo've
already been rewarded far beyond what their investments justify.

On item (c) BSAI Crab 80/10 Amendment Alternatives, due to the fact that there has always been a tenuous partnership between
the processing sector and the harvesting seclor some type of split seems reasonable. But in the majority of aspects of life and
business 51% is generally accepled as adequate protection of an entities interest. Consequently the majority of people both inside
and outside of the industry as well as across the nation are in awe. When we look at this 90/10 system that was instituted, only see
it as a monumental testament to greed that food factories can be guaranteed 90% of their raw material by law. Personally | feel that
60/40 would be a good number as that ratio is served the fishing industry well for many years.

| wish that | would be able to come and testify before you but unfortunately I'm at sea and will be during the meetings. ! sincerely
hope that the Council ¢an find the strength and the courage necessary fo cotrect these problems and not further damage those of
us that live and work on the cceans.

Sincerely,

Capt. Coleman Anderson

USCG Master Mariner & Chief Engineer



December 3, 2008

Mr. Eric Olson, Chairman

North Pacific Fishery Management Council
605 W 4™ Avenue Suite 306

Anchorage, AK 99501-2252

Fax: 907.271.2817

Tel: 907.271.2809

Subject: BSAl C Share Re-designation
Dear Chairman Olson:

Good morning. My name is Brandon Ober. | am 37 years old and have been a
commercial fisherman since 1991,

During the crab qualifying years | worked on the F/V Amatuli and put in at least 5
million pounds of Opilio crab and arcund 500,000 pounds of King crab. | have
depended on my fishing seasons through out the years to make a living and all of a
sudden after crab rationalization my job was gone or pulled out from under my feet
and left me without those seasons to make my living.

For all the crew members not to be part of the allocation process is totally unfair and
wrong. We worked hard and put our lives at risk for someone else to cash in on. We
deserve a piece of the pie as well, If it were not for the crewmembers, the pounds of
crab would never have come aboard. We deserve to be treated fair and have a part of
the allocation so we can have a future in the industry as well as the boat owners and
skippers.

t fully support Tim Henkel and the Deep Sea Fishermen’s Union C share re-designation
proposal to increase the availability of C shares,

Thank you and have a great day.

Brandon Ober
513.321.8212



December 3, 2008

Mr. Eric Olson, Chairman

North Pacific Fishery Management Council
605 West 4™ Ave, Suite 306

Anchorage, AK 99501-2252

Re:  BSAIl C Share Re-designation

Dear Mr. Olson:

My name is Kyie Roberison and | am currently a deckhand on the F/V Bering Sea. |
have been commercial fishing since 1891. During the the crab qualifying years | was on
the F/V Amatuli. During those years we put in at least § million pounds of opilio and
500,000 pounds of king crab. For us as crew members not to be apart of the aliocation
process was wrong.

We as crew members need a future in this industry just as much as the boat owners and
skippers.

Thank you for your time.

Kyle Robertson
My home number is {509) 474-0017.



December 13, 2008
Agenda C-4(c}, BSAI crab 90/10 alternatives review

ACC draft proposal to establish a preferential purchase and loan finance program in the
BSALI crab fisheries, for A, B, and C shares (with no share conversion) for current
qualified crewmen, as defined in the NMFS regulations for persons who will be eligible
for the NMFS guaranteed BSAI loan program for crewmen.

Crab Crew Industry Funded Loan Program to Purchase BSAI Crab Harvester, A, B and C
Quota Shares:

¢ The program would be privately funded by existing quota share holders and
would be in addition to the NMFS guaranteed loan program. This program does
not require a Council mandated direct allocation to crew. Program would be
developed within the framework of a civil contract.

e The proposed program should address the following:
a. Establish goals for an aggregate amount of QS owner shares to be held by
active participants at 5, 7 and 10 years.
b. Identify and address any potential impacts on industry efficiency or investment
and those impacts on communities.
c. Identify any regulatory issues that may need to be addressed, such as use and
ownership caps; and to provide rcommendations to address these issues.

