AGENDA C-7
JUNE 1988

MEMORANDUM

TO: Council, SSC, and AP members

FROM: Clarence Pautzke
Executive Director

DATE: June 13, 1988

SUBJECT: Joint Venture Policy

ACTION REQUIRED

(a) Review of joint venture fisheries under the Olympic System.
(b) Approve any proposed policy changes for public review.

BACKGROUND

In April the Council requested Larry Cotter to draft a discussion paper on the
shortcomings of the Olympic System. His paper, sent to you on June 2, is
under item C-7(a). It was sent to industry on May 20 and their comments are
provided under C-7 supplemental.

The Council's current policy [item C-7(b)] calls for all joint ventures to
fish on pooled JVP by species and area. This has always been the practice for
joint ventures off Alaska. Once a nation's permit applications are approved,
its associated companies are free to fish any JVP species until it is gone.
Until recently most companies have harvested their -full request:

Year Request Catch %
1988 1,969,731 1,072,000 54%
1987 2,001,066 1,324,231 69
1986 1,122,875 1,221,735 109
1985 906,435 - 883,567 97
1984 561,262 554,212 99
1983 353,960 342,949 98

*¥as of June 4

The Council held major reviews of the Olympic approach in June 1986 and in
June 1987. In 1986 the Council's Permit Review Committee considered company
allocations but recommended no changes for 1987. The Council adopted the
recommendation in 1light of the 1limited resources available to monitor
allocations on a company basis. The Permit Review Committee also recommended
that because of the complexities of changing the Olympic system and the
limited entry overtones, the subject was more properly considered by the whole
Council, not the Committee.
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In June 1987 the Council's Policy and Planning Committee once again considered
company allocations but recommended no policy change. Among the concerns with
shifting to company allocations was the difficulty of rank ordering the
criteria in the policy. Using them at a company level would require
confidential information, much of which would be unverifiable at the Council
level. Such a review also would take considerable time at the December
meetings. As a result of the Policy and Planning Committee discussions, the
Council chose to continue the pooled JVP approach for the 1988 fishery.

Any changes that the Council may wish to make to the policy for 1989 should be
sent out for public review over the summer. With a final decision in
September, the new policy could be sent to the industry in preparation for the
December permit review.
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June 17, 1988

Mr. James 0. Cambell, Chairman

North Pacific Fishery Management Council
P.0.Box 103136

Anchorage, Alaska 99510

Re:  Alternatives to the JV Olympic System

Dear Jim:

Attached is a set of three alternative approaches to JV allocations. [
offer them merely as discussion points. It's my hope the Council will
continue to solicit alternatives through the month of July, perform a
brief analysis on each of the alternatives received, send them out for
public comment, and schedule final action whether or not to modify
the status quo for the September Council meeting.

incepély,
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ALTERNATIVE APPROACHES TO THE |V OLYMPIC SYSTEM
by
Larry Cotter

The alternatives presented here are intended to stimulate discussion and do not
reflect a personal preference. Each of the alternatives addresses JVP allocations
in a way which solve the Olympic System problems but which, admittedly,
create a different set of problems and concerns. These run the gauntlet from
legal to practical.

Alternative 1: Allocate By Country on the Basis of Historical Participation

Under this approach a year would be determined which would then serve as a
base from which the average percentage harvest by country for all years from
and including the base year would be derived to determine the percentage

allocation to each country for subsequent ]V allocations. The allocation could be
made to either:

Option 1:  Each country itself. The allocation to specific countries
would, however, provide that country with substantial leverage over domestic
JV harvesters. -

Option 2:  The domestic JV company (if still in business) which
represented the US. harvesters who harvested the JV allocations during those
years. The allocation to the domestic JV company would be in an amount
proportionate to the amount of each country's total JV harvest during those
years which the domestic JV company harvested. The allocation to the domestic
JV company for a share of the country's JV allocation would have 1o be

processed by that country -- the allocation could not be shifted to another
country.

Alternative 2: Allocate By ]V Company on the Basis of Historical Participation

Under this approach a base year would again be determined from which the
average percentage harvest by domestic JV company for all years from and
including the base year would be derived to determine the percentage
allocation to each domestic JV company for subsequent JV allocations. The
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allocation would be made to each domestic JV company and that company
would be free to choose its own foreign partner.

Alternative 3: Allocate on the Basis of “Fish and Chips"

Under this approach countries and/or domestic JV companies would present the
Council with a "bid" for a certain amount of JVP allocation. The bid would
specify what was being offered in exchange for the allocation. Provisions, such
as Letters of Credit, etc., would be developed to ensure the entity offering the
bid would be capable of following through on its proposal. Subject to applicable
law, there would be no limitation on the type or extent of the bid.

