AGENDA C-6

DECEMBER 1994
MEMORANDUM
TO: Council, SSC and AP Members
FROM: Clarence G. Pautzke ESTIMATED TIME
Executive Director 2 HOURS
DATE: December 2, 1994

SUBJECT: Inshore-Offshore

ACTION REQUIRED
Review potential scope of analysis and give further direction as necessary.
BACKGROUND

In September the Council discussed the proposed rollover of the inshore/offshore amendment which is scheduled
to expire at the end of 1995 and directed staff to complete an analysis which examines: (1) no rollover - let the
program expire, and (2) rollover the program as is for an additional three years. There was initial discussion of
the scope of the analysis required for the proposed rollover, including recommendations from both the AP and
the SSC. At that time Council staff indicated that a more fully developed game-plan would be presented to the
Council at the December meeting. This is provided below. Item C-6a contains the problem statement and a
summary of the provisions of the original amendment. To ensure we have a firm footing in development of the
overall record for what I anticipate could be a very controversial amendment, the Council should spend some time
discussing the following issues:

L. What problem is the Council trying to resolve? Is the problem still preemption? Are there added
dimensions this time such as sectoral stability while we work on more comprehensive, longer term
solutions?

Are there any reasonable alternatives other than extension or termination of the program?

Why does the Council want to continue the CDQ program? Was the original program a success in
providing opportunities for certain western Alaskan communities? Have all the projects come to
fruition? Can more progress be made?

Why are the original allocation percentages still reasonable?

How long should the program be effective? Why is an extension of 3 years reasonable?

wN

nos

Analytical Approach - Scope and Content

The economic analysis of the original inshore-offshore allocation used models which were driven by estimates
of cost, Tevenues, and potential harvests of pollock and Pacific cod under the various alternatives. A similar
economic analysis of a rollover would use essentially the same models and therefore the same set of parameters
(i.e. cost/mt, revenue/mt, and potential harvests). Changes in the estimated values of the various parameters in
large part will determine the difference in the model results. If the estimated values have not changed since the
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original analysis, then the expected value of the rollover analysis will be identical to the original. Therefore it
is useful to examine the parameters in terms of what we know now and how they may be different from what we
estimated them to be in the past.

Cost parameters: The original analysis estimated fixed and variable cost parameters based on information
gathered in the OMB survey. These estimates were supplemented by industry comments. Since then some
additional information has been collected (e.g. for the Pacific cod allocation), but for the vast majority of
harvesters and processors in the pollock fleet, no new information is available. Therefore, the best and most
complete set of cost information available is the original information. The accuracy of that information was
questioned repeatedly by industry, particularly the estimates of cost parameters. To account for the uncertainty
in the cost information the original analysis tested the results for sensitivity to changes to the parameters. If
those same cost values are used again now, three years later, their uncertainty has unarguably increased.

Revenue Parameters: The original analysis was very sensitive to revenue parameters, which included ex-vessel
prices, processed product prices, and product recovery rates. Fortunately, new price data are collected regularly.
Ex-vessel prices are collected by the State of Alaska for shore-based deliveries, and product prices are collected
by NMFS and ADFG from processors. Product prices are perhaps of somewhat higher quality now because there
is more effort to verify that prices are F.O.B. Alaska. Currently product prices are available through 1993. In
addition to the prices mentioned above, NMFS Office of International Trade is collecting more and better
information on prices in Japan and export prices.

This is not to say that product prices are without weaknesses. There is still very little information available on
prices of various grades of surimi or roe, or whether inshore or offshore sectors receive more for a given grade.
We still know very little about markets and the ability of vertically integrated firms to set F.O.B. prices to their
advantage. Additionally, little is known with respect to the new markets for deep skin fillets.

According to NMFS, information on product recovery rates is in general superior to that available in 1991 and,
for the recently implemented regulation, was not controversial. An exception to this may be surimi. Currently
the regulations use the same P.R.R. for both inshore and offshore,. This was based on analysis of observer
estimates of round weight and industry reports of product weight. In these studies the distributions of inshore
and offshore recovery rates for surimi did not justify using different figures. It was also noted that surimi
recovery rates are market driven and that a given processor could produce at one rate one day and at another rate
on a different day in response to different market demands. NMFS studies did show a seasonal difference in
surimi rates, 16% for the 'A' season and 17% for the 'B' season.

In summary, available revenue information is at least as good as it was at the time of the original analysis, and
there is no reason to believe that the uncertainty around this information is much greater.

Potential Harvests: In the original analysis the "no allocation case" assumed that harvests by sector from the
most recent complete year of available data would apply unchanged to each of the years from 1992 through 1995.
This was a very significant simplifying assumption, but one which becomes less certain with each passing year.
For the "no allocation case" in an analysis of a rollover, the most recent unconstrained year on which to base
potential harvests is 1991. If that year is used as a predictor of potential harvests under the "no allocation case",
then our level of uncertainty with respect to those potential harvests is greater than our level of uncertainty in the

original analysis.
It may be argued that using the most recent year of unconstrained harvests (1991) to represent the "no allocation

case” is inappropriate, because things have changed in the last three years under inshore-offshore. If that
argument is made, then another method to predict harvests under the "no allocation case" must be found. Other
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methods to predict potential harvests by sector under the "no allocation case” might include the use of average
weekly harvests or maximum weekly harvests by sector during 1994. These methodologies will be developed
further and discussed with the SSC prior to their use in the analysis.

Summary. Given the economic information currently available it is clear that in general we are less certain of the
accuracy of our data now than we were in the original analysis. This has direct implications on our ability to
perform a reasonable quantitative analysis. The situation may be summarized with the following figures. Figure
1 summarizes the discussion above.