¢ Financial institution(s) would underwrite the program with loans secured by QS
or cash reserves.

ACC requests this proposal be incorporated into the 90/10 BSAIJ crab analysis and that
staff produce a discussion paper for the February Council meeting,

Armni Thomson
ACC



November 12, 2008
Agenda Item: C-4(a) BSAI Crab Three Year Review

1. Does the Three Year Review support or disprove the Purpose & Need
statement in the April Council Motion?

2. There is evidence of new entry into the Processing Sector after nearly a
decade of declines,

3. How the Program fell short addressing Processing Sector stranded
capital issues.

4. The role of CDQ allocations as fully integrated harvest sector assets.

5. It's not 90/10, it is more like 79/21: a look at the real IPQ/A share
percentages.

6. Inconsistency in the analysis of Consolidation and New Entry issues
that results in a bias against the Processing Sector.

7. Price formation analysis is incomplete (perhaps because of a lack of
appropriate EDR data) and therefore inconclusive. We offer some
industry-generated analysis to complete the picture,

8. The end of the “lone harvester / last man standing” myth.

9. B/C shares are no longer used for “efficiency” purposes, if they ever
were.

10. There is no evidence that Alaska communities have been harmed.
Instead, the Three Year Review shows that the program has
accomplished one of its major goals - protecting a community’s historical
share of processing activity. In fact the Program has stimulated the
growth of the Kodiak fleet’s share of the TAC and of Alaska resident and
community IFQ and PQS ownership.




Alaska Ownership of Processor Quota Share
All Shares Acquired Since Program Implementation
Based on RAM data, adjusted for recent acquisitions

60.0%

50.0%

40.0%

30.0%

10.0%

0.0%
Bristol Bay Opilio/Snow  Eastern Eastern  Pribilof King St. Western Aleutian Western
Reds Crab Golden King  Bairdi Matthews Golden King Reds Bairdi



Scandies Rose Fishing Company
PO Box 606, Unalaska, Alaska

December 14,2008

Testimony of Daniel R. Mattsen, managing partner

Mr Chairman, Council members:

My name is Dan Mattsen, and | have been in the crab industry since
1974, as a processor, deckhand, mate, skipper, and vessel owner. |
have seen many changes over the years, both good and bad, and
have endured horrible seasons, and celebrated outstanding
seasons.

| applaud the Councll for the Crab Rationalization Plan, which has
revolutionized our industry, while restoring profitability to the
harvesting sector. | could speak on many aspects of the Program,
but choose to focus my discussion today on the perils of uncertainty
facing the Program.

Let me preface my remarks by stating that | do not own very much
Quota Share, so | am not just trying to prevent some confiscatory
action to protect what | have.

| surrendered the LLPs associated with my crabber, F/V Shaman,
when the Buyback Program was enacted. | still own CVC shares
earned by captaining that vessel, an additional {purchased) block
of CVC shares, and a small amount of CVO shares from an
additional LLP [ retained post-Buyback.

| recently purchased another crab boat, the F/V Scandies Rose, after
learning that its 62 year-old owner was seeking to retire. As part of
the purchase, | obtained the use of his QS for a period of time, with &
ROFO on the shares’ eventual purchase. Of course, | pay QS owner
a lease payment for the use of his yearly IFQ.



The purchase of the crab boat was undertaken after | performed a
detailed financial analysis of the cash flows obtainable by fishing the
Seller's leased IFQ, additional IFQ obtained through lease or QS
purchase, as well as salmon tendering, research charters, and Cod
fishing. For this analysis, | was assisted by a UW Business School
professor.

| purchased the boat, and we have just completed our first half-year
of operation. We tendered salmon, did a research charter for
ADF&G in the Pribilof Islands, and caught our {leased] Red King Crab
[FQ. It clear to me now that for my new venture to succeed, | need
two things:

e The confinued ability to stack IFQ on the vessel, 1o drive down
the average cost of catching each pound of crab on my boat;

s A stable market for QS, so | can acquire a base amount of QS
for the vessel, which will somewhat insulate me from the foibles
of the lease market, where lease rates can {seemingly) be bid
ever higher by boat owners with lower average costs.

