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Transcript--Portions of Council Inshore/Offshore Discussion, April }{, 1992

Steve Pennoyer: Mr. Chairman, I don’t know what you want to take up next, but there have been
requests that I say a few words relative to the Knauss letter and any other insight I might have on
the submission to you, so if you're starting deliberation maybe this is the time to do that, or I'm
willing to do that at another time if you want to. '

Chairman Rick Lauber: I have no objection now if you want to.

Pennoyer: We're still missing one member, I don’t know if you want to . . .
[waited momentarily for all members to arrive]

Pennoyer: I have no further written advice on the topic beyond the letter that Dr. Knauss sent to
you on March 4, 1992 regarding the amendments 18 and 23. 1 did talk to Dr. Knauss on the phone
prior to the meeting and I have some further insight in his views. And with that, maybe Ill just go
through briefly; I'm not going to read the letter but certainly some of the key parts of it are the first
page where it says, "With respect to the 93-95 allocations the record now includes cost-benefit data
showing a large net economic loss for the Bering Sea fishery for 1993 through 1995 without evidence
of enough other [unintelligible] benefits to counter that loss.” The key element, in his view, on the
second page, he talks about the approval of the first year of amendment 18, he says that this approval
will give the Council opportunity to take another look at the remainder of Amendment 18 and still
have the plan in place for implementation during 1992. He also talks about, "as demonstrated by
the approval of Amendment 23, NOAA is not opposed to the concept of an allocation between
onshore and offshore interests as an interim measure pending development of a solution to the
overcapitalization, ideally a market-based solution." He talks about instructions to the Council, that
- "the Council should examine and refine the assumptions and methodology of the NMFS
[unintelligible] economic review; the Council may wish to identify countervailing benefits, modify the
allocation percentages,” etc., etc., in terms of what you may do with that economic study. "Clearly,
a cost-benefit analysis should be appeared when it’s reasonably apparent from the size of a proposed
allocation that the cost to the nation associated with that allocation might begin to approach the level
that we are presented with by full implementation of Amendment 18." .. .(?) there’s going to be
an economic cost to the nation the second, third and fourth years of Amendment 18, I recommend
that the Council carefully consider whether losses of that magnitude can be offset by other benefits."
He goes on to say later, "I am concerned, however the economic effects of the out years of
Amendment 18 were not clearly understood at the time the Council took its action." Lastly, he talks
about "urging the Council to work expeditiously as possible to . . . (?) some other method of
allocating fish, in either the olympic system, or direct government intervention," and goes on to talk
about the fact that over the long term a program that reduces the cut-throat competition of the
olympic system and relies more on free-market decisions instead of government intervention would
seem to be the most viable alternative.

Talking to Dr. Knauss, he emphasized that based on the analysis at the time of the decision he was
concerned with the cost to the nation of the out years 2, 3, and 4 in the Bering Sea. He pointed out
that based on that analysis even for year 1 the costs may have been high if the whole year had been
taken into account. He talked about the fact that he found it hard to justify much beyond stabilizing
what we have now with the information he had at hand absent new information. He talked about
the stabilization (?) opportunity here in dealing with preemption to give the Council time to deal with
the true underlying issue of overcapitalization in both sides of the industry. So, I think basically that’s
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sort of a reiteration of what is in the letter, but I think that is the level of guidance to the Council.

Clearly, we've heard a lot of discussion on the economic study and I know there’s going to be a lot

of work on that analysis, I would emphasize again the economic study was not the only rationale for
the decision. Dr. Knauss did examine the whole record, including public input, including the
Council’s information on conservation, on the environment, on the social benefits, when he reached
the decision he did. Information we did have at the time was there were fairly large net costs to the
nation of the out year considerations. So, with that in mind he did approve the Gulf for the whole
of Amendment 23, Amendment 18 he approved at least the concept of CDQs understanding, as you
have already taken care of at this meeting, at least starting down the track, that there will be a
rulemaking on the criteria so he could evaluate exactly where the CDQs were going to go and the
benefits that would be derived therefrom, and the ’92 allocation of the B season in the Bering Sea.
There’s been a lot of discussion as to whether the catcher vessel operational area carries over into
'93, 94 and 94, and that’s not the case. Basically, the whole amendment, except for CDQs, just goes
only through the '92 season. I think I'll leave it at that, Mr. Chairman, and either respond to
questions or have further observations and deliberations go on.

Larry Cotter: Mr. Pennoyer, the cost-benefit analysis that we received this week, is it the Secretary’s
position that that analysis is sufficient to meet the analytical desires that the Secretary has?

Pennoyer: I think Dr. Knauss used the best information available to him at the time which included
that record of the NMFS-prepared cost-benefit analysis. I think he stated in his letter the Council
should examine and refine basically, if necessary, the assumptions, methodology of the economic
review. Certainly, if there’s more input to be had, if there’s more data available than was available
at the time the study was done, then I would assume that that would part of your deliberations. Mr.
Knauss is not in any way prescribing how you’re going to look at that or how it’s going to be done.
He expects that you would work with the best available people and any other information you could
get together to reach your decision.

Cotter: As I understand it, the analysis that was done did not include any work to determine
consumer surplus and is it Dr. Knauss’ perspective that a cost-benefit analytical package does not
contain all of the elements that might normally be found in a cost-benefit package is sufficient as long
as it’s based on the best information available at the time, or would we have to include everything
regardless of the length of time it may take us to do that?

Pennoyer: I think your last quote, "regardless of the length of time it might take to do it," is one
of the key elements involved. I think, again, he used the best information available to him at the
time; I think in terms of the time and the complexities of dealing with all the things you might do if
you want to talk to the economists, and ask Mort in particular if you want to get into some detail,
I think if Dr. Knauss was convinced there was no way to do that in the time available, then he would
also expect you to also use the best information available.

Bob Mace: I think it’s more the Council’s responsibility to take a look at this economic analysis. We
heard a tremendous amount of testimony regarding concerns about the inadequacy of it and 1, as a
Council member, would certainly like to see that material fleshed out. It’s very difficult to make a
decision on the basis of what I consider an inadequate analysis, failure to consider Some very serious
social concerns, and so I think that our direction should be toward fleshing that out as soon as we
possibly can.

Wally Pereyra: Steve, my concerns go even beyond that. In looking back at the Executive Order
12291 and the Guidelines for Regulatory Analysis of Fishery Management Actions which NMFS
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published in March of "90, looking back in there, one of the points which is made, and it’s made in
several places, is that when this council or any council is looking at making a major action decision
which this has been deemed, that it is a requirement that we have before us a benefit-cost analysis,
possibly of this sort, a benefit-cost analysis on the no-action alternative which becomes our baseline,
and then a benefit-cost analysis on all the reasonable alternatives that we’re going to be looking at
as a council in making our decisions. Now, I guess the question I have is, how can the Secretary, or
in this case Dr. Knauss, deem this as being adequate in terms of making a decision when in fact we
didn’t have this analysis before us when we made the June decision nor an analysis on the no-action
alternative or any of the other alternatives we were looking at to see which might have been the least
cost alternative to the nation in terms of making our decision? I'm at a little bit of a loss to see how
we can sort of fill in the gaps coming in after the fact with just one analysis on the so-called final
decision.

Pennoyer: I think you’re getting back in to the whole question of the original document and how
other people would argue how he didn’t, we’ve heard a lot of testimony, on how didn’t accept the
whole thing, so I guess it goes both ways. He had a huge bundle of public testimony, and Council
input, a lot of other factors there, he didn’t just look at that cost-benefit analysis. The cost-benefit
analysis that was done in effect did sort of take into account the no-action alternative because it used
as its base whatever that is, I mean I'm not sure what the no-action alternative is in terms of the
percent the Council might of chosen as the status quo, but the study shows 1991 as the status quo
and as I believe, Mort may rule me as wrong, it basically then did at least from a standpoint of costs
and benefits, you looked at at least the current snapshot of allocation inshore and offshore as a base
and it measured all those changes from that base, so I don’t think it’s reasonable to say there’s no
examination of. . .I guess status quo would be a word, although I'm not sure we ever defined status
quo as either relative processing capacity, 2-year, 1-year, 5-year catch history, or anything else. It
wasn’t defined in the amendment, but he did certainly have a major record in front of him and
whether the Council had that in front of them or not, we’ve argued that before and I guess the legal
opinion is the Secretary can supplement the record.

Pereyra: I'm not arguing that we didn’t have a substantial record, I'm sure it’s voluminous, but in fact
the snapshot we had was ’89, it wasn’t *91, as I believe the database we had I think it was an 89
database.

Pennoyer: I think the NMFS economic study, however, used more recent data, including more recent
catch data.

Pereyra: That notwithstanding, I still don’t see how this satisfies NMFS’ own guidelines that are
based upon 12291. .. .?? anyone talks about the benefit-cost analysis that’s required in a major
decision, the analyses, and we have one analysis on one alternative and it was made after the fact and
I still have trouble, as I had back in June, understanding how we can make this kind of major decision
without having all the tools before us.