In the original analysis we made estimates of variable costs and revenue and the difference in total catch with and
without the allocation. This information was combined to estimate the differences in net revenue with and
without the allocation for each sector which resulted in an estimate of the net revenue difference for the industry.
This was a proxy for producer surplus which constituted a large part of our net benefits assessment. For each
of the parameters estimated, there was a level of uncertainty. This is represented by the grey areas around the
boxes which represent the parameters. For each combination of parameters the grey area grows geometrically,
resulting in a significant amount of uncertainty in our final estimates.

In the rollover analysis the level of uncertainty around cost and catch parameters is greater than it was in the
original assessment as discussed above. Our estimates of revenue do not appear to contain more uncertainty than
in the original analysis. Because of the overall greater amount of uncertainty in the parameters, the estimates of
net revenue and therefore net benefits have more inherent uncertainty than in the original analysis. The
ramifications of this are shown in Figures 2a and 2b.

Figure 2a is a representation of the results of the risk analysis used to estimate producer surplus on pages 2-17
and 2-18 of the Draft for Secretarial Review of the Supplementary Analysis of the Proposed Amendment 18,
which was published on September 3, 1992. These probability density graphs were produced using a type of
Monte Carlo simulation of the parameter estimates. These show that under the original analysis it was estimated
that there was a 10-15% probability that, given the uncertainty in the parameters, the inshore-offshore allocation
would result in positive producer surpluses. In Figure 2a this probability of a positive result is represented by
the shaded area.

Figure 2b adds a hypothetical probability distribution (the bell curve labeled 'B') of the results of a rollover
analysis. This curve assumes that the same parameters used in the original analysis were used except that
estimates of cost and potential harvests contain a greater amount of uncertainty. The areas under both curves are
the same, but because there is more uncertainty in curve B, there is a greater probability of the actual result falling
in either of the tails. In other words, the probability that the results of the rollover will be positive, or neutral,
with respect to net benefits has increased. On the other hand, the probability of a very large decrease in net
benefits has also increased.

In summary, our ability to predict the net benefits of the allocation is less now than it was at the time of the
original analysis. Therefore the Council staff is recommending that the economic analysis of the rollover focus
on an examination of directional changes of the parameters. In other words is there evidence that the parameters
have changed to a degree which might change the overall results of the producer surplus estimates? If so, then
we could run quantitative scenarios which would provide an indication of the sensitivity of the results to changes
in these parameters. At a minimum, the analysis would discuss the likelihood and magnitude of changes which
might alter the results from what we saw in the original analysis.
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Other aspects of the rollover analysis
Surrounding the basic analytical approach described above would be the following:

* A description of the current 'base case' as reference information - this would paint a picture of what is
going on now, and would include, for example, a description of the harvesting and processing operations
from 1994, along with ex-vessel and product price information.

* Qualitative discussion which frames the alternatives in the context of the current situation in the
fisheries. For example, qualitative analyses will be provided concerning such factors as: new onshore
plants operating which were not there in 1991; effects of the 'A' and 'B' season delays for pollock in the
BSAI; changes in the numbers and/or nature of processing entities participating currently.

* A detailed look at the CVOA including a re-examination of catch and bycatch rates experienced inside
and outside of the CVOA from 1992-1994. This could then be compared to the information presented
in Chapter 4 of the Supplementary Analysis for Amendment 18. Additionally, the analysis will discuss
the designation of areas within the CVOA as 'Critical Habitat' for marine mammals.

* A qualitative assessment of the distributional effects - this would summarize the income distribution
findings of the original analysis (i.e. between Alaska and the Northwest) and, to the extent possible,
describe expected changes in those distributions under the current proposal. The analysis could look into
the possibility that infrastructure developments have occurred in Alaskan ports. This might indicate that
expenditure patterns between Alaska and the Pacific Northwest have changed.

Other issues

Two issues which we specifically discussed in September were the CDQ program and social impact assessment.
The CDQ program for pollock is scheduled to expire with inshore-offshore, but is included as part of the overall
proposed rollover package by the Council. A primary reason for consideration of the rollover is the fact that a
comprehensive management program (CRP) has taken longer than expected to develop, and the Council will need
an additional three years to get to resolution of that program. The Council expressed the intent that CDQs be part
of an eventual CRP program, in some form or another. CDQs for species other than pollock are currently being
considered within the overall CRP development. Because the Council's intent appears to be that the current
pollock CDQ program expire only when encompassed within the CRP program, it seems that permanent
resolution rests within that program, and the three-year proposed rollover is simply a holding place, much as the
processing allocation itself.

Our intent with the analysis is to provide a descriptive summary of the program as it has developed over the past
three years, noting the benefits of the program to the participants and communities involved, as well as the costs
to the remaining industry in the form of foregone harvests and processing activities. Sources for this information
include various CDQ progress reports submitted by the CDQ organizations, as well as independent evaluations
such as that currently in progress by UAF. The analysis would also examine the impacts of halting that program
at the end of 1995 from the perspective of the economic and human resource investments which have developed
under the current program.

With regard to social impact assessment, the impacts rest largely on the distributional effects of an
inshore/offshore allocation on the regions and communities most closely tied to the processing sectors in question
(for example, Seattle, Kodiak, Sand Point, Dutch Harbor, and a few others). The original community profiles
and impact assessment are expected to be relevant today as they were three years ago, with impacts depending
largely on the distributional analyses, which are not expected to have changed significantly. We can update this
re-analysis in a qualitative fashion which would attempt to capture any recent developments in the fisheries or
communities involved. An additional step which we could take, depending on available funding and the perceived
benefit, would be to utilize the baseline industry sector profiles developed under contract to Impact Assessment,
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Inc. for the analysis of the Comprehensive Rationalization Program, as the basis for an updated SIA chapter. The
recently completed sector profiles will be incorporated by reference in any event.