The current proposals before this body are causing the QS market to
freeze up. Neither sellers nor buyers can determine with any precision
what cash flows will derive from the ownership of QS. Lenders are
asking me to provide 50-60% equity and offering only a 10-year
amortization on loaned funds.

Some QS undoubtedly changes hands privately, but | have been
communicating with Dock Street Brokers in Seatile for months, and
their listings of available QS are little changed from June.

The April Motion is causing this freeze in the QS market. [ urge that
the Council adopt “status quo”, and let the Crab Rationdalization
Program confinue o work.

If you must alter the Program, adopt the measures that least disrupt
the Program, and allow for an orderly transition to your new model.



Finally, | urge you to act swiftly and decisively, so that those of us still
active in the crab fisheries can make rational decisions, actually
make and execute a business plan, and hopefully, grow our
businesses.

The Crab Rationalization Plan is not perfect, but it is far superior to the
system we left behind. Don't snatch failure from the jaws of victory!

Daniel R. Mattsen



g;‘ca#;q?:l:on, Agenda C-4

Crab Issues
Nortth Pacific Annual Costs to Harvesters in the Crab Program | 1212/08
Fisheries Marine
Council :
™ Estimated Cost to Harvesters for Price Negofiating BBR &BSS 2008/09 5 ’l{’U—’“L
BER 2008/0% \—A—i & C Shares %‘/N‘
IFQ Allocation | Avg Price Value
18,327,600 $5.00 $91.638.000
Arbitralion fee 30.0025 $39,863
BSS 2008/09 A B & C Shares | Estimated Estimated
ItQ Allocation | Avg Price Value
52,695.000 $1.50 $79,042,500
Arbifration fee $0.0025 $114,612
BER & B3S Vaive $170,480,500
BBR & BSS Arbitration fee $154,474 0.0905%
ICE annual cost $1%4,000 7%
Total Negotiating Cost $348.
This Negoilating cost is paid for by a raise In price per pound
of only: 50.00491

Due to a surplus, Arbitration fees for 2008/0% have been suspended. Averaging the Arb fee from 2007 /08 of
$.005 with 2008/09 of $.00 with the gives us the $.0025 arb fee used in the fable above.

NOAA Fisheries BSAl Crab Management

Costs.,
2005/2006 $4,270,881
2006/2007 $3.939.841
*Reduction in cosls from implementafion
2007 /2008 $2,133,758 -50.04% vyear

Cost Recovery Fees collected

200572006 3%  $3.124,999

2006/2007 3% $3.045,344

200772008 3% $6,517,204

2008/2009 1.05% $1.928,645 ‘*estimated

*From the Three-year review poge 110 Table

1i-1

Cost recover fees are split 50/50 between the Harvesfers & Processors. Harvester's share
of the Cost recovery .:-

Adding the percentage cost of negotiating and cost recovery fee total cost for
the Crab Program is now down t -: the estimated 2008/0%9 value of the
BBR & BSS Fisheries. Down from 1.79% cost from the first three years of Crab
Rationalization. This represents a reduction of Costs to Harvesters of 59% since

the Crab program implementation.

Jim Stone- F/V Arctic Hunter, Professional Crab Harvesters Coop
7214 Interaaken Dr
Lakewood, WA 28499



Eric A. Olson,

Chairman Agenda C-3
- o Crab Issues
North Pacific The Cost to Crab Harvesters of Crab Price Negotiations 6/2/2008
Fisheries Marine Before and After Rationalization
™ ncil
BBR 2007/08 AB & CShares
IFQ Allocation  Avg Price Value
18,334,750 $4.45  $81,589,638
Arbitration fee $0.005 $79,756
BSS 2007/08 A.B & C Shares
IFQ Allocation  Awg Price Value
53,128,629 $1.75  $92,975,101
Arhitration fee $0.005 $231,110
BBR & BSS Value $174,564,738
BBR & BSS Arbitration fee $310,866 0.1781%
ICE annual
cost $194,000 0.1111%
Total Negotiating Cost $504,866 0.2892%
- This Negotiating cost is paid for by a raise in price per pound of only; $0.00706

Cost of One boat tied up for a day, Generator running and fully crewed on Strike, Pre-Rationalization.