Lauber: I seem to remember when the economists from NMFS made the report they started out
prefacing their comments on how they arrived at it and I can’t quote them exactly but, the statement
was that in a large part in fact almost all of their information came from the record, whether it was
from testimony or other studies or whatever and there wasn’t a significant amount of newly-collected
data and therefore to some extent at least for cost benefit purposes and I realize that’s only a portion
of the record, but the report that we had was a synopsis of what was already technically in the record
and presumably the Council and certainly the Secretary had that available when they made the
decision, so are you suggesting that we commission a . . . well, what are you suggesting?
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Pereyra: My point is, Mr. Chairman, is that; for example let’s take alternative 6, there’s some folks

that feel alternative 6 was a more reasonable alternative. If we had a benefit-cost analysis on

alternative 6 it might have shown that maybe the net loss is only $50 million instead of $300, that
would have been a very significant piece of information to have in our hands at the time we made
our decision. It might have weighed the way we looked at various alternatives and the one that we
ultimately selected. That’s what I'm getting at and no one has yet answered that question
satisfactorily, at least for my edification. Maybe . . . satisfied.

Pennoyer: Well, first Mr. Pereyra, I don’t know where you’re going with this in terms of where we
go from here. EO 12291 and our guidelines under the RIRs and Regulatory Flexibility Act don’t
require a quantitative cost-benefit, it requires an assessment of net benefits and they can be
qualitative. There are a lot of comments that are qualitative, you can judge for yourself how
adequate you think they were or weren’t. Dr. Knauss felt that the arguments were compelling
enough to approve the Gulf and to approve the first year in the second half of the Bering Sea. Are
you arguing that Dr. Knauss shouldn’t have made the decision he made, or are you arguing the
Council should go on from here in some specific fashion? I don’t know where you’re going with the
argument.

Pereyra: Well, I'm just trying I guess to get some understanding as to how the Secretary, in this case
Dr. Knauss, can go ahead and approve an action that does not meet his own requirements that he
set out in his own directives.

Pennoyer: Mr. Chairman, it is his beli€ye he did meet those requirements or I'm sure he wouldn’t
have taken the action he did.

Pereyra: Well, then where are the benefit-cost analyses of the other alternatives? Where are they?
We never had them.

Pennoyer: You had qualitative analyses, and actually the analysis purported to say that the benefits
were basically a push. You had input-output analysis that covered some of the actions within sectors,
agency’s discussion was that in the alternative chose those probably were not adequate to give Dr.
Knauss the information he thought he had to have, so he commissioned the cost-benefit study which,
and it’s a varying factor (?), no matter which alternative you chose, if in fact the allocation between
sectors gave you a range of things that might happen either under the status quo or the percentages,
and they’re all there, the 35, 40, 45, they're all there for different years, that you could look at. So
you saw a cost-benefit of a range of allocations. Now the of question whether you should do an
allocation of inshore-offshore was not strictly a cost-benefit, it was also a qualitative analysis based
on social benefits and again I would say look at the full record and I will guarantee you the record’s
substantial. Now, some of you may agree with it, some of you may not, but there were, I don’t know,
what, a 1,000, 1,100?, 1,100 public comments and it’s a stack about like that, including all the things
the Council did and sent in, including the supplemental analysis that he commissioned the National
Marine Fisheries Service to do, so the various requirements under the National Standards and EO
12291, sort of speak to good common sense--Do you have enough information in front of you to
make a decision given the type of information, the timing needed to make the decision, the decision
of the Council, they wanted something in place by 1992, for example, all those factors bear on it,
social, environmental, other factors as well when you look at net benefits; it’s not strictly cost-benefit
analysis and the cost-benefit analysis speaks both qualitative and quantitative assessment of costs and
benefits and depending on if you have the data or not and its available you may do it qualitatively,
so there’s quite a variation in the amount of latitude you have in any analysis you look at. The idea
is the decision-maker should have the best information available at the time and that will vary in
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judgement according to the decision-maker. Dr. Knauss felt the best information since it was possible
to do it and I think we showed it was even though some people obvxously debate and indirectly so
some of the assumptions and factors used in the study, was that study in combination with the other
factors presented in public testimony and by the Council, and I don’t know how else to tell you that
I'm not sure that I can prove to you which particular type of analysis you have to have; in his
judgement it required the things that were in front of him, including the NMES cost-benefit study.

Joe Blum: I have a couple of questions of Mr. Pennoyer. Is a part of the 1,100 public comments
the one in which my name appears first as being pro the Council action?

Pennoyer: Mr. Blum, your name appears nowhere in any type of decision document as pro. The
comments, yours was one, were separated by group for purposes of people doing work. Your
comments really judged to be more technical rather than judgmental in terms of pros and cons of the
amendment, and they could have been put in any column, certainly nothing was ever used from the
Washington Department of Fisheries or you personally indicating that you were pro or con that
particular amendment. They were simply assorted according to work [unintelligible]; it was internal
sorting, it no bearing on anybody’s decision.

Blum: I had a second question; that was just sort of to clarify for the record that those 1,100
comments may need some further scrutiny. The acoustics in this room are not particularly good, so
when you were going through your summary of your telephone conversation with Dr. Knauss I was
trying to keep up with you and you were both going fast and the acoustics were going poorly, you
mentioned something about even if year one’s half of the B season was expanded to a full year, Dr.
Knauss had some problems with that. Could you, and I don’t mean to interpret what you said ’cause
I really didn’t catch it all, but could you go back through your’s and Dr. Knauss’ thoughts on that
particular point?

Pennoyer: What I think I said, and I think you did pick up, and I'm sorry I wasn’t speaking directly
into the microphone at the time or, as is habit, going too fast, I think what he basically said was he
is very concerned, given the analysis he had at the decisions, that the cost to the nation of years 2,
3 and 4 were too high to justify, given again the data in front of him at the time. He then also said
that you could argue that year one, for a whole year, would also be a very major cost to the nation.
And, given the data that was in front of him at the time, I think if you look back in the table
presented by Mr. Miller, you'll find that at least one of those shows a full year for year one in the
Bering Sea; I know you have get around which percentage you use for inshore-offshore allocation
and recovery rates and so forth, but showed a reasonably substantial cost if you used the whole year.
And, just doing it for the B season it showed much less cost and he felt that on that basis he could
justify going for the B season.

Blum: Final follow-up, Mr. Chairman, and that would be, one of things that we have been advised
by testimony today and I think even by your words today was that we should use Dr. Knauss’ letter
as guidance and a framework or some such language was used. If we were to use Dr. Knauss’
comments and your comments today as guidance, what guidance is that, that we’ve got a lot of work
to do with respect to putting together a program for years 93, 94, 95, that will meet a reasonable cost-
to-the-nation test, or that we need to just fill in some gaps and truck this thing on down the road as
rapidly as possible? I'm trying to get a sense of the guidance, is it that we got a lot to do, or we go'/"
not so much to do?

Pennoyer: Mr. Chairman, obviously the Magnuson Act doesn’t require you to do any specific thing.
You can simply resubmit what you had, there a lot of different actions you could take. If go under

Ao
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the expedited review process instead of a new amendment you've got to stay fairly close to what’s
already been done because the expedited review reduces the amount of public comment and needs
therefore to be at least within the framework of what the public could have reasonably expected to
have seen'fthe past or during the previous process. I think Dr. Knauss is saying that unless the
analysis changes, if you sent back what you sent in the first time, his response might be the same.
How much work is involved in assessing whether that is the appropriate thing to do or whether . .
. [tape did not overlap . . .submitted, that it’s probably beyond the scope of an expedited review
process. For example, if you decided to throw in Arrowtooth flounder or yellowfin sole or something
like that, that would be well outside anything that was previously analyzed and certainly wouldn’t go
in under the expedited review. If it comes along the lines of inshore-offshore allocation of pollock
and is within, even if the percentages aren’t exactly that, but is within the scope of what you first
submitted, then you can. Now there are all sorts of. . .well, obviously, one of the things that was
presented to us this morning was going back to alternative 6 or a modification of alternative 6 and
using that and I guess at this time our judgment would be you probably could do that, but if you get
off into something entirely different than was envisioned, either in species or method of catch division
or, for example, you decide to make the whole Bering Sea an operational area for somebody, I think
you’d be outside the scope of what you dealt with originally, would require a full plan amendment
because you really ought to go back and do the full review with full public input all over again. If
it’s within the scope of what you submitted the first time, which the public has generally commented
on and the analysis, then you’re probably all right.

Cotter: I don’t want to split hairs with you, but you said we ’probably’ could do it, and ’probably’
would be all right, does that mean in all likelihood everything is hunky dory?

Pennoyer: I think the answer is "okey dokey.”

Lauber: Let the record reflect that that statement was made after extensive consultation with NOAA
General Counsel.

Lauber: Any other questions? All right, where do we go from here?

Bob Alverson: I'd like to make a motion of clarification and move that in regards to the
implementing regulations, that catcher vessels delivering to floaters in the designed closed area in the
Bering Sea, that the intent of the Council was that they would be able to do just that, deliver to
floaters within the closed area.

Pennoyer: Point of clarification, I don’t think you’ve got a closed area in front of you, I don’t think
you've got an allocation in front of you, I don’t think you’ve got a framework in front of you to
modify. I think you've got to go back to the starting point. You don’t have the catcher vessel
operational area and you don’t have an inshore allocation for 93-95, so, and I think the operational
area as well has to be part of your motion. We have certainly in this year had factors presented to
us in public testimony that there’s some changes--Bogoslof closures and so forth, and they have
changed the way the fishery operates as opposed to when we first started thinking about that, so I'm
not suggesting you have to do that, but certainly your consideration of it has to be before who can
operate in an area that doesn’t exist yet.

Alverson: I thought Knauss said it existed.

Pennoyer: Only in the B season in 92, it is; there’s nothing besides CDQ in 93, 94 and 95.
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Lauber: Dies for the lack of a second.