Conclusion

Overall, the proposed rollover of inshore/offshore is likely to result in impacts very similar to those which have
occurred in the last two and a half years. A critical question seems to be whether those impacts which have.
occurred can be identified, and whether they differ from what was predicted. As noted earlier, our analysis will
examine the base case (what is happening under the allocation) to the best of our ability, and examine changes
to the parameters upon which the original analysis was based. The estimation of net impacts is extremely
difficult, and covers a wide range of possibility. Because we cannot reasonably expect that a wholesale re-
analysis will provide us any better information than what we currently have, we have outlined above a more
limited, qualitative approach to the issue this time around.
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Figure 1 Uncertainty in the Original Inshore Offshore Analysis
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Figure 2b
- Effects of Increasing Uncertainty While Using The Same Parameters

Probability

A = Distribution of "Monte Carlo" results in the original analysis.

B = Hypothetical distribution of "Monte Carlo" results of a rollover
using the same parameters with greater uncertainty.

1) Expected Value (E.V) of the allocation will be unchanged.

2) The probability of a result in either of the tails increases.

3) The probability that the allocation is "net benefit neutral” increases.
4) The probability of a large decrease in net benefits also increases.
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AGENDA C-6a
DECEMBER 1994

The Problem Statement of the original amendment.

Problem Statement

The finite availability of fishery resources, combined with current and projected levels of harvesting and
processing capacity and the differing capabilities of the inshore and offshore components of the industry, has
generated concern for the future ecological, social and economic health of the resource and the industry. These
concerns include, but are not limited to, localized depletion of stocks or other behavioral impacts to stocks,
shortened seasons, increased waste, harvests which exceed the TAC, and possible pre-emption of one industry
component by another with the attendant social and economic disruption.

Domestic harvesting and processing capacity currently exceeds available fish for all species in the Gulf of Alaska
and most species in the Bering Sea. The seafood industry is composed of different geographic, social, and
economic components which have differing needs and capabilities, including but not limited to the inshore and
offshore components of the industry.

The Council defines the problem as a resource allocation problem where one industry sector faces the risk of
preemption by another. The analysis will evaluate each of the alternatives as to their ability to solve the problem
within the context of harvesting/ processing capacity exceeding available resources.

The Council will address these problems through the adoption of appropriate management measures to advance

the conservation needs of the fishery resources in the North Pacific and to further the economic and social goals
of the Act.
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Summary of Current Inshore - Offshore Allocation Effective Through December 31, 1995

1) Definitions, Rules, and Allocation.

Relative to definitions, rules and allocations for inshore and offshore components of the Gulf of Alaska (GOA)
pollock and Pacific cod fisheries and the Bering Sea and Aleutian Islands (BSAT) pollock fisheries:

A Definitions
The following definitions shall apply:

Offshore: The term "offshore" includes all catcher/processors not included in the inshore processing category
and all motherships and floating processing vessels which process groundfish [pollock in the BSAI or pollock
and/or Pacific cod in the GOA] at any time during the calendar year in the Exclusive Economic Zone.

Inshore: The term "inshore" includes all shorebased processing plants, all trawl catcher/processors and fixed
gear catcher/processors whose product is the equivalent of less than 18 metric tons round weight per day, and are
less than 125 feet in length, and all motherships and floating processing vessels, which process pollock in the
BSALI or pollock and/or Pacific cod in the GOA at any time during the calendar year in the territorial sea of
Alaska.

Trawl Catcher/Processor: The term "trawl catcher/processor” includes any trawl vessel which has the
capability to both harvest and process its catch, regardless of whether the vessel engages in both activities or not.

Mothership/Floating Processing Vessel: The term "mothership” or "floating processing vessel" includes any
vessel which engages in the processing of groundfish, but which does not exercise the physical capability to
harvest groundfish.

Harvesting Vessel: The term "harvesting vessel" includes any vessel which has the capability to harvest, but
does not exercise the capability to process, its catch on a calendar year basis.

Groundfish: The term "groundfish” means pollock and/or Pacific cod in the GOA and pollock in the BSAIL

B. Rules
The following rules shall apply to both the Gulf of Alaska, and the Bering Sea and Aleutian Islands:

L. Each year, prior to the commencement of groundfish processing operations, each mothership, floating
processing vessel, and catcher-processor vessel will declare whether it will operate in the inshore or
offshore component of the industry. A mothership or floating processing vessel may not participate in
both, and once processing operations have commenced, may not switch for the remainder of the calendar
year. For the purpose of this rule, the Gulf of Alaska, the Bering Sea and the Aleutian Islands are viewed
as one area, and groundfish applies to all of the species combined which have been allocated to one
component or the other. -
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2. A mothership or floating processing vessel which participates in the inshore component of the industry
shall be limited to conducting processing operations on pollock and Pacific cod, respectively, to one
location inside the territorial sea, but shall be allowed to process other species at locations of their choice.

3. If during the course of the fishing year it becomes apparent that a component will not process the entire
amount, the amount which will not be processed shall be released to the other components for that year.
This shall have no impact upon the allocation formula. _

4, Harvesting vessels can choose to deliver their catch to either or both markets (e.g. inshore and offshore
processors); however, once an allocation of the total allowable catch (TAC) has been reached, the

applicable processing operations will be closed for the remainder of the year unless a surplus
reapportionment is made.