Fuel 100 gals
Groceries 6
men

P& |Ins
Engine wear
Total one boat
200 Baats

Day
1
400

150
132
7
689

$137,840

Day
2
800

300
264
14
1,378
$275,580

Day
3
1,200

450
396
22
2,068

5413,520

Day
4
1,600

600
528
29
2,757
$551,360

Day
5
2,000

750
660
36
3,446

Day
10
4,000

1,500
1,320
72
6,892

$689,200 51,378,400

This would not include the Cost to the catcher boats of Catcher Processors harvesting during a Strike.
CP's could easily take up to $1,000,000 per day and more.

Conclusion;
The Post-Rationalization price of negotiating is $505,000 annually. This is only .29% of the

harvester value of the crab. This is much |less then Pre-Rationalization cost of negotiating
prices. in some years

Pre-Rationalization, Striking would have cost Fishermen several million
. dollars and a much higher percentage of the first wholesale price.

Jim Stone- F/V Arctic Hunter, Professional Crab Harvesters Coop
7216 Interlaaken Dr

Lakewood, WA 98499
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Table 11-1 Management costs and cost recovery fees (2005-2006 through 2007-2008.

: Office of Law
Restrictad .| Operstions f Alaska | Pacific States
e : Sustainabe (P | Genera ppeats |Offce of Lavi Briocemat | ADFaG | Fisheriss | Marne
WManagement Fisheries and Infarmation]  Counse! Enforcement| oo omers | (St318) Science Fisheries
Anraement Center Commission
Tod
= Tl — . Joint Extended Beivonia Eccnomic Dala
marny source af " agal General enforcement |JurisdicioniCl Repoding/Joint
expendiures management Regulatiens | Cost acsounting quidance Appezls Enforcement | (with State of bservers! Dﬁ Electronic
Alashka) cea Reporting Reporting
2005/2006 § G455601 5 G12615| S 85801 S EB9O77 |5 BB00| S 399502|8 518515|5 854514(5 e3To3| $ 424500 | $ 4,270,881
Percent of total costs 22.15% 21.87% 0.20% 2.05% 0.16% §.33% 12.08% 20.24% 1.86% 10.41% 100.00%

Feas for cost recovery

(3% fes) i . 5 3124559
o OF COSTE recovend 5 3%

200812007 $_ 541158[S 189,519(s 35848|5 34536 |$ 122547]5 1602073] 5  162608[S E24008(5 105397 (S 321,148 § 3938841

% of total costs 13.74% 4.51%] 0.61% 0.86% 3.11% 40 B8 4.13%| 20.91%/| 2 0% 8.15% 100.00%

Fees for cost mcovery

(3% fee) S 3.045,344

‘Yo O costs recovered T
-

2007/2008 § 2331465 84310(S 34NT[S 065425 47456]35 sessdi[s - s 7254055 111.725($S 283,300 | § 2133788 T

% of total cosis 1D.9‘3%| 4.42% 1.60%| 1.44% 2.22% 2665%‘ 0.00% 34.00% 5.24% 13.51%, 400.00%

Feas for cost recovery .