The process of picking and choosing among the bids to determine which are the
most attractive to the Council and should be awarded is inherently subjective.
The establishment of a "point system and accompanying criteria” will not
eliminate subjective conctusions. Therefore, it would be misleading to develop a
point system which theoretically would eliminate the subjectiveness. The
development of criteria itself specifying the form bids should take, the collateral
necessary to insure the bid, a general set of "Fish and Chips" items which are
particularly attractive to the Council, etc., seems to make sense.

In order to provide the winning bidders adequate time to prepare for their
fishing year, the decision on who wins the bids for the following fishing year
should be made at the September Council meeting. Since the Council does not
determine final DAP, JVP and TALFF allocations until the December meeting the
extent of a winning bid's allocation would have to be contingent upon the
December Council decisions. Although this poses some problems for the bidders
since they will not know in advance the exact amount of allocation which may
be available, they will have a fair indication -- just as they do now --of what
will be available for the next year based upon a variety of factors including the
current vear's DAP production, etc.

Should this alternative be adopted and the September Council meeting be
selected as the bid award date, the alternative could not go into effect until
1989.
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Dear Mr. Pautzke, | f e

| would like to make a few comments in suppert of retainﬂrjg tﬁ“ﬁ?@’ —
the olympic system in the council's joint venture policy.

The olympic system is far from perfect. Nevertheless, similar systems
have, in our domestic fisheries, proven to the best way to guarantee some
level of fairness, equity and competition in the harvest of most species.

The majority of the problems listed in Mr Larry Cotter's asessment of
the Olympic system are not problems specific to the system itelf. Most of
these problems have arisen purely from increased pressure on the
resources caused by the rise of DAP, the decline of some stocks and the
shift of production resources from TALFF into the JV arena. Many of the
problems cited by Mr. Cotter can most efficiently be solved by time and
area restrictions, gear restrictions, voluntary restraint by the industry,
and other regulatory methods. Allocation by nation or company would
introduce artificial inefficiencies into the harvesting of fish which would
vastly exceed anything now seen under the olympic system. | don't think
there are too many good arguments why fish shouldn't be harvested in
anything but the quickest and most efficient fashion available.
Artificially extending fishing time to catch the same number of fish is
hardly in the interest of economy, efficiency or safety.

It appears to me that the real impetus for changing from the olympic
system comes from the council's 10ss of TALFF to use in its "Fish and
Chips” policy. | think the council should take a very hard look at whether
it is now appropriate or useful to try to regain this lost leverage. Joint
ventures are already in decline, foreign investment in the domestic
industry continues to increase and the domestic industry is growing at a
rapid rate. It is obvious to all participants in the industry that the future



lies in a fully Americanized industry. What is the point of now adding a
further level of complication and allocation to a group of U.S. fishermen
who over the next few years will already under great stress as they try to
re-deploy their equipment into the domestic industry?

As any observer of the council knows, allocations of TALLF have never
been based on any objective standards of fairness or equity. While criteria
have been established, these criteria have never been weighted as to
importance and nations have never been judged under these criteria
according to their ablility to perform, experience level in the f ishery, or
future ability to contribute. In fact any historical overview of TALFF
allocations would have to conclude that allocations were made not for
"good behavior” but rather strictly on economic might.

The return of this sort of sub jective allocation to the JV arena, | fear,
would only mean the preservation of the existing monopolies of the Bering
Sea. Small producers would be pushed out by reduction in their allocations
and the yearly uncertainty of the allocation procedure would make it
virtually impossible for the smaller producers to sign contracts with
catcher vessels pre-season. The result would be that they couldn't sign up
catchers at all. This situation would hardly be conducive to the wider
employment of U.S. catchers (already facing a shrinking market) or price
competition for fish.

We hope the council can carefully consider these points and realize that

abolition of the olympic system may present hardships which, both to
companies such as ours and to the fishermen supported through such
companies, will be nothing short of disastrous.

Chris C. Jones
President
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Gentlemen: % ‘ g

This letter is in response to your memo of May 20th requesting

comments on the existing Olympic System being used to manage
the JVP allocation.

In my opinion, the Olympic System is a very bad way to operate
the JVP allocations and it only leads to a deterioration of all
areas of the fishing industry. I have talked with a number of

7o operators and managers involved in the Bering Sea fishery and,
without exception, they all feel the same way. The Olympic
System tends to generate too much gear in the fishery; it, from
the fishermen's standpoint, depends a great deal on luck; and
it creates tremendous marketing problems. I strongly urge the
Council to discontinue this method of management.