5. Allocations between the inshore and offshore components of the industry shall not impact the United
Sates obligations under the General Agreement on Tariffs and Trade.

6. Processing of reasonable amounts of bycatch shall be allowed.

7. The Secretary of Commerce would be authorized to suspend the definitions of catcher/processor and
shoreside to allow for full implementation of the Community Development Quota program as outlined
in the main motion.

C.  Allocations

The following allocations shall apply:

1. Gulf of Alaska

Pollock: One hundred percent of the pollock TAC is allocated to harvesting vessels which deliver their catch to
the inshore component. Trawl catcher/processors will be able to take pollock incidentally as bycatch.

Pacific cod: Ninety percent of the TAC is allocated to harvesting vessels which deliver to the inshore component
and to inshore catcher/processors; the remaining ten percent is allocated to offshore catcher/processors and

harvesting vessels which deliver to the offshore component. The percentage allocations are made subarea by
subarea.

2. Bering Sea/Aleutian Islands
Pollock: The Bering Sea/Aleutian Islands pollock TAC shall be allocated as follows:

Years Inshore Offshore
1993-1995 35.0% 65.0%

These percentage allocations apply to the TAC after subtracting 7.5 percent of the TAC for the Western Alaska
Community Development Quota program, previously approved by the Secretary for 1992-1995.
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3. Unused Allocations

If during the fishing year it becomes apparent that either the inshore or offshore sector cannot fully harvest its
allocation, the excess shall be released to the other component, without affecting the allocation formula in future

periods.

@) Catcher Vessel Operational Area

A Catcher Vessel Operational Area is defined for pollock harvesting and processing during the pollock "B"
season (starting on June 1 unless changed), encompassing the area between 168 and 163 degrees W. longitude,
and 56 degrees N. latitude south to the Aleutian Islands. -The following operational rules apply to the CVOA:

A Shore-based catcher vessels delivering pollock from a directed fishery to inshore plants or inshore
motherships may operate in the CVOA if an inshore allocation remains unbarvested.

B. Offshore motherships and their associated catcher vessels also may operate in the CVOA if an offshore-
allocation remains unharvested.

C. Offshore catcher-processors cannot target on pollock in the CVOA during the "B" season.

D. Access to the CVOA is unr&etncted during the pollock "A" season.

3) Western Alaska Pollock Community Development Quota Program.

For a Western Alaska Pollock Community Development Quota, the Council instructs the NMFS Regional
Director to hold 50% of the BSAI pollock reserve as identified in the BSAI Groundfish Fishery Management Plan
(FMP) for release to communities on the Bering Sea Coast who submit a plan, approved by the Governor of
Alaska, for the wise and appropriate use of the released reserve. Criteria for Community Development Plans
shall be submitted to the Secretary of Commerce for approval as recommended by the State of Alaska after
review by the NPFMC.

The Western Alaska Community Quota program will be structured such that the Governor of Alaska is authorized
to recommend to the Secretary that a Bering Sea Rim community be designated as an eligible fishing community
to receive a portion of the reserve. To be eligible a community must meet the specified criteria and have
developed a fisheries development plan approved by the Governor of the requesting State. The Governor shall
develop such recommendations in consultation with the NPFMC. The Governor shall forward any such
recommendations to the Secretary, following consultation with the NPFMC. Upon receipt of such
recommendations, the Secretary may designate a community as an eligible fishing community and, under the plan,
may release appropriate portions of the reserve.

4) Duration.
If by December 31, 1995, the Secretary of Commerce has not approved the FMP amendments developed under

a Comprehensive Rationalization Program, the inshore/offshore and Western Alaska Community Development
Quotas shall cease to be a part of the FMPs.
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AGENDA C-6
DECEMBER 1994
SUPPLEMENTAL

October 25, 1994

Mr. Rick Lauber, Chairman

Dr. Clarence Pautzke, Executive Director
North Pacific Fishery Management Council
Post Office Box 103136

Anchorage, Alaska 99510

Re: Amendment 18 Revisited

Dear Clarence,

By its failure to work on a market based solution to the allocation of fish, the
NPFMC has painted itself into a coner where it is moving to extend the Inshore/Offshore
allocation for another three years. We as catcher vessel owners believe that only an ITQ
system will address the root causes of overcapitalization. However, if the council is to
pursue a second phase of Inshore/Offshore we don't want to be swept aside again in a
scheme that is based on the allocation of processing priveleges. That is exactly what
happened at the last Council meeting, when the Council declined to include a harvesting
based allocation alternative in the upcoming analysis package.

The catcher fleet in the trawl fishery has no representation on the NPFMC, and no
voice in its debates. We do expect however, that the Council is bound by law to give
serious consideration to reasonable alternatives addressing the problem statement it has
draficd. We have written the attatched letter, requesting NMFS and NOAA-GC direct the
Council to include a harvesting based alternative at its next meeting before proceeding with
the analysis.

We request that at the upcoming teleconference the Council review its action to
limit the alternatives, and to at least discuss whether it finds a harvesting based alternative
10 be unreasonable and why. We find it ironic to sce more than a hundred thousand
alternatives in the licence limitation analysis, but only two in "Inshore/Offshore”. One
might almost conclude there is an intent to drag out the CRP process as long as possible, to
provide an excuse to perpetuate an allocation to on-shore processors.

Please distribute the attatched Ictter to Council members for their review and
consideration before the teleconference. Than vou.