(3% fea) - S 6517204

% of coats recovered 305%

2008/2009 - Fee Percentage sat at 1.05 % of ax vessal value

12 FISHING VESSEL SAFETY

12.1 Fatalities in BSAI crab fisheries

Commercial fishing is one of the most dangerous jobs in the United States, and the BSAI crab fisheries
are particularly hazardous because harvesting of crab species generally takes place during the winter
when air and water temperatures are colder; high winds, snow, sleet, and ice are more prevalent; daylight
hours shorter; and high seas are more common (National Institute for Occupational Safety and Health,
1997). In addition, crabbing fishing gear consists of steel pots weighing up to 800 pounds each, which
require cranes and hydraulics for setting, retrieval, and stowage. Lines also pose a substantial risk to
inattentive crew. Crab pots stacked on deck can severely compromise vessel stability, especially if
accompanied by icing conditions. The derby-style BSAI crab fisheries contributed to these dangers by
often encouraging participants to fish in unsafe weather conditions, work continuously for long periods
without rest, and possibly overload their vessels with pots (National Institute for Occupational Safety and
Health, 1997).

Between 1991 and 1996, a total of 61 fatalities occurred in Alaska’s crab fisheries, accounting for 42% of
all commercial fishing-related fatalities in the state (National Institute for Occupational Safety and Health,
1997). During this period, the average annual fatality rate in the shellfish (primarily crab) fisheries in
Alaska was 356/100,000/year, 50 times the overall U.S. occupational fatality rate of 7.0/100,000/year.
Since the early 1990s, however, the number of fatalities in the BSAI crab fisheries has shown an overall
downw'n-d trend (see Table 12- 1).

Table 12-1 Fatalities in the Bering Sea and Aleutian Islands crab fisheries, 1990-2008

Years pricr to implementstion Seasars under the

of the rationalization program raticnalization program
Year 1856 1997 188 1999 2000 2001 2002 2003 2004 2005 | 2005-2006 2006-2007 2007-2008
Number of fatalities 10 1 3 7 0 1 a 1 0 6 0 0 0

" Source: Lincoin (2007) and USCG Marine Safety Detachment Kodiak

Several factors have contributed to the decline in fatalities in the Being Sea and Aleutian Island crab
fisheries. A progression of safety measures beginning in the early 1990s were implemented by the

USCQG. In particular, these safety requirements contributed to a substantial increase in the percentage of

Three-year review of Crab Rationalization 110
Program for BSAI crab fisheries — October 2008
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My Name is Jim Stone. | began my crab career 30 years ago as a processor
working for Frank Kelty at East Point Seafoods. | then worked my way onto a
crab boat Deck, then into the wheelhouse and eventually invested my hard
earned crew wages into a few crab boats. | am a recipient of both A/B Shares
and C Shares. Myself, my family , my Partners & fellow Coop members all
support Status Quo in the Crab Program.

Today | would like to address one of the questions in the Problem Statement of
whether the cosis of the crab program are tco high. From the Harvester's
perspectlive | would say the costs are nof too high and that they are rapidly
going down as the program becomes more established.

On the sheet | jJust turned in, the top table illusirates the estimated cost to
Harvesters in negotiating crab prices for this crab year. Because of a surplus in
the Arbitration Organization, Arbitration fees have been reduced to ZERO this
year. To me this Surplus is proof that the Arbitration System is working since
neither Harvesters nor Processors are exercising their right to arbiirafe anymore.

You will see that | used Y4 of a penny per pound for this crab year even though
the arbitration Organization is not charging this year. Last year's costof a2 a
penny along with this year's fee of ZERO average out to a cost of %4 of a penny.

Total negotiating costs are about $350,000 or .2% of the landed value, This is very
cheap when compared to the pre-rationalized form of negofiating by using
strikes. Strikes can become very expensive and quite the headache as Mr.
Bronson described to you vesterday. [ testified in Council io the cost of strikes last
June and have included this worksheet again for you on the second page.

We can expect these negotiating costs to further decline as we enter into
pricing formulas and away from the expense of arbitrations all together.