The obvious replacement would be to return to the country
allocation. However, Mr. Cotter, in the conclusion of his
discussion paper, suggests that greater benefits may be derived
by the U.S. fishing industry. I would like to suggest that
instead of giving the JVP direct to the foreign countries it be
given instead to existing U.S. joint-venture companies. This
would have the effect of strengthening these companies
financially in the dying days of joint-ventures and give them
some aid in the transition to other phases of the fishing
industry such as marketing or processing.

In any case, if a consensus on something like this cannot be
reached, I would strongly support a return to the country
allocation versus continuing the Olympic System.

Very truly yours,

. ‘ ? e : ’;"j\ b .
{ John 0. Daly
\ Chairman %

JORsAARciFIC: 25-12 SHINMACHI 3-CHOME, SETAGAYA-KU TOKYO 154, JAPAN (03)420-3695
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Mr. Clarence F. Pautzke .

North Pacific Fishery Management Council |,

P.O. Box 103136
Anchorage, Alaska 99510

RE: Joint Venture Policy

T et

Dear Clarence:

On May 20 you sent out a request for comments 61 NPFMC-joint-venture-——-—:"
policy and the Olympic access system. Alaska Trawl Fisheries, Inc., (ATF) manages
a modest joint venture operation targeting primarily on pollock and yellowfin sole.
We would like to respond to your inquiry.

As you know the Permit Review Committee and the Council have visited and
revisited this issue over the years, and Council policy incorporating the Olympic
system of joint vénture access has become well-established -- for a number of good
reasons. Joint venture fishermen and companies have relied on this policy in their
investment and business planning, and changes at this late date would have serious
economic consequences. In any event, joint venture activity will diminish rapidly as
DARP activity increases, and the nonproblem - left alone - will go away.

Some of the reasons for maintaining the status quo are these:

1. NO RATIONAL ALTERNATIVE

Several attempts have been made to devise a rational system to evaluate
the "contributions” of various nations and companies to the full development
of American fisheries. Each time we have moved in this direction we have
discovered that there are any number of "standards" which might be used in
making the evaluation, but no rational means of ranking or weighting them.
Beyond that, no objective means of evaluating an entity’s performance
against the individual "standards" has been found. As a result any such
exercise would be largely an arbitrary and subjective one, vulnerable to legal
challenge.

2. REGULATION OF AMERICAN FISHERMEN

American fishermen have well-established long-term relationships with



their foreign joint venture partners and American joint venture managers. If
certain nations or companies were denied access to the resource, they and
their fishermen would be put out of business, a direct and dramatic result.
The Magnuson Act and other applicable law make it clear that American
fisheries are to be regulated through the full Magnuson Act process and not
through a perfunctory permit review process.

3. DUE PROCESS

As regulatory or administrative activities focus on the property interests of
individuals or corporations, concepts of due process suggest that the affected
entities may demand - and must receive - individual hearings to review
actions affecting their interests. Any actions by the Council which affect the
interests of fishermen or joint venture managers would undoubtedly trigger a
significant number of demands for hearings, and appeals from adverse
rulings. NMFS/NOAA does not have the resources to provide this
fundamental due process facility.

4. LESS BURDENSOME ALTERNATIVES

Acute ({)roblems which may appear because of joint venture competition
may be addressed on a case-by-case basis -- the joint venture pollock roe
season was divided to ameliorate a perceived problem of that sort. There is
no need to develop and implement a highly complex allocative system to
meet these occasional discrete difficulties.

5. STAFF

The development and implementation of a rational system to evaluate
contributions to the full development of American fisheries - and to allocate
access to fishery stocks based on those evaluations - would require a
sitgn.ificant investment of Council staff time and energy. Likewise, provision
of the hearings necessary to uphold adverse impacts on individual interests
would place significant burdens on NMFS/NOAA. All things considered,
fishery management resources should be more profitably employed.

In conclusion, the benefits to be gained through the development of an
claborate end-run around the Magnuson Act process will not outweigh the burdens
imposed on industry and the fishery management establishment. The Olympic
system of joint venture allocations may not be lFert‘ect, but it’s 'way ahead o
whatever’s in second place. The "problem" will soon disappear, and the Council can
better spend its time looking to the future.

Sincerely,

/-

Thorn Smith
President

/A\
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North Pacific Fisheries Management CounoiT~——— o -
P.0. Box 103136 ' B S - ‘-
Anchorage, AK 99510

Dear Clarence:

I have discussed the whole idea of Olympic System and whether it
should be changed with the AHSFA Board of Directors in response
to your request for comment of May 20. The Board felt that while
the system is admittedly imperfect it should not be changed at
this point. Their reasoning is as follows:

1. No viable, agreeable alternative has been put forward
that would not radically change the whole scheme of
things and be politically and economically acceptable.

2. The JV fisheries are being phased out. The pollock
catch in particular, may be greatly reduced in the next
two vears. If JV’s are on the way out, why change the

system at this late date.