= P.O. Box 771
Port Townsend, Washingtion



Oct. 25, 1994

Lisa Lindeman, NOAA-GC -
Steven Pennoyer, Regional Director
Alaska Region, NMFS

Juneau, Alaska 99802

Re: Amendment 18 revisited
Dear Lisa and Stcve,

At the Sept./Oct. Council meeting in oral testimony to the NPFMC david fraser
requested that consideration be given to adopting a harvesting based allocation of BSAI
pollack to replace the processing based allocation upon the expiration of Amendment 18.

Despite specific advice from NOAA-GC Lisa Lindeman that the Council has an
ongoing obligation under NEPA and other law to consider all reasonable alternatives, there
was absolutely no discussion by the Council as to whether the Harvester Alternative was or
was not reasonable.

The purpose of this letter is to:
1. Demonstrate that the Harvester Alternative is reasonable.
2. Suggest that the Processor Alternative has legal problems.
3. Demonstrate that the analysis will be deficient if a qualitatively
different alternative is not included for contrast.
4. Request NOAA-GC and NMFS insist that the Council comply with
NEPA and MFCMA requirements.

1. Is the Harvestor Alternative Reasonable?

The Harvester Alternative is conceptually similar to Alternative 6 from the oﬁgi%al
Amendment 18 analysis. It would divide BSAI pollack TACs between vessels that both
catch and process, and those which only catch. Based both upon the average historic
production and upon maintaining the status quo proportions of the two harvesting sectors a
Harvester Alternative would state:

1. Catcher/Processors harvest share should be capped at no

more than 50% of the pollock TAC.

2. Catchers who do not process pollock would be allowed to harvest

at least 50% of the pollock TAC.

(A sub-option could be included stating:
a. Catchers dclivering shoreside would be guaranteed the
opportunity to harvest 25% of the pollock TAC.
b. The remaining 25% of the pollock TAC could be sold to any
DAP processor, shore plant, catcher/processor, or mothership.



Another sub-option might divide the catcher portion of the TAC between
vessel greater than 125' and less than 125' addressing the shift that has
occurred amongst catcher vessels under Amendment 18.)

The problem statement in the origional analysis of Amendment 18 stated “ghe
underlying problem in the proposed amendment is one of resource allocation, where
one industry sector faces preemption by another". It is sclf-evident that to be responsive
to the problem the preferred alternative should make an.allocation to the sector that has
experienced the preemption.

The Harvestor Alternative is not only a valid option, it is the only alternative
proposed to the Council that directly addresses the underlying preemption problem.

The only sector which was preempted in the BSAI pollack fishery from a positition
of historic participation, has been the catcher vessel sector. In July of 1992 graphic
documentation was submitted to the Council on behalf of AIF showing that the catcher
vessels' share of the pollack harvest was eroded from over 90% in 1987 down to less than
40% in 1991 as the result of the influx of factory trawlers. A second graph showed the
steadily escalating growth of shoreside processing during the same period. Clearly it was
the harvest sector, not the processing sector which was preempted.

The Harvestor Alternative could include a sub-option of a guaranteed sub-
allocation to those vessels delivering to shore plants. While harvesters would prefer to
have full access to all US buyers in a competetive market, we recognize the political
pressure upon the Council to give shorebased processors some level of guaranteed
production, and that the Council belicves such authority exists. Whether or not such
authority exists (the basis for questioning this authority is detailed below), we maintain that
it is not good policy. If the Council is determined to 'protect’ shore based processors, it is
possible (though perhaps not legal) to do so within the context of a harvester based
allocation that at least leaves all buyers competing in a functioning market for some of the
fish.

I1. Is the Processor Alternative Legal?

Even with Judge Rothstein's summary judgment we believe there are continuing
unresolved legal questions about the Secretary's authority to allocate to processors under
the MFCMA and other law .

This is underscored in the recent memorandum from Aurthur Watson to Lisa
Lindeman dated Sept. 7, 1994. On page ten it states:

"On-shore processors can be distinguished from vessels and vessel
owners, pnnapaay through their activities. They do not harvest fish and their
operations have no direct impact on the resources of the EEZ. Thereis a
tenuous link — at best — between measures that merely affect the subsequent
on-shore transfer or processing of those resources. "



The same paragraph comments upon the difficulty in justifiying a sysytem which would:
"result in the U.S. government dictating to foreign-controlled on-shore
processors which customers they could or could not do business wuh
possibly with major financial implications. "
One would hope the law embodies a similar concern for the freedom of U.S harvesters to
choose to which processors they sell their catch.

Another recent memorandum provided to the Council Sept. 20, 1993 by NOAA-
GC Lisa Lindeman on "Magnuson Act authority to allocate fishing and processing
priveleges to processors" also seems relcvant to Inshore/Offshore discusssions though it
was written in the context of IPQ proposals. On pages 8 it states:

"On-shore processing does not constitute " fishing" as that term is defined by

the Magnuson Act."
Continuing on pages 8 & 9 it states categorically that:

The Councils and the Secretary do not have the authority to create and allocate

on-shore processing priveleges.
The opinion continues by responding to the possible agrument that subsection 303(b) (10)

of the MFCMA would provide such authority where it allows the Council to -
"prescribe such other measures...or ...restrictions....necessary and appropriate
Jor conservation and management of the fishery. "
Since these same arguments have been used to justifiy an On-shore allocation under
Amendment 18 -
" Establishing an IPQ (substitute On-shore allocation - d.f.) would achieve the
Magnuson Act' s economic and social goals because on-shore processors
would be at a competitive disadvantageand possibly driven out of business
as the at-sea processing sectoruy drove up the price of fish. An IPQ (substitute
On-shore allocation - d.f.) system would balance the playing field so that
on-shore processors and the communities that benefit economically, socially
and culturdlly from the existence of an on-shore processor would be protected.
the response in the final paragraph on page 9 seems instructive.
" This argument fails to withstand scrutiny on two grounds. First, subsection
303(b) (10) was not included by Congress as a means for the Councils and the
Secretary to circumvent any limits on their authority contained in other sections
of the Magnuson Act. Subsection 303(b) (10) provides the Councils and the
Secretary with the discretionary ability to develop measures not enumerated in
subsection 303 (a) or (b). To interpret 303(b) (10) in such a sweeping manner
would swallow up the other provisions of the Act. Second, there is nothing
within the subscection to expand the definition of fishing."