The second tdable on page one illustrates the crab management costs by NOAA
Fisheries. As you can see this cost has come down by 50% since the Crab
Program's implementation. Cost recovery fee for this year have been reduced
from3% of landings to 1.05%. Harvesters pay Yz of this or .525%

So between our negotiating costs of .2% and our cost recovery fee of .525%. Our
Curmrent cost to Harvesters for the Crab Program is .729% of our Landings. |
consider this a very reasonabie cost for such a beneficial program.



The 39 Page is a copy from the Three Year Review. This was my source for the
numbers on the Crab management costs. When | was reviewing this page for
my testimony i noticed the powerful table at the beitom of this page showing all
the fatalities before Rationalization and ZERO after. These lives lost are noft just
statistics to me and many of these guys were my good friends. To me, my crew
and my family this is the number one impact of the Crab Program and should
be heralded above all else as the true success of this program. None of us can
put a value on the lives that have clearly been saved by the Crab
Rationalization Program.
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Attachment B - Haines RFA Alemative — Redesignation of Crab ITQs

Attn: North Pacific Fisheries Management Council

RFA Proposal
For BSAI Crab Rationalization Modification

Problem Statement

o The BSAI Crab FMP has created an unnatural imbalance in the most basic economzes of
traditional fishing communities. By privatizing access rights this prototypical management
regime has encouraged quota holders (esp. those with passive financial interests), to use
access lease fees to extract value from the resource at a rate much higher than their
traditional share. The result is less money in fishing communities and less opportunity for
active fishermen. {See Appendix A—BSAI Crab Rationalization 3-Year Review Draft
Social Impact Statement)

To mitigate unintended economic harm to working fishermen a Regional Fishery
Association (RFA) should be created for the benefit of skippers and crew (Boots On Deck
Fishermen),

Regional Fishery Association as defined in MSA:

» The term Regional Fishery Association, in the context of Limited Access Privilege
Programs under the Reauthorized Magnuson Stevens Act, means an association formed
for the mutual benefit of members --

A) To meet social and economic needs in a region or sub region;

B) Coniprised of persons engaging in the harvest or processing of fishery resources in that
specific region or sub region or who otherwise own or operate businesses substantially
dependent on a fishery.

Q: What would the RFA do?

The RFA would simply distribute quota to BODF on a yearly basis based on active
participation with no ownership rights, access fees or landing restrictions. In this way
working fishermen could receive their traditional share for the crew quota thus restoring
some of the value of the resource to these users, and hence to their communities.

Q: Where will the quota for the RFA come from?
Quota will be redesignated gradually to minimize harm to those with a significant investment of
the present program.
Quota would be redesignated in three ways:

1. A portion of existing “A” and “B” shares will be immediately redesignated as Skipper/
Crew RFA Quota,

Option A: 5%
Option B: 10%

Option C: 15%)



Attachment B - Haines RFA Alternative — Redesignation of Crab ITQs

2. All increases in TAC will be designated Skipper/Crew RFA Quota not to exceed the
traditional skipper/crew share as defined by EDR data.

Option A: Capped at 5% of total TAC per year
Option B: Capped at 10% of total TAC per year

Option C: Capped at 15% of total TAC per year

3 All holders of crab quota will be required to show a significant ‘at-sea’ investment in the
industry, or to divest themselves of said quota at a time certain

Option A: Staggered, 2 yrs, 3 yrs, 4 yrs
Option B: Staggered, 3 y1s, 5 y15, 7 y18
Option C: At single time certain:

Suboption A: 2 yrs

Suboption B: 3 yrs

Suboption C: 4 yrs

At the time of transfer a share of the transferred quota shall be redesignated as
Skipper/Crew RFA Quota.

Option A: 5%
Option B: 6%
Option C: 7%

This process might best be initiated with NPFMC/NOAA staff work that would define the
legal structure of a Regional Fisheries Association.

QOutreach to working fisherman’s organizations in other regions such as the Pacific Coast
Federation of Fishermen’s Associations in the Pacific region will help in developing a
consistent national LAPP policy that works both for fish and fishing communities.

Terry Haines, Crewmembers Assn. representative, 907-942-0365, yobaines(@alaska.com