3. A market-driven process of allocation has been
informally proposed that might involve individual
companies or vessels bidding for rights to fish. This

form of allocation is tantamount to an Individual Quota
(IQ) svstem like those being discussed in the FOG
Committee. Its proper place for consideration is
there, not with JV policy,

1. It is our understanding that, while certain smaller
Japanese companies may be complaining, the larger ones
are satisfied with the status quo mainly because no
viable or acceptable alternative has emerged.

3040\Ve$:Connn0dore\Vay° Seattle, WA 98199 e el. (206) 282-2731 » Fax (206) 282-3516



I have also discussed this matter with most of the JV companies

and associations. There is unanimous agreement that the Olympic
System should not be changed basically for the same reasons I’'ve
outlined above. Further, most people, ourselves included, feel

the subject is better addressed at the upcoming Council meeting
through the Permit Review Committee and not as part of the full
Council agenda.

Thanks very much for the opportunity to comment. Please call
with any questions you may have.,

Sinﬁsrely,
J2ls

Pete Granger
Executive Director

PG:r

cc: AHSFA Board of Directors
Midwater Trawlers Cooperative
Mick Stevens
Bert Larkins
Pacific Independent Trawlers Association
North Pacific Fishing Vessel Owners Association
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Attention: CouncT (ing Iiﬂmq cover) "
FAX No. (907) 271-2817

Council Members:

I would like to woice my support for {a—contimiation of the presdnt

J.V. quota fish harvesting system. Under lthe mpic
had virtually no trouble with "chopped up" fishing season as our
catcher boats have worked steadily from January 15 until the present.
The Olympic syste;n has allowec us to compete at a rapid catching rate
in a condensed season thus alicwing our J.V. Company and vessels to

nove in other develormentel directions during the off-scascn times,

[

have

Please consider this in you decisions regarding future harvesting

policies.

sincere;.i',

L

/
L/./ //{[(’V A

2

i -
Ny L5 [ o

Charles Jaoobsen

President of Amerlcan Offshore venturcs, Inc.
Secretary/Treasurer of Northwest Fisheries, Inc. (F/V Paragon TI and F/V Pelagos)

FISHING

TEL. (2C86) 728-7600 » TLX 445280 ADVSE .

A o

b OPERATION PLANMING & MAMAGT wrm .

2121 4TH AVENUE, SUITE 1400, SSATTLE, WASTHNGTON 98121

MARKET DEVELOFMENY

FAX: (206) 441-7314
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ProFish International, Inc.

W June 20, 1988
Mr. Jim Campbell, Chairman
North Pacific Fisheries Management Council
411 W. Fourth Avenue
Suite 2D
Anchorage, AK 99501

Dear Jim,

Since the joint U.S./foreign fishing operations began to flourish,
we have been a strong supporter of the Olympic System. I believe that
the surprisingly rapid demise of TALFF is in great part due to Olympic
System policy in JV operations. Foreign nations have not been able to
try to limit JV purchases, thereby providing for greater TALFF in the
same year because the "Olympic competition” may have dealt them out of
the game with somebody else winning the pot.

1987 was probably the peak year in JV activity. The rate of
decline will be different for individual target species operations and
depend on the success of DAP development. Any Council effort to revise
or change the JV policy should first focus on the goal. If the goal
would be to provide the best market and revenue earning potential for a
fewer number of JV dedicated U.S. catcher boats, then the Olympic System
must be changed. If the goal would be to maximize the amount of
employment and disperse the earning among as many boats as possible,
then the Olympic System is probably the best for that.

Let me point out that we perceive JV operations not as allocations
to foreigners but as trade opportunities for U.S. sellers to sell to
willing foreign buyers. Trade is buy and sell -- it is not allocation
-- it is not fish and chips.

A change in the Olympic System may be needed right now, depending
on goals to be established. Some of my operations next year will be
extremely disadvantaged due to the Olympic System. My BUYERS cannot
compete in some markets and operations.,

However, for the record I must state (and I'm sure others will
support me) that "any new policy or system which attempts to apply _
subjective criteria to JV access or allocation would be totally
unacceptable and fought to the levels of judicial review. You would
probably be wasting your valuable time if you attempted to proceed in
such a direction.

If you have a geniune concern about the U.S. participants in this
sector and what the future holds for them, you might want to ask them
about which goals are appropriate during JV phase out. Please don’'t use
JV fishermen and boat owners who don’t have any viable DAP opportunities
as pawns for some last minute attempt to extract subjective benefits
from BUYERS who might not be willing to play that game.

~

Sincerely, f
- ;ﬁ/

sej M. G. Stevens

659 North 34th Street, Seattle, WA 98103 USA, 206-547-6800, Telex: 320355 PROFSH