While the opinion goes on to say that the defacto creation of an on-shore quota by
an action taken to limit at-sea processing may be acceptable as an indirect consequence of
such action, one has to wonder if in the case of Inshore/Offshore, this is an incidental by-
product, or the whether the goal is to circumvent the Act.



In light of the requirements of the National Standards which explicitly states that
the "allocation of fishing priveleges must be fair and equitable to fishermen.", one
wonders why such a legally questionable processor based approach to allocation is being
pursued, while a harvesting based allocation is not even given the curtesy of disscussion by
the Council.

If indeed a stop gap allocation measure has merit as a neccesary detour on the road
to CRP, it would be unfortunate if the Council boxed itself in by rejecting viable options
out of hand, only to find itself with a choice between a wide open derby and a legally
flawed allocation to on-shore processors.

III. The Need for Contrastng Alterntives in the Analysis

If one considers a wide open derby the worst of all possible worlds, the Council can
justify any action if that is the only alternative to which it contrasts a proposed action. Ask
someone whether they want their head or their arm chopped off and they will generally
choose surrendering their arm. Add a third choice of being given a candy bar and they will
generally chose the candy bar, thank you very much. The analysis will suffer if a
qualitatively different alternative is not included to provide contrast.

Afier the initial rejection of Amendment 18 in 1992, a number of catcher vessel
owners made claims that they would be made worse off relative to the status quo ante
while on-shore processors would be made better off by adoption of a processing based
alloction (then Alt. 3). In arguing for the continued consideration of the harvesting based
alternative (then Alt. 6) it was stated that under a processing based allocation several things
would occur, including:

1. A tendency toward vertical integration as processors aquired control/ownership of
catchers.

2. Harvesters' ability to negotiate price would be affected under a processing based
allocation.

3. The profit center would shift from the harvesting sector to the processing sector.

4. Less rent would be captured by US citizens due to profit taking in the foreign end of
vertically integrated operations.

It could be argued that the Council dismissed the Flarvester Alternative after the
initial rejection of the processor bascd allocation by the Secretary because they felt the
Amendment 18 analysis had sufficiently examined those assertions from a theoretical
standpoint. We now have three seasons of real world experiance with a processor based
allocation and the analysis should re-examine these assertions in light of that experiance,
before dismissing an alternative approach to the preemption issue.

IV. Request for Policy Enforcement by NMFS/NOAA-GC

It would have been our preference that the Council had moved expeditiously
toward an ITQ management system, which in our opinion is the only approach to truly deal

4



with the root problems inherent in the Olympic system. Recognizing the Council has not
done so, we desire the inclusion of the Harvester Alternative in what is called the
Inshore/Offshore package.

We believe the Harvestor Alternative begins to rectify the underlying preemption of
the catcher sector by the catcher/processor sector at the harvest level, while leaving the
allocation of processmg rights to a functioning market. As such, it complics more closcly
with the guidance given the Council in Dr. Knauss' letter.

We believe the Harvester Altemauve is a more legitimate altemattve from: both a
policy and legal standpoint, than the processor based alteinative. Whether the Council
agrees with us or not is their choice to make after the analysis, not before it. These issues
can only be decided if the Council debates them on their merits. At a minimum the
Council is required to state why they are not considering an option that has been brought
before them in public testimony. The fact that the harvest sector of the pollack fishery has
no representative sitting on the Council does not relicve the Council of the obligation to
seriously evaluate alternatives proposed by harvestors.

We request that you require the Council to either include the Harvester Alternative,
or explicitly state why it is not a reasonable alternative.

Thank you.

cc: Rollic Schmitten
Richard Lauber
Governor Mike Lowry
Senator Patty Murray
Senator Slade Gorton
Rep. Maria Cantwell
Rep. Jolene Unsoeld



INDUSTRY LETTER
INSHORE/OFFSHORE and POLLOCK CDQ

ANALYSIS

The undersigned members of the North Pacific fishing industry respectively request the
Council to expeditiously take action to extend the current inshore/offshore allocation and
the pollock CDQ program while a comprehensive rationalization plan is developed.

The North Pacific fishing industry believes extending the inshore/offshore allocation and
the pollock CDQ program will preserve stability in the groundfish industry during the
period required for the Council to develop a CRP system. Inshore/offshore and pollock
CDQs were passed to serve as a bridge to comprehensive rationalization. It has taken
longer to accomplish this objective than the Council anticipated when it passed
inshore/offshore and pollock CDQs.

To accomplish the extension, the industry requests that the Council focus analysis on the
benefits of reauthorizing an interim inshore/offshore allocation and CDQ pollock program
to maintain stability in the industry during the CRP development process, compared to the
consequences of not continuing the present allocation and program. These alternatives are
appropriate as they address the original problem of maintaining stability until
comprehensive rationalization is reached. Therefore, we ask that the analysis to be
completed during the next few months be focused on assisting the Council to:

1.)  Identify which alternative — an extension of the current interim
management measures, or a revision to pre-inshore/offshore and
pollock CDQ management — is least likely to cause economic
dislocation and instability, and thereby allow the Council to
accomplish its long term objectives through CRP in a predictable
fishery management environment.