Blum: No, Mr. Chairman, for further clarification, I would ask Bob, were you talking about for ’92, '
because that still is an issue I believe, in the same context of the question you were raising.

Alverson: I was thinking of the B season, I'm not. . .

Blum: I'm going to second the motion so that we can have this thing fully discussed. There’s a lot
of anxiety in the audience, and probably at this table, over what these regulations are going to look
like and Mr. Alverson’s made a motion that is going to help clarify that and I think we ought to talk
about it.

Alverson: Steve, could you run through how the B season will be. . .how that operational zone will
affect the B season?

Pennoyer: The regulations are not out yet, so I can’t tell you what they look like until somebody
approves them exactly, so right now. . .

Alverson: Well, that’s what this motion. . .to clarify at least our intent. If you’re unclear and Mr.
Knauss is unclear what they’re going to write, it seems appropriate to suggest what we think you
should write. He doesn’t know what he’s going to write.

Pennoyer: Probably we’re a little beyond writing, but OK, I'll tell you, at least clarify where I think
we are in the interpretation and that is that the interpretation was it was basically an area set up to
allow or to promote inshore harvest, I'm not debating at this state the merit or lack of merit, set up
to allow and protect inshore harvests and catcher vessels that any processing unit would have to
declare its inshore or offshore, we’re using the declaration by delivery, would have to declare its
- inshore or offshore direction for the year and then would have to operate either within the territorial
seas or, in the case of motherships, if they’re going to be shoreside, or obviously outside of
somewhere if they’re going to be offshore. And the regulations as now proposed I believe say that
catcher vessels can operate in the catcher vessel operational zone. Catcher vessels as defined can
deliver to either the inshore or offshore components but the offshore component, including both
catcher-processors and motherships has to operate outside that zone. That was our interpretation
of the Council’s original motion. I haven’t yet seen anything to clarify that further so if you want to
clarify it, then that’s fine. I'm not sure that at this state something that’s probably already somewhere
up there is going to be drawn back and redrafted, but. . .

Lauber: Any further discussion?

Cotter: So, Bob, under your motion, then, a catcher-processor that decided. . .they can’t fish inside
the zone. . .but if it decides to move into the zone and take fish from catcher boats, that’s O.K. then
because now it’s a mothership, right?

Alverson: Well, I believe the catcher-processor and the floater operations are all one, aren’t they?

Pennoyer: Well, then it’s an offshore operation, including the catcher vessels, is that what you’re
saying?

Alverson: But they’re catcher vessels, why can’t they compete with other catcher vessels?
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Pennoyer: They can, but you said it’s all one and so you have the zone, not debating the merits, that
supposed to protect an inshore harvest, at least I think that’s why it was set up, so any number of
motherships with catcher vessels can operate in that zone? I don’t...anyway, I'm not debating you,
I just don’t understand what you were trying to do originally.

Alverson: 1 believe the original intent, Steve, was that these catcher boats would be able to
participate in there, which they can under what you said; these catcher vessels can operate in there
and I don’t think it was the intent of this Council to encumber them to tow their codend 50 to 60
miles outside, which is totally an impossibility, and deliver to a mothership. Was that the intent? To
allow these guys to fish in there in the first place?

Pennoyer: I don’t know, I can’t tell from the motion. . .
Alverson: It wasn’t my intent, and then not have any place to deliver their fish.

Pereyra: I think we have to go back to the so-called problem statement to get a handle on just what
the intent of this so-called closed area zone was. We have a problem statement that says that we
have a preemption problem from an inshore-offshore context and that mobility, besides the
overcapitalization issue, mobility was one of the factors that entered into that, and also that vessels
could come into this area, into this inshore area and somehow the offshore vessels preempt the
opportunity for inshore vessels to make deliveries on shore. I personally tend to disagree with that,
but nonetheless, if in fact we’re going to be setting up this zone and it’s going to be something which
is going to be responsive to the problem statement, then I think the National Marine Fisheries
Service interpretation of that particular regulation or portion of the regulation is correct, that in fact,
the offshore sector should be excluded from that zone if that’s what we’re really trying to do. I
personally feel that now we’ve got allocations between inshore and offshore the zone really doesn’t
serve a purpose, but that’s another debate. But in terms of this regulation I think that it is properly
interpreted, at least it’s interpreted the way I saw it.

Cotter: Mr. Chairman, I concur with Mr. Pereyra. I made the motion and I have gone back and look
at the record and try to refresh my memory and unfortunately the record is pretty silent in this
regard, but the motion is pretty clear. The motion says it’s an inshore harvesting operational zone
and it states unambiguously that the harvesting vessels, catching vessels, can deliver their catch
wherever they wish, but that the offshore processing entities are not able to operate in that zone
other than the 65% that they get during the A season.

Lauber: Well, I don’t know extensive the record was, but I can remember discussion of the fact,
someone asked a question, what if the factory ship was lying outside the zone, could you deliver to
the factory ship and I think the answer was, yes, they could, they could deliver anyplace they wanted
to, but the factor trawler could hot come within the zone to take delivery. Now how much more
discussion there was, I don’t know, but that was one of the things we discussed. The other question
someone raised today was the situation was could you then, assuming that we've heard that the
season may be shorter for one segment than the other, would it then be allowable that the one
factory trawler could cease processing and convert to a catcher vessel while another one would
become a mothership and you could deliver from one converted factory trawler becoming a catcher
vessel to another one that wasn’t.

Pennoyer: I guess maybe the thing to do is to get somebody to go out and get the record which was

typed up on that meeting and go back and double check whether those specific pieces were entered
or not. I think it will basically show that in fact Mr. Cotter’s interpretation is correct, but I'd like to
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have it in front of me before I definitively say that. Clarence, could we perhaps get a copy of that
quickly and take a look at it?

Lauber: O.K., without objection we’ll table the motion so we can take a look at the record.

Alverson: Question before we table it? Steve, will you be having your agency do an analysis of
biology of whether or not this operational zone is functional anymore based on the way we've evolved
to this point?

Pennoyer: Well, I don’t think we’ll . . .
Alverson: For the purposes of making a decision in August? If that’s when we make a decision.

Pennoyer: You mean separately from whatever you’re going to do. My assumption is we'’re going
to leave this meeting, appointing a team of some kind between probably Council staff, NMFS, with
I guess I've heard on economic part some industry ability to have input to the parameters and data
and go out of here looking at all aspects that you instruct us to look at and I would guess that I
would advise you here as we get into that section that you probably should do that, you probably
should look at the viability of the area given the change in the fleet operation this year, particularly
in the A season, so I hope it isn’t us doing the analysis separately, I hope we’re doing the whole thing
as a team in some fashion between now and June, then in June you’ll put it out to public réview, and
the August meeting, or whatever it is, I'm not sure when it’s going to be, but the August meeting
we've been talking about, you would actually decide whether to adopt various alternatives to send
back to the secretary.

Lauber: All right, we have on this agenda item: set alternatives and a schedule for analysis on a
revised amendment for some date, 93-95, and the other item under this agenda item is to initiate an
analysis of inshore-offshore bycatch amendment. I have no fixed idea of which one we want to take
up first, but that’s where we are.

Pennoyer: Mr. Chairman, I would suggest you do the bycatch part second after you decide whether
you really want to do something or what you want to do on the allocation, you don’t require bycatch
if you don’t have allocation.

Lauber: O.K., without objection, let’s direct our attention to item (b), set alternatives and schedule
for analysis.

Mace: It seems to me the starting point that we certainly ought to include the AP’s recommendation
to analyze a range from 35% to 45% for the onshore component. I think we ought to also analyze
the catcher vessel operating area closure that we had last year with some of the proposed changes
come to light, and I think that that’s all I'm going to comment on now. I think we have to pay some

attention as to how much staff time we have for the total analysis of this if we're going to get it out
for an August meeting.

Lauber: That’s not a motion, but do you want to make it as one?
Mace: Yes.

Dyson: Second.
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Lauber: You've spoken to you motion, is that enough or do you want to go again?

Mace: Id like to comment on number 6, proposed amendment that we had some discussion on here,
and someone’s maybe going to have to refresh my memory. As I recall, I'm the character that made
the motion last year and the original one based upon our reading of what the catcher vessels wanted,
called for 20% to be allocated to the mothership fleet, I think I'm right on that, and subsequent to
that the catcher vessels apparently had a meeting and they suggested the alternative that we finally
adopted, 35% for 92, 40% for 93, and 45% for 94, and I could be wrong on that, I don’t know. . .but
that’s as I recall it. So, I think that the Council proceeded in good faith in taking that action so I
don’t know where to go on that particular proposal so I'll leave that to someone else.

Blum: I'm confused to be very honest with you. We just had a highlight of the letter from Dr.
Knauss and we had a highlight of a phone conversation with Dr. Knauss and my interpretation of that
was that 35, 40 and 45 percent with the data presented to him at that time was too expensive to the
nation to adopt. If we are no pursuing a motion that says we’re going to submit that right back to
him, what are we going to do to address the issues that rejection to that approach raised? Are we
basically saying to Dr. Knauss if we pass the AP motion, 'Dr. Knauss, we disagree with you, take
another shot at it’? If so, then what Steve has said informally this afternoon is that we would stand
a fairly good chance of that being rejected. Does that get us anywhere?

Pereyra: Point of clarification. Bob, when you say 35, 40, 45, I assume you mean over a three-year
time proposal, sort of phase-out proposal? How are you proposing the CDQs be handled? Are they
going to be in addition to?

Mace: I thought we decided that was going to be taken out of the reserve, didn’t we, off the top?