2.)  Conduct a qualitative assessment of the impacts which might occur

if the status quo is disrupted by a reversion to pre-inshore/offshore
and pollock CDQ management.

Lot Hod Rl

?om & F Miefsen Karl Ohls
Bristol Bay Economic Development Corp. Western Alaska Fisheries Development
Association
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DECEMBER 1994
SUPPLEMENTAL

ALASKA OCEAN SEAFOOD

LIMITED PARTNERSRHIP

November 30, 1994

Mr. Richard B. Lauber, Chairman

North Pacific Fishery Management Council
PO Box 103136

Anchorage, AK 99510

Re: Agenda item C-6 Inshore-Offshore (CVOA)
Dear Mr. Lauber:

Alaska Ocean Seafood Limited Partnership files these comments in opposition to the CVOA. The
Alaska Ocean partnership owns the vessel ALASKA OCEAN, which is the largest and one of the
most modern surimi trawlers in the U.S. fisheries.

1 am general manager of the partnership and principal captain of the ALASKA OCEAN. 1have been
involved in the Alaska crab and groundfish fisheries for some 25 years, and have owned and operated
vessels engaz,ed in the pollock fisheries since 1982. My partners and I committed to the ALASKA
OCEAN project in 1987; following intensive design and shipyard work, the ALASKA OCEAN
entered the BSAT pollock fishery in 1990.

Alaska Ocean has opposed the CVOA since the concept was first proposed, continues to oppose it,

and strongly urges the Council not to continue the CVOA beyond its existing 1995 sunset date.

Having listened to the testimony and Council discussions of the CVOA, and having reviewed the
documents promulgating the CVOA, we remain at a loss as to what possxble justification there could
be for establishing this area.

Implementation of the CVOA has had the effect of excluding the ALASKA OCEAN from an area
that was once the source of a substantial amount of her catch. The supposed rationale for this is a
perceived potential for factory trawlers to preempt coastal communities (i.e., shoreside processors)
from access to the fishery resources in the area. The supposed justification for excluding factory
trawlers from access to the resource is an assumption that factory trawlers can simply migrate to
other fishing areas. Alaska Ocean believes that these perceptions and assumptions are erroneous and
that a program based upon them violates the purpose of the Magnuson Act and the National
Standards of that Act . ,

‘ 2415 T Avenue P 0. Box 190 Anocortes, WA 98221
. Phone: (206) 293- 6759 Fax (206) 293 6232 Telex 883481
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" To understand Alaska Ocean's posrtton of the CVOA itis ﬁrst necessaty to understand the reahtres, o
rather than the assumptions, of the CVOA program. ‘The Secretary of Commerce noted in his final -

approval of the CVOA that “[t}ime was insufficient to access the true [alternative] opportunity cost

to the at-sea sector...." Lacking that assessment, the Council simply adopted a plan based on the
assumption of a cost-free migration to fishery resources located north: and west of the CVOA. In

actuahty, this mtgratron has proved to be anythmg but cost-ﬁ‘ee o

‘ Among the costs to the ALASKA OCEAN are

Loss of access to a substantral port:on of her tradmonal resource

'Ihe need to transit the CVOA to access her peumtted ﬁshmg grounds, a transn wluch SRR
incurs all standard vessel operatmg costs and generates absolutely no revenue.” -

A decrease in efficiency wrth respect to: recovery ratro spwd of producnon, and . b f‘\
quality and nature of product resultmg from the need to fish to' the far northwest of S )

o Loss of producnon from nme by more than doublmg the trans:t trme to oﬁload and \ f R
. e-supply mDutchHarbor . - SIS U NPT

the CVOA where fish stocks have proved to be smaller in'size than in the CVOA x L

o Increase in crab and longhne gear conﬂtcts m the areas where the ALASKA OCEAN . L
' '.mustﬁsh o .‘

| Decreased ﬂextbrltty to adjust operatrons to accommodate concems about byeateh _} o
| a.nd other concerns of a su'mlar nature. - . , o

Alaska Ocean cannot accept the notion that these eﬁ'ects arein anyway oﬁ'set by a presumpnon that -
a possible effect on:onshore facilities might be avoided. ‘Nor: do we beheve that such effects are
penmssﬂale under the Mag,nuson Act.

L

CVOAI ON'I'RAR 10 [HE SES OF G JSON A 'r.' "

;By its very utle and terms, the Magnuson Act is aimed at conservatxon of ﬁshery resources.

The CVOA has absolutely nothing to do with conservation and neither the Council nor the -

. Secretary have ever even bothered to argue that it does. On the contrary, the CVOA was
established without analysis of the nature and migratory patterns of the stock.in the area,

 especially vis-a-vis the relationship of that ‘stock-and stocks occurring in non—CVOA areas. -
One result of this lack of attention to conservation has alréady been noted - factory trawlers -
are hemg forced to harvest stocks that are smaller in size than those oceurring in the CVOA.
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E CV LAT] NAT ONAL DS OF THE MAGT\ sON

ng@ﬁm@gﬂl Thls Standard requtres conservatxon and management measures ‘v

1o achieve optimum yield from each fishery. - As described above, the CVOA actually - S
- ... diminishes yield by reducing, for a major segrnent of the mdustry the value of the AR
. product resultmg fromits. fishing eﬁ‘orts . ; LR o

. M!an;l_lmr_ Thls Standard requu'es that conservatton and mﬂ ] em em
" _measures be based on the “best scientific information available.”. But the CVOA - - -

program was implemented on the basis of virtually no scientific analysis of the stocks

* " atall. Indeed, the only scientific data readily available on the record is the Secretary’s.- . -

~ -observation that harvesting methods ‘are. identical for catcher vessels and factory = ©

. .- trawlers - -an -observation. whtch obvxously provndes absolutely no basxs for
o dlstmgutshmg between the two groups A

. ﬂa_tm@_&gndar_d_& Standard 3 reqmres that ﬂsh stocks be managed throughout o EER
* - their range." A program in which theére was no analysis of the migratory pattemns of
. the mvolved stock can. scareely be v1ewed as conformmg to tlns Standard

S Nggngl_s_tgn_d&, Th:s Standard, whleh deals W1th allocatlon of ﬁshmg pnvﬂeges DR
among U.S. fishermen,. requires such ‘allocatioris to be fanr and equitable to all -

" fishermen; to be reasonably calculated: 16 promote conservation; and to avoid, - -
. acquisition of excessive shares. AiaskaOceanbeheves that the CVOA faﬂs under this

Standard for several reasons

- '(-1):' The CVOA is nelther faxr nor equttable lt places a sngmﬁcant pomon of the R g
-  groundfish resource outside the reach of 2 large segment of the‘industry, at  ~ - ..
significant cost to that mdustry, and does so o prevent eﬁ‘ects that mtgh SRR

‘otherwise happen

It is interesting o note that, on at least two prior occasions, the Secretary has = -

- ‘rejected Council proposals to exclude foreign fishermen from certain fishing -

. -areas. Yet, without basis or Justtﬁcanon, the Secretary acceded tothe CVOA, ~ -
- . which excludes 1.8. fishermen: - Under ‘thé Magnuson Act Standards, .0 .
" allocations among LS. fishermen are subject to" a much higher degree of il

: scmtmy, serutmy Wthh the CVOA does not pass

) The CVOA is also unfair because 1t dtscnnnnates among segments ofthe . L .
.. " industry on & basis that is over-inclusive; . Specifically, the CVOA is builton: ~ © i

the gsumpuo that factory trawlers have wxde-rangmg mobility while

R ;catchers semng inshore- processors do not Thts is an unvenﬁed assumptxon L
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o ':(3),- ; '"As dtscussed above the CVOA is: not reasonably calculated 10 promote‘ : 4

| conservatlon, lIl fact lt 18 not calculated to aclneve consewatlon at ell

R (4) B The CVOA is aclmlly deslgned to.create ratherthan avoxd excessive shares, e :‘

- " because it takes from one segment of the industry. & resource that the segment
: has been usmg, and awards lt to another segment that has not been usmg it. -

. Ngngngl Standard Natlonal Standard 5 requlres conservatton and management T
measures to promote eﬁcxency and prohibits measures thiat have economic allocation ™
- as their sole purpose. ‘We have alfeady desciibed the nefﬁcnenc:gs imposed onthe ..~ . -
. ALASKA OCEAN by reason of the:-CVOA. - It only’ reinains to be said that the DRAL
' CVOA is patently an economic allocation and notlung but an economic a.lloeatlon o
' In promulgatmg the CVOA regulatxons, the Secretary candldly adrmtted

SO Although the supplemental analyS1s for th1s amendment pro;ects ﬁ.tture losses e
+. . for the offshore fleet and gatns for the inshore sector, the 35/65 allocation” - :." . .
.+ coupled with the CVOA is justified based on the resulting stability and . .. .-
RN preventton of potential preemption on behalf of the inshore sector and the S e
o o kehhood of beneﬁts that would accme to Alaska coastal commumtles B

- (Emphasns added ).

In other words the CVOA. gwes an allocatlon of resources to the mshore sector at _' j"‘- :
~ the expense of the factory trawler fleet in.an effort to realize hoped-for economic =

beneﬁts for Alaska coastal communities. (Iromcally, the program then potentially

diminishes even those benefits by granting CVOA access t6 catcher boats and their o B
~ - large, mobile mother: shlps, vessels that- have no necessary connecnon to-Alaska o

coastal commumtxes )

. mm&mm_ ‘This Standard eﬁ'ecuvely requn‘es the Councnl to recogmze and i
" account for the fact that fishermen fish where the fish aré. The CVOA program - °

blatantly ignores this requirement by ousting the factory trawler fleet from one of its

traditional and most productive ﬁshmg areas and forcmg it to relocate at cons:derable o e

cost, to other fishing grounds

B wluch resnlts‘tn eccordmg CVOA pnvlleges to: sorne eatcher vesséls that ete ’ '.,

. s into thie area, large mobile catcher -
R -veesels that tradm<:nally have supplled those shxps ¢an also access the CVOA. Lo o
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- G MM.S@.QL Standard 7 reqmres conservauon and management measures to

. - minimize costs and- avoid- -unnecessary. duphcatlon The ‘CVOA is an unnecessary -~
* ‘management measure that does not: promote’ «conservation and is aimed solely at . .-

achxevmg hoped-for economic beneﬁts for some Alaskan communities. As such, it

o : is a prime example of a management’ measure: that j increases rather than decreases. - . .
~ costs and that, accordingly, violates this Standard, ' The CVIOA further violates this . =~

* Standard because it encourages inshore facilities: to devélop more processing capacity

- to reahze on the CVOA 81100311011, capacxty that already exists in the. oﬁ'shore ﬂeet o g

L1

For all of the above reasons, Alaska Ocean urges the Councll to dnscontmue the CVOA on 1ts SN
1995 sunset date zfnot sooner G LT P

- We apprecnate your cons:derauon of our wews

» Smcerely, L

: General Manager