Pereyra: Yeah, it is, but it could in fact be largely shoresxde If it is, it’s just more additional
shoreside, is that the way it’s looked upon?

Mace: No, that’s not the way I perceived the discussion on it. I thought that that was the first thing
we took off and then on the remainder the percentage would be as stated.

Pereyra: I know, but it’s going to be landed somewhere; it’s not going to be landed in the Hawaiian
Islands, it’ll be landed in the state of Alaska, or there’s a possibility that may be some done offshore,
What I’'m saying is that if we’re going to be measuring the 35-40-45 alternative against the status quo.
for example where we are today, we have to take into consideration where the CDQ proportion that’s
coming off the top is going to be landed because if in fact it is landed on shore that becomes
additional onshore. So, instead of having 45%, you wind up with something that’s probably closer
to 50% in the final analysis and that’s why I guess we have to come to some understanding, what are
we going to do with it, are we going to say, well it’s going to be landed in proportion to the 35-40-45
so that would mean that only 35% of the CDQ could be landed on shore?

Mace: Well, I'm not sure I can answer that. My perception of the community development quota
system was that it was separate and apart from the commercial industry as we perceive it and that I
guess they're going to take it off the top, I don’t know, it would apply to neither one of those two
categories, it’s more or a less a social allocation.

Pereyra: But you see, in terms of measuring. . .

Lauber: It’s been asked and answered. Mr. Hegge.
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Ron Hegge: Mr. Mace, did you purposely leave the operational zone out or is it part of this motion?

Mace: It was a part of the motion. Now, really what we’re doing here, Mr. Chairman, is developing

a set of alternatives to consider at a meeting, I suppose in August. And these are very logical
alternatives. I think we’ve had very considerable discussion on them in the AP and it would be very
difficult to ignore these for analysis and that’s simply my starting point and what I think should be
included in the analysis.

Hegge: Along that line, I guess to Mr. Pennoyer, you took some rather extraordinary emergency rule
as far as extending the sea lion closures in that zone and I would think that that would require
somewhat separate analysis over and above what we did before. You commented that there was new
information or new effects I think was what caused that action.

Pennoyer: Mr. Chairman, you have a few new things that did occur. You had the closure of
Bogoslof and some then consideration of the fishery that can occur in the A season by both the
onshore and offshore fleet and you have the 20-mile closure as well which also if in effect for next
year would have some effect on a significant part of that pollock fishing area near shore so I think
all those things should be in the analysis. You need to look at the configuration of that zone and
whether in fact both fleets would have adequate opportunity to take whatever share you assign them.

Cotter: Point of clarification to Mr. Mace. The way I interpreted your motion, is in essence that one

alternative to look at is the action the Council took last June as it includes 35-40-45% split, same
definitions, the operational zone, and CDQs are already dealt with.

Mace: That’s right, and Mr. Chairman I would assume that there’s potential for other alternatives.
I’'m simply listing two of them that stand out very apparently as a starting point.

Blum: If we want to add additional alternatives to be analyzed, do we have to add them as an
amendment to this motion or is another motion after this motion is voted either up or down?

Lauber: Probably would be better if we treated this as an umbrella motion and you wanted to add
other alternatives, but I don’t think that by voting this one in would preclude you from adding others
either, but. . .

Blum: I would make a motion, Mr. Chairman, to amend Mr. Mace’s motion to include an analysis
of status quo.

Henry Mitchell: Second.

Blum: By status cjuo I mean the present 1991 split, no operating area, and I think we need to take
the reality of the Bogoslof situation and say it’s probably going to be the reality for the next several
years, so that Bogoslof reduction would be part of the status quo.

Cotter: Point of clarification. When you say, status quo, to me that means where we are now.
Blum: I said status quo 91.

Cotter: Yeah, oh, ’91, so that would be just whatever the split was between the two components, or

does it mean no allocation, because there was no allocation in 1991.
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Blum: It means no allocation. : /A\

Cotter: Also, Mr. Chairman, as a point of clarification, I guess to Mr. Pautzke. That’s automatically '
an alternative, is it not?

Blum: I'm sorry, Mr. Chairman, but it’s not. Had it been automatically an option we would have had
an analysis of it, but we didn’t.

Lauber: I think it’s automatically an option because if all other options fail you have the status quo,
you have nothing, so if nothing else goes in, either we do not arrive at any option or decide not to
send anything in, whatever the situation is continues so. . .status quo is always a constant option if
you do nothing.

Blum: We’re talking about things for analysis and I'm asking that status quo be analyzed, that we not
be left where we are today and where we were last June, where it was not analyzed.

Lauber: Where would we be if we don’t do anything, that’s your motion.
Blum: Correct. With the Bogoslof modification because I think that’s reality no matter what we do.

Lauber: O.K. Because we didn’t have the Bogoslof completely closed, we had 200,000 tons in 91.
Something like that.

Alverson: Joe, in that option is there also an opportunity for the Council to consider a allocation
based on the 1991 historical landings? N

-

Blum: Not included within that, no I would think that. . .
[both speaking at once, can’t get it all]
Alverson: Yours is no allocation, just wild and free.

Blum: Just the way it is.
Lauber: Any further discussion on Mr. Blum’s motion?

Pennoyer: So we have a main motion, this is an amendment to the main motion to include [Blum
interjected something I couldn’t hear] Pennoyer:. . .yes, that’s the comment I was going to make. I'm
not sure we should be picking either the symmetry of the percentages or necessarily restricting
ourselves in the percentages we look at. This doesn’t require we adopt them, but if we ’'re sending
something out for analysis and we don’t know yet how the analysis may change or the assumptions
we may make or whatever, I think we ought to have a pretty good range to look at when we come
back in June and I'm not suggesting we do everything from zero to a hundred or something like that,
but I didn’t understand you originally, as the no allocation analysis, but I would certainly propose
that we look at least the 91 percentage as one end of the range we examine, so yours is no allocation
at all.

Blum: Correct, and my response to Bob was that if someone wants to do the sharing as 91 looks like
or 92 looks like, that’s a separate amendment. I would like the Council to want the status quo

analyzed. -~
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Cotter: Well, I guess I'm confused and I really need some help understanding what’s going on.
[comments from Blum] I have always thought that status quo is an automatic option and even if the
Council says it’s not, it is. In this case, as I understand it, the action taken by the Secretary in the
Bering Sea only applies to the B season and following the end of the B season then, with the
exception of the CDQ program, everything reverts back to no allocation, no operational zone or
anything else, so that is one definition of status quo. Are we together on that definition?

Blum: Mr. Chairman, I don’t wish to presume where you or I may or may not be together. What,
I'm asking for, Larry, is that we not get into the box that I think we got ourselves into in June of
1991 by not conducting full analysis of alternatives. We followed the basic default argument that
you're just making, that if all else fails we default to whatever it is that we’ve been doing. That’s all
well and good, but I want analysis of what we’ve been doing in the same context that we're going to
analyze 35-40-45, or whatever series of numbers we determine after that; I don’t just want it to be
the default, I want it to be out there and displayed and we have a chance and the folks out there
have a chance to see what it is we’re talking about.

Cotter: I guess this is where I then get confused, because any analysis on an alternative that deviates
for the status quo has to be measured against something and that presumably is the status quo, that’s
the baseline, and so we have an analysis of status quo anytime that we have an analysis of anything
that’s other than the status quo because we have to show the measurement of deviation. Are you
looking for something more? ‘

Blum: I'm looking for something more in the analysis; I'm hoping if this motion passes that included
in the cost-benefit analysis will be a cost-benefit component of the 1991 way things happened. If I
could be assured that that will be automatic in all analysis of alternatives, I could be comfortable with
withdrawing my motion, but I want to see that and I think it takes a motion to do that. If I'm wrong
I'll be happy to.. ..

[Someone called for the question]

Lauber: Mr. Alverson had a question.

Alverson: Clarification from NOAA, on page 35 of the economic analysis for pollock and cod there’s
a baseline which the gentleman indicated yesterday was of 1991. Is it your opinion that that’s always
been an option, either to choose it as status quo or to choose it as a allocation scheme?

Pennoyer: I'd say that was within the range of alternatives you could look at relative to resubmission
under an expedited review, but there’s a difference here, this using 91 as a baseline still assumes a
specific allocation and so your next judgement is to get that . . . it assumes that percentage is going
to occur, so your next question is, would it occur, you’re going to have to decide if in fact things are
basically sort of stay the same if in fact you had no inshore-offshore allocation and no operational
area, so it’s a little different than just assuming you’re going to do an allocation at the 91 level. That
would be another question and you haven’t done that one yet although I would presume that might
be a logical one to add into it at some point after you decide on this.

Blum: Mr. Chairman, what I was using among my concerns was A3, A3 starts with a 1992 assumption
of 35, then 93 is 40, and 94 is 45, and there’s nothing in that table that shows what I am asking for
to be shown and I think the Council could benefit from that information and I think the Council
could then benefit from the 1991 split if it was a mandated split; I think we could benefit from both
of those.
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Cotter: Mr. Chairman, I notice Mr. Miller chatting and maybe he might be able to shed some light
on this.

Lauber: Do you have some comments, Mr. Pennoyer?
Pennoyer: I'm sorry, Mr. Chairman, on what?
Lauber: I think Mr. Cotter saw you communicating with the economist from NMFS and thought. . .

Pennoyer: No, I think the discussion was really whether in fact Table A3 shows the change from 91,
but again I think it assumes that the '91 proportion onshore and offshore would have occurred. Mr.
Blum may be making that assumption, he may not, but he’s assuming that (if) you would have no
specified allocation you’d have status quo, which might be the *91 if in fact naturally the fishery would
assume those proportions, or it might not if you want to make the assumption that there is some form
of preemption that might occur, you don’t know that, that would be up to some type of analysis that
you would do.

Blum: Mr. Chairman, A3 does not indicate anything about ’91, it’s not as change, I don’t believe.

Pennoyer: A3, all the tables in there are done from a base year of '91, so those are changes from
91 of that specified allocation.

Cotter: So does that mean if a 1991 column was on here it could effectively show zero in each one
of these spaces?

Pennoyer: Yes, that’s correct. But again, Mr. Blum’s motion is different from that. Mr. Blum’s
motion is in fact that you would have no operational area and no allocation. It doesn’t necessarily
assume that *91. . .he’s assuming 91 is the percentage you’d end up with. The analysis would have
to show whether that’s true or not. If you believe there would be preemption you might, either way,
it might go either direction. So it’s different than just saying we’d like as an alternative to look at
the ’91 harvest levels as an allocation.

Cotter: I’'m going to vote against this motion. Tl just leave it at that.
Lauber: O.K,, are you ready for the question? Call the roll.

Pautzke: Mr. Chairman, clarification, if the motion fails I think that staff is going to go ahead and
use 1991 as a backdrop to look at changes under an allocational scheme anyway, I don’t think we
would go back to "89 or "90 and so if you tell us not to do this, we’re probably going to use it anyway.
So, [people talking all at once, couldn’t get what he said]

Pennoyer: Mr. Chairman, I don’t think that’s quite correct. Mr. Blum’s motion is no allocation, not
91, no allocation and no vessel operating area, so you have to go one step further in the analysis and
decide if in fact you believe preemption and you need an allocation to do something and you need
a vessel operational area to do something. It’s different than just looking at ’91 as a base, I believe.

Lauber: Yes, that’s my understanding of it. We have no objection to using it as a base, we obviously
have to start from the last best figures.
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Pereyra: Mr. Chairman, I think what Mr. Blum is really putting forth in his motion is that if Mr.
Blum’s motion passes, which I hope it will, it’s going to require that we really reexamine the problem
statement to see whether or not the problem statement is germane anymore because we in fact have
as part of the package which has already been approved, we have the Gulf, I would say 90%
protected, and with the possible advent of this exclusive registration zone coming up, the Gulf is
going to be entirely protected so the preemption issue is going to be different and the social issues
and so forth in the Bering Sea are significantly different. So, I think Mr. Blum’s motion is very
germane in that context, requiring that in fact this whole status quo issue is reexamined because in
fact, status quo may be a very valid alternative that we should embrace given what’s been passed so
far and given the events that have taken place, so I think it is a very germane motion and would hope
that we could support it, I certainly can.

Lauber: Call the roll.

Pautzke: Blum Yes
Cotter No
Dyson No
Hegge No
Mace No
Mitchell Yes
Pennoyer Yes
Pereyra Yes
Krygier No
Alverson Yes
Lauber No

Failed, 6-5.

Lauber: Are there any other amendments?

Pereyra: I would propose that we examine a 30-70 split as part of the suite of percentages that we
look at in our analysis.

Blum: 30-70, how so?
Pereyra: 30% inshore; 70% offshore.
Blum: Second.

Pereyra: Mr. Chairman, if you take the 1992 allocation which has been made, which is 35% in the
B season, and do a weighted average of what the percentages are for inshore-offshore, it comes out
to be pretty close to 30%. You add on top of that the CDQ issue and we’re moving up into the 35%
range for inshore, so I think that a 30-70 split allocation, to have a look at that and see how that
compares with the 35, 40, and 45, I think would be valid for us to have at this time.

Pennoyer: I'm going to speak in favor of that motion, too. I think regardless where we end up at,
and I don’t know, the analysis and assumptions may change, we may find we want to do something
entirely different than what was approved for the B season, there’s any range of things we might end
up with. But I think this Council ought to have the range of alternatives in front of us that
encompass both what’s happening currently in the fishery and what was proposed under the current
amendment, so I'm going to vote for this as well.
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Lauber: Any further discussion? Any objection? [None expressed] So ordered.

Alverson: Mr. Chairman, I have a question of NOAA General Counsel. Lisa, the motion that failed, .
that would set up 1991 as analysis for no allocation. If that is not analyzed, does that prejudice the
decisionmaking process, not having that option?

Pennoyer: Mr. Chairman, I'm not sure why it would prejudice the analysis. In other words, your
assumption is if we don’t analyze the no-action alternative it means that we haven’t fulfilled our task?
I don’t believe on a resubmission you have to do that. I think you’re looking at an allocation you
submitted. Dr. Knauss didn’t tell you it was inappropriate to do the allocation; he tells you his
concern by the effects of that allocation. I don’t think you have to do that. I again hope the original
motion includes the examination of the catcher vessel operational area and how it’s going to function.
Mr. Blum had no area, Mr. Mace had an area, and I guess we need to analyze, I'm not sure where
in between the no area and the area we are, but that I think does need to be looked at because of
the change in the fishery, but I don’t think you need to have the no allocation alternative to satisfy
the requirement in the expedited resubmission.

Blum: I'm wondering, Wally, if we included in your motion no operational area since it’s the best
estimate of 1992 split, would that accomplish what Steve is raising as a concern?

Pereyra: I'm sorry, I didn’t catch that, because I was trying to develop my thinking for making a
motion that we examine whether or not the operational zone is. . .

Blum: I was wondering by just excluding the operational zone from the present motion, if that would
give the analytical opportunity that we’re seeking,

Pennoyer: I thought the present motion passed. So, unless you want to reconsider the motion. . .
Blum: No, I don’t want to reconsider.

Lauber: My understanding of it was a straight 30-70 split, that was the only thing he said and 1
presume that meant no operational area and I assume that was for the full three years.

Alverson: Point of order. Aren’t these motions effectively amendments to Bob Maces’ main motion?
Lauber: Yes.

[miscellaneous comments regarding this-several speaking at once]

Pereyra: Mr. Chairman, I guess what I would like to see and I don’t know whether we've go enough
options on the table here to analyze this, but I'd like to see in this analysis as we go through from
30 to 45%, in my case of course we're looking at 30-70 split for the three years, that’s really what
we're looking at. In the case of Mr. Mace, we’re going 35-40-45 over a three-year period, with an
operational zone as I understand it. Is that correct?

Mace: That operational zone can be considered as another alternative I imagine.

Pereyra: I guess the question I have is, do we have enough options on the table to where we would

looking at the impacts with and without an operational zone in these two alternatives; I think that’s
something that’s needed.
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Lauber: Let’s clarify this because it might save us another motion which I think might be coming.
Would your motion, Mr. Mace, be that regarding the operational zone, that it would be analyzed the |
35-40-45, plus with and without an operational zone? In other words, operational zone is kind of
separate from it, you analyze an operational zone and no operational zone.

Mace: Yes, I considered it a separate. . . [several talking at once]

Lauber: So, we've got it with and without so yéu don’t need to make your motion.

Pereyra: Fine, I don’t like to make motions.

Pautzke: His would be with and without, too.

Lauber: And how about if your 30-70 split is with and without?

Pereyra: I would consider that friendly suggestion from the Chair.

Lauber: We’re just bubbling over with good will here.

Cotter: Mr. Chairman, as long as we’re on that type of a roll, I'd like to offer an amendment. I
moved that we also include as an alternative the establishment of a Pacific cod CDQ. -

Mitchell: Second.

Pennoyer: Mr. Chairman, before you discuss that, I think that’s beyond the scope of the original
amendment. We can discuss that, but I don’t think P. cod was in the SEIS I sent back to the
Secretary. [someone, Pautzke I think, said "it was only in the Gulf']. Pennoyer: In the Bering Sea,
I'm talking about Amendment 18, not 23.

Mace: Mr. Chairman, not all of us on this Council are jumping up and down happily in glee about
this CDQ program. I think that we want to work into it on the basis of what we’ve done so far and
learn something from it; if we try to grab too big a mouthful of duck feathers here we’re liable to
choke, I just think that what we’ve got is a good start and I'd be reluctant to expand it without some
track record.

Cotter: Mr. Pennoyer, are you saying that it is not. . .
Pennoyer: Mr. Chairman, I don’t, and somebody could prove me wrong I suppose, but I don’t think
it was in the SEIS that was sent back. I think P. cod was considered a ways back and discarded

before the alternatives were sent back to the Secretary.

Cotter: That’s correct, but one might say a CDQ is a CDQ, one might argue that too, but is that
close enough to bring it within the expedited review.

Pennoyer: A CDQ is 7-1/1% pollock in the Bering Sea, half of the reserve, it wasn’t a CDQ of half
the cod, or 80% of the cod, or 50% of the cod, or any other number.

Cotter: All right, well, I withdraw my motion.

Blum: Call for the question on the main motion, as amended.
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Lauber: Yes, any discussion? The amended main motion, are you ready for the question? Is there
any objection to the main motion as amended? Hearing none, it passes.

Alverson: Mr. Chairman, would it be in order to propose an option to be analyzed under this past
agenda item we left before the break.

Lauber: Well, I think so. We said we could handle two ways, but we were hoping we could get it
all in one. :

Alverson: I would move that the American High Seas Fisheries Assn option which was presented
to us would be included in the analysis, and that would be analysis of an option that would give 40%
to vessels that catch and process, 60% to vessels that catch but do not process, of which 65% is
reserved for vessels that deliver shoreside.

Mitchell: Second.

Mace: Steve, let’s discuss the task of analyzing this in addition to the ones you have already. Can
this be done expeditiously and in time for an August decision?

Pennoyer: The people that did the cost-benefit analysis say depending on what we do to that model
and that analysis that it could be modified relatively easily to look at the costs and benefits of doing
that because you’re still allocating a percentage to inshore and offshore. In this case you’re allocating
about 40% inshore, and then some margin that you have to make some assumptions as to which way
it would go. The folks that deal with the input-output if we think we need to do that, and the social
analysis indicate it’s going to be a considerably more extensive task. I guess it’s something we could
do and I'm thinking of a whole bunch of things we’re going to have out of this meeting that we’re
going to need for June, or heaven forbid August, that you’re going to have to look at your priorities
and what your realistic aspirations are and I guess in this particular case, why I said you need to look
at a broad range of the type of things you submitted before, this wasn’t one of the solutions you’d
arrived at before as an optimal way of doing business, inshore-offshore, preemption, so forth,
allocations, and if you don’t think it’s something you realistically think is a good viable alternative
then you probably shouldn’t give us the task and the time to analyze it. If you do, then we probably
ought to look at it.

Blum: I would have tendency to support the proposal except for the fact of something, two
something that Steve said. One is that is the Council isn’t really interested in adopting it, I don’t
think we ought to waste anybody’s time on it, the other is that it’s going to require a bunch of new
assumptions in the Cost-benefit analysis and I think what we’ve heard for the last couple of days
about the cost-benefit analysis is based on people’s concern about the assumptions that are made and
we could be stimulating hours of debate over something the Council’s not really interested in doing
anyway. I'm worried about putting before the team any ideas that are going to require a whole bunch
of creative assumptions because that’s where these things fall apart. There’s usually 10 percent that
like them and 10 percent that hate them, and 60 percent that don’t know what’s going on, and I
worry about that.

Pereyra: In our direction from Dr. Pautzke, he points out that if we’re going to have the analyses
completed by the June deadline, the alternatives must be few in number and they must be sharply
defined. One aspect of the analysis which we haven’t even touched on yet, which I think is going to
require some looking at is the I/O model. The I/O model assumes that there will be no change in
benefits but in fact we know that there are some negative impacts here, economic impacts, so in fact
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the size of the pie is smaller and that has some distributional effects, so I'd like to ask Mr. Miller if
the I/O model is something that’s going to have to be reexamined; it seems to me it does.

Pautzke: While Mr. Miller is getting his thoughts together, I'd just like to go through the schedule.
I feel that we have for the analysis on this, since the staff is going to be taken up kicking the
moratorium out to public review, too, which is going to take some clean-up, is we essentially have
from May 4 through probably the first of June which is a matter of four weeks, 20 to 25 days to do
the analysis of your alternatives and in that time we also need to engage dialogue with industry on
certain of the parameters and variables in it and so on and get something out by the 3rd or 4th of
June for a pre-review and then it has to get to the Council family by the 12th, so that’s the kind of
time limitation you have to get a good analysis of the ones that you’re seriously interested in; I hope
you’ll take that into consideration as you’re looking at all of this.

Hegge: I think I support this motion. I recall, I believe it was the testimony of Dave Fraser, that
there are significant differences in the methods of operation and capabilities with smaller vessels for
trying to maintain everybody’s opportunities during this interim period of inshore-offshore and I think
that this segment of the fleet deserves this type of an allocation and protection.

Alverson: Well, Mr. Chairman, I feel that this option is different, it’s significantly different in that
the sponsors of it have indicated, it puts the harvester in a decision of who or where may deliver
more easily as opposed to what you have now. I think there’s a fundamental difference between the
American High Seas proposal and what we adopted in terms of the decision of the skippers and I
think that we need analysis of that option. Now, if it comes down to we don’t have time, I don’t
think there’s anything preventing this Council, I don’t see anything sacrosanct about August decision
time. I think that in August or September we could tell Knauss, hey, we need one more year under
your 35% rule for us to do the analysis correct. I don’t feel boxed as some members of the Council
feel boxed, of having some finalization of this thing done by the August meeting and if this analysis

- pushed it to September it doesn’t bother me if we were able to ask for an extension of the program

that we have going into the B season this year and we could ask for that in August, or we could ask
for that in June for that matter, but I think a coming apart of the harvesting fleet as testified in front
of us; there is not a togetherness as there was back in June and this option plus the options that
we've already suggested I think cover the matrix of requests from harvesters and processors and
therefore I think it’s an appropriate request.

Dyson: I think it’s rather late in the game to come in and start another program or another tier of
fishing. I remember back in the earlier part of this debate that we turned that down and now it
comes back in front of us to muddy up the waters and I feel the same as Joe does, that it takes time
for the analysis and I'm not going to vote for it.

Pereyra: With regards to this question of analysis, it would seem to me that if August rolls around
and we don’t have any analysis completed, we just can’t all of a sudden say well, we’ll just go ahead
and roll over the 35% because in fact, Dr. Knauss said we couldn’t do that because of the A season
impact and so forth. We have to have some solid analysis and evaluations there to enable us to make
any kind of decision at all in August. So, I just think that the degree that we load up the train here
to a degree that we’re not going to get up the hill in time to see the sunrise, so I think [we] must
think very seriously about whether this proposal in fact is going to put so much additional burden that
we’re going to have slippage and not have a good complete analysis done in time.

Mace: What’s the potential. . .what impact would this have on our final decision if we delay the
analysis for a year on this particular issue, and run it for '94?
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Pennoyer: If you wanted to proceed with a separate plan amendment of some kind to further amend -
18-sub-a, or whatever this is, then it wouldn’t be on expedited review. You could do that. You could
do that in 84 for example if you wanted to try a further plan amendment. That would be a whole
new analysis, it would be a whole new plan amendment, but if you want to delay you can’t later
submit it on an expedited review if you've already submitted something else on expedited review.
That funnel doesn’t stay open for further iterations on down the line.

Mace: I have some real concerns as Mr. Pereyra does with respect to timing on this and getting a
good job done on what we already have on the table so I would prefer doing this by plan amendment
the following year if we decide to.

Blum: I think the Council is owed a fairly straight, succinct answer. If we pass this, is this going to
make it impossible for that August meeting to be productive on this particular subject, or can we get
the analysis done by August so we can have a substantive meeting. Can we get an answer to that,
from Clarence or Steve, or both? I think that’s a fairly fundamental question that shouldn’t be too
difficult to answer.

Pautzke: The analysis needs to be done by June, not August, and that’s four weeks. Steve, you've
been talking to your guys. . .

Pennoyer: Well, I guess the answer I got as I said to you before, was that the people doing just the
cost-benefit model, nothing else, think it can be adapted if the information is there which is still a
question, that they could do it reasonably quickly. But again, that’s not doing something else and it’s
also not answering how much other social analysis we’d need and so forth. Our time is very
constrained between now and the June meeting, very constrained. I guess, Mr. Blum, it’s sort of like
other questions on bycatch and other things, if that’s what you want us to do, it’s probably doable.
I don’t know if it’s going to shove something else out of the way or how you would prioritize that
when we get to the end of this meeting. So a straight is difficult. It can be done by June. What it
does to other tasks I can’t tell you because we haven’t sat down and scoped out how much is required
for that analysis.

Hegge: Maybe if we took a different approach. As I understood you Steve, right now the breakdown
is around 20% of the mothership operation, is that correct?

~ Pennoyer: How much motherships take, you mean? I thought somebody said 15%.

Pereyra: 12.8%, I believe.

Hegge: In the analysis that will be done, is it possible that we could break that amount out and
presented to us as a possible method of allocation? That would limit it somewhat. This American
High Seas is a little more involved proposal. It seems that the analysis is going to look at the amount
that is taken by motherships anyway, we would have that option at that time or maybe with the

review of the motion we could have that option to reserve an amount for them.

Pennoyer: Ididn’t hear all of your question because I was asking probably the same question of staff.
Their opinion is that we probably could do it.

Cotter: Probably?

Pennoyer: Well, until you dig into it you’re not going to know for sure.
Yy y g y going
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Cotter: I would like to know for sure. We spent a lot of time over the last couple of years thinking
things were going to get done by "x" date and the workload was great and things kept getting put off
and we’re up against a crunch at this point in time and probably really isn’t good enough for me,
particularly with all the caveats that you’re putting on it and I know as do other Council members
around this table that there are still some issues before us at this meeting that some folks feel very
strongly ought to receive some analytical review between now and June and a couple of them are
bound to get through.

Pennoyer: Mr. Chairman, all I can do is repeat, I think they can do it, I think you should not pass
unless you think it’s a serious alternative. If you think it’s a serious alternative and you think it is
really something that you need to evaluate relative to the other alternatives you have on the table
to make a decision in August, then you should do it. If you don’t, then I think it is an added
workload and I don’t think you should commission it just to be doing it.

Pereyra: Steve, in coming up with that opinion did you take into consideration that in analyzing the
zonal effects we're obviously going to have to be looking at bycatch impacts, looking a marine
mammal impacts, local depletion, distribution of fishing, safety issues, you've got certainly some social
impact issues that have got to be looked at, the losses in the offshore section, the 1/O modelling
question I raised, I still think that’s an issue that’s got to be looked at. When we're talking about an
analysis of the split between inshore and offshore there’s some environmental issues that I think are
becoming important that I think ought to be looked at. I think that if we get everything sort of just
heaped on us at the last minute I don’t think we’re going to be serving the decision-making process
very well and that’s my concern, that we’re going to so overload the system that we’re really not going
to have a finished product when we get together in June.

Pennoyer: I think Mr. Pereyra’s got some excellent points. Again, if you think after the testimony
you're heard and your consideration here, that this is a viable alternative that is a potentially good
resolution to the problem you’re trying to address, then you probably ought to say go ahead and do
it. If you think it’s pretty questionable, you originally rejected this alternative, you originally chose
as your primary alternative the direct allocation inshore and offshore; if you've heard anything to
change your mind on that, if you think it needs to be analyzed, if you think it’s something you
seriously may consider adopting, then you should tell us to go ahead and do it and I think recognizing
that it’s going to force something else out of the way. But if you’re not serious about it, then I really
don’t think you should.

Pautzke: I think, Mr. Pennoyer, when you say it’s forcing something else out of the way, it’s not
necessarily that it’s forcing a major discrete task out of the way like the moratorium or the research
plan, or another amendment package. What it’s forcing out of the way is you're taking time of your
analysts to concentrate on a whole nother range of your elements there that takes away from a more
thorough consideration of the ones that you think maybe are more serious contenders for your
consideration when you get to the June and the August meeting. It means that an analyst cannot
chase down a particular parameter as much as he would have if he had more time to do it; he can’t
give you maybe the most ironclad analysis that you would like because he diluted his efforts out over
more alternatives and I go back to what Steve said, if you think it’s a serious contender for your
consideration, serious contender in June and then in August, fine, then it’s very important to analyze,
but I think if it’s not you should concentrate your analysts’ attention on the most serious contenders
s0 you have the most ironclad analysis you can get to forward to the Secretary.

Alverson: Call for the question.
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Lauber: Call the roll. We’re voting on Mr. Alverson’s amendment which is the American High Seas
proposal.

Pautzke: Cotter No
Dyson No
Hegge Yes
Mace No
Mitchell Yes
Pennoyer No
Pereyra No
Kirygier No
Alverson Yes
Blum No
Lauber No

Fails.

Lauber: All right, do we have anything further or this or do we move on to the bycatch amendment?

Blum: I don’t have a motion but I would like to have the Council to have an understanding before
we leave today what it is we have said to staff, when we say we want the things that we have
approved to be analyzed. Are we saying we want input-output analysis, cost-benefit analysis, analysis
on impacts on marine mammals, on conservation, or only the cost-benefit analysis. Since Steve isn’t
paying any attention, I'm just beating my gums.

[misc comments]

Blum: What have we just said to staff when we said analyze the four things I believe it is we have
passed for analysis--only the cost-benefit analysis, are we going to do social analysis, are we going to
do input-output analysis, are we going to test these things against marine mammal protection, against
conservation of the resource, or what? So that when we come back together in June and again in
August none of us are overly surprised at what got left out or what got put in.

Lauber: Well, I presume it’s the full range, within the capabilities and time available in personnel
and so forth, all of the above.

Blum: Is that correct, Clarence?

Pautzke: That’s my feeling on it; I think that we have to pass the litmus test of Executive Order
12291, the Paperwork Reduction Act, the Regulatory Flex Act, and all other applicable, all plus the
Magnuson Act and those studies will have to be there to the extent that we’re capable of doing them
on the basis of available data and time.

Pennoyer: Yes, Mr. Chairman, I think we have to do, as Clarence said, the RIR and IRFA. You
_ don’t have to do another NEPA document, so whatever that entails you would not have to deal with.
We still have to look at most of the items you’ve suggested. Now some of them were looked at in
the original proposal and the percentage change may not make that much difference because we did
draw some conclusions on some of the environmental aspects, for example, that I think would
probably work over the range, but I think there’s still some other questions and I think Mr. Blum’s
response was correct, although he covered the mega-type things. I think there’s still some questions
as to how you want us to handle the discussions we had on the cost-benefit analysis, for example;
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team assumptions, we had recommendations for industry groups, we had a lot of other things that
were discussed and I'm not clear on how you want to proceed on that. Right now what we would |
proceed with, I presume would be our best job at doing the cost-benefit analysis and . 2. . it with
whatever new information was made available to us, but you haven’t discussed that. I don’t know if
you want to or not, but if you don’t my presumption is we go ahead and assemble a team, Clarence
and I, to do this analysis and we would do all the items that need to go in any normal Magnuson Act
amendment.

Pautzke: Steve, did you say we didn’t need to do another NEPA one, did I hear you say that?

Lindeman: Mr. Chairman, since the operational area was analyzed in the final SEIS, what you could
do, or NMFS would get a categorical exclusion saying that the impacts had already been analyzed in
the final SEIS and unless there was new information or new impacts you wouldn’t have to prepare
an EIS or EA.

Pennoyer: I think the assumptions on the timetable were that you would not have to. If you have
to do another NEPA document, assemble it and go out to the public review on a NEPA document,
put it back through the EPA process and so forth, you're not talking about the timetable we've
outlined.

Pautzke: Mr. Chairman, may I ask one more question, just maybe for Council direction? We have
a cost-benefit analysis which not many have seen, it’s been around for a short period of:time, and 1
was wondering, do you think it would be good for the Council to request the industry to comment
on that to us, for instance, in a very accelerated time, say within the next week or two so that the
analysts can have the benefit of industry input and comment on that, kind of a reality check on it
from your standpoint so that we could see what parameters they might have substituted, values, and
what their concerns were, and that would probably help us out, rather than, and I mean from all
sectors from the industry, just an informal comment to the Council so we would have it for the staff
to work into their analysis?

Lauber: Well, you may not have to ask for those, you may get some of them, but I think it would
probably be an excellent idea, particularly if there’s a timeframe to it, it would be more helpful to
you. Is there any objection to asking for comments on the cost-benefit analysis that we just received.
I know some have it, but. . . and do this on an expedited basis. There was some call for a peer
review but I don’t think that’s what we’re talking about here; we’re talking about a critique by
interested parties on all sides.

Pautzke: And I mean very quickly, too, say by May 1st, so we can have the benefit as we launch the
next phase of the analysis.

Lauber: Is there any objection to doing that? Hearing none, let’s do it.

Alverson: I didn’t hear a complete answer to Joe’s question on the series of things that would be
analyzed. I heard an answer "could”; I didn’t hear the answer "we will be doing these things," and
then I heard some debates on the exclusion of things. What sort breadth of analysis are we going
to be given over these things? Are we going to be giving the ones that Joe asked or are we going
to be asking for an exclusion of those things? . . .I didn’t feel we will, I said we could, Lisa said we
"could” do something and I want to know what we’re going to do.
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Pennoyer: Jay Ginter is going to describe for you the items that go into an RIR and the type of
things we’d have to do for one, not for an EIS but for an RIR.

Ginter: Mr. Chairman, we’re not contemplating an environmental impact statement or any kind of
environmental document here. We’re contemplating a regulatory impact review which is going to be
basically the revised benefit-cost analysis, not a revised benefit-cost analysis, but a benefit-cost analysis
that would be an analysis of the alternatives compared to the 1991 fishery as a base year.

Alverson: Well, Mr. Chairman, I heard in our previous debate that lost 8 to 3 that if that is all we’re
going to analyze, that the American High Seas thing could be done rather easily. And then there was
some suggestion all this other hocus-pocus was going to be done and we weren’t going to have time
and now I understand we’re back to just doing a review of the cost-benefit analysis, so. . .someone’s
not playing a straight game here.

Pautzke: Well, I told you what I thought we were doing and I don’t think it is necessarily just the
benefit-cost analysis that you have in the new document. There was a whole series of other social
analysis of the benefits and costs, there was the input-output analysis, all those things play into the
analysis that I see would be brought to you under the regulatory impact review, it is not just the
benefit-cost analysis, that would be part of it.

Blum: Mr. Chairman, this is the very reason I raised the question. Dr. Knauss said that you've got
a cost-benefit analysis that shows the cost to the country is too great for the benefits that you have
identified. So we have been asked to either come up with more benefits or look at some other
options that reduced the cost in a lay person’s terms. If all we’re going to get out National Marine
Fisheries Service is a cost-benefit analysis we don’t have the social impact, we don’t have the
environmental considerations, I think we have basically wasted the industry’s, our staff’s and our time
for the period between now and June and August and we can’t do that.

Pennoyer: Mr. Blum, I concur with you. I think Jay gave you a little short shrift on that. Would
you mind telling everything that goes in an RIR because we’re are going to have to do the social .
. .we did the social impact analysis once, I'm not sure how much additional social we have to do, but
you’re going to have to dredge up from that social impact analysis the pertinent factors affecting these
proposals, you’re going to have to re-state them, you’re going to have to write through the document.
You can’t just hand somebody a c-b analysis and say, 'we’re there, let’s quit,’; you're going to have
to put it in the framework of the impacts of your various proposals and that includes the social
impacts, so I think what Jay was getting to was the heart of a lot of the work, but I think you’re going
to have to do the rest of it as well.

Ginter: Mr. Chairman, I'm sorry if I mislead you, but basically that’s correct. The focus, as Mr.
Pennoyer said, is on the economic efficiency aspect, however, we need to look at other economic
factors as wells, the distribution of those benefits and costs are certainly part of it; the social factors,
if there’s a negative economic c-b ratio, then of course social reasons, biological reasons, other
factors, need to be taken into consideration and need to be review and discussed in the document,
so the document would be more comprehensive than just purely and simply a benefit cost analysis,
but it’s my understanding that the benefit-cost analysis certainly would be a key part of it.

Pereyra: I think this discussion we’re having is very useful, I think it underscores the concerns I
expressed with regard to the previous motion about the work that’s going to have to be done to put
this package together and have it be a useful document and complete as possible by the time we
meeting in June. In that regard, one of the questions I had is, where does one find the EIS in
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regards to the zone? We’re going to be doing zonal considerations here in various options, where
does one find that?

Pennoyer: Mr. Chairman, it’s addressed in the final SEIS; the zone is in there. Now you’re going
to evaluate the effect of a zone or no zone and the impact on the fishery, . . .

Pereyra: It’s a pretty thin analysis, I mean there are a few paragraphs in there but I don’t think you
could slip that by as an EIS for the zone with the various impacts that have been identified,
particularly now that we don’t have Bogoslof. Before, we had Bogoslof, now we don’t have Bogoslof,
and that’s had some very major distributional impacts with regards to whether that zone is valid or
not; we have a whole changing environment that we’re looking at with regards to regulations that
have gone in, to the marine mammal situation now, ImeanI...

Pennoyer: Given this year’s conduct of fisheries we put in place the 10- and 20-mile closures and our
justification was that was going to take care of a current fisheries situation which didn’t have an
operational area in place, by the way, but take care of the sea lion problem. Now you’re going to
have to re-look at that obviously for next year, but that was the assumption; we did put those
measures in place and I guess the question of having one or not having one is more. . .to me on
whether it was going to affect the allocation that you were doing rather than the environment,
because we already assumed having one did not in the SEIS did not affect the environment. Now
if you’re saying it does and the SEIS was wrong, that’s another question. :

Pereyra: I've been wrong before, so. . .
Alverson: Clarence, could you summarize where we'’re at?

Pautzke: We're going to do an analysis which is going to look at the requirements of 12291, the Reg
Flex Act and all the other things, except there will be no new EA or EIS as far as I know.

Cotter: I'd like to ask Mr. Miller a question if possible. We have had some considerable debate, as
you're aware, regarding the appropriate PRRs and we've also talked about discards and whether or
not they’re a cost or not or what have you. Is it possible in your model to do one of two things.
Either make two runs or to in essence develop a PRR that reflects the total catch by the entity,
including discards, where the PRR would be based upon the amount of product produced versus the
amount of the fish harvested?

Mort Miller: Yes, in what we did, we can make various adjustments in these assumptions and crank
out some new answers, sure. If it’s spelled out clearly so we could determine just exactly what the
issues are. . .where you want to go with it, then we could crank in those various assumptions in the
model, yes.

Cotter: Is it very difficult to do that, do you have a model and all you need to do is to modify a
variable?

Miller: That’s right.
Cotter: I would appreciate it if one of the runs you would do would use a PRR rate that is based

upon the ratio of the amount of product produced as compared to the total amount of the fish
harvest.
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Blum: Mr. Chairman, is that a motion?
Cotter: No, it’s a request.
Blum: ...? individual Council members requesting analysis components?

Alverson: The request, Larry, may be appropriate but I think we have to discuss it in the context of
timing as we did the other options of the request.

Cotter: I don’t see this as an option, Mr. Chairman. I can make it a motion, but I think that it is
not unusual for members to say, 'Mr. Pennoyer, could you look at this. . .’

Alverson: No, it’s not, but let’s have a discussion of this, Larry, and what sort of time frame
something like that is going to generate.

Miller: Well, if we. . .new calculations, I'd say a couple of weeks to do it, yeah.

Cotter: A couple of weeks in addition, or. . .

Miller: No, along with some other things. It wouldn’t be a tremendous amount of additional work.
Blum: Is information readily available or are we going to have to go out and do an industry survey?

Cotter: Mr. Chairman, I assume and this may be the problem, but I'll tell you my assumption. I
assume that we have product mix, and that we have total catch, and that we have discards. We have
reported discards and we have observer-reported discards and I assume that it would take a look at
the amount of surimi produced, for instance in the A season this year. the amount of total catch and
generate your PRR from that for both sectors. And if that information is available I wouldn’t think
it would be a big deal; if it’s not available then my request may not be possible and then I would pull
it back.

Miller: If the information is available, then it’s just a short amount of time to run the new numbers
through the model.

Pennoyer: Larry, I'm sorry, I was discussing the impact analysis with Clarence, but are you suggesting
the total catch and the total product and somehow combine them to come up with a realistic PRR?
We don’t have an independent estimate of the total offshore catch. We're semi-dependent on PRRs.

Cotter: Well, during the A season didn’t you use your best-blend approach, the observers’
observations coupled with the skippers. . .

Pennoyer: Part of that is still PRR dependent, it’s not totally independent. We don’t have a totally
independent estimate of the catch; the observer doesn’t look at the whole catch.

Alverson: Steve, do you have data in the columns that Larry has identified regardless of . . .
Pennoyer: We have an estimate, it’s not a totally independent estimate; it’s not like going out and

doing a independent survey which I haven’t figured how you do yet anyway, and coming up with a
PRR from industry records on what the actual PRRs were by. . .
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Cotter: Well, I'm not looking for you to go do some stuff that you can’t do. The other way to do
it, I guess, would be to use the PRR assumption that you have and convert that to round weight,
which you apparently do to estimate the catch, and add to it the reported discards, or your observed
discards, whichever one, to get the total catch, and then divide your product back in and then get
your new PRR and use that.

Pennoyer: When Mr. Miller did the original analysis he ran it with several different PRR
assumptions and we looked at the output from those assumptions and I will agree with you now it’s
hard to tell which assumption is actually correct because we don’t know what the PRR should be.
Mr. Miller, is it a problem to run it with varying assumptions?

Miller: No, if we're just changing the PRR, we’re talking about an hour’s work or something like
that.

Cotter: What I'm merely trying to do is to take a look at a PRR that is reflective of product
produced relative to total catch. And if it is possible to get at that through some mechanism where
there are reliable numbers, then I would hope that that could be done. If it is not possible, then I
don’t expect anybody to try and do something that they can’t realistically or reasonably can’t do.

Alverson: Steve, does that satisfy your workload concerns with Larry’s request?

Pennoyer: Mr. Cotter, your suggestion was just to look at our estimate of total catch, total product,
back divide and see how we come out?

Cotter: And then use that as your PRR estimate . . .

Pennoyer: I guess we could do that; I would still recommend we look at a range of assumptions of
PRRs in the process so when we come back in June the Council and public can see how they affect
the analysis and in the meantime try and do some of the things you’re suggesting to see if we can
come up with some better estimate. We haven’t found a way of doing it yet that we’re satisfied with.

Cotter: O.K., Mr. Chairman, lastly, I just want to make it clear that I am not attempting to have you
guys to enormous amounts of work and stress the system. If it’s not practical or possible, I would
hope that you would not do that. '

Pennoyer: We have a workshop coming up on the best blend and how we’re going to look at the
B season and in that process we’ll look at what we can stretch the observer data to and how we can
do that. I still say in this analysis the team will probably want to look at a range of PRRs and see
how they affect the outcome. :

Blum: Two points. Larry, in making that request, I hope you understand as I think I do you're going
to be bringing in a bunch more assumptions which National Marine Fisheries Service and others will
be making and every time we bring in these assumptions we’re going to raise the level of debate as
to whether those were the valid assumptions or not, so I'm not sure what you’re going to get clarified.
I do know that by taking the direction you have taken we’re going to increase the level of debate.
In that same arena, one of the issues that was continually brought up the last couple of days, was let’s
only look at the producer side. Will you be able to look at the consumer side of all of these options
and have that issue put to rest, or will that be an issue that we’ll be looking at in June and August
as well?
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Miller: I don’t see that we could do that by June, no.

Blum: I would wonder, Mr. Chairman, is the Council going to be satisfied with a product that doesn’t '
include the consumer side of the issue, or are we going to be wrapped in endless debate in the
deficiency of the analysis because of that point?

Pereyra: In relation to Mr. Blum’s comment, I only speak for myself in this regard. I can appreciate
the difficulty in trying to do the consumer side of the analysis. Whether or not you have the data to
do it, I don’t know, but if it was possible to have some sort of discussion, some sort of a qualitative
discussion of what the potential biases may or may not be, to the results from the consumer side I
think that would be helpful and maybe that’s something that’s possible as an alternative.

Cotter: I would concur with that. Earlier I had asked Mr. Pennoyer whether or not the absence of
a consumer surplus end on this model would fatally affect the Secretary’s ability to make a decision
and the answer was, use the best information you have. I think Mr. Blum’s point is an excellent one.
I think as Mr. Pereyra said, that we ought to have a qualitative report relating to consumer surplus
because I can guarantee you that people are going to start making those assumptions on their own
and some guidance would be very helpful, I think.

Alverson: Mr. Pennoyer, what sort of time frame is that going to add to the analysis?

Pennoyer: I'd have to ask Mr. Miller, what would a qualitative assessment of consumer surplus be?
How much could we do, I mean we're looking at a June time frame.

Miller: Well, I'm still a little hesitant to commit us to do that. Of course, we have pretty much
leeway in a qualitative assessment. We could look at it in a theoretical framework and provide some
assumptions on that: ’if this occurs, this will be the case;’ and ’on one hand and on the other hand.’
If that’s helpful, we can do; but if it’s more confusing I don’t know whether we should.

Alverson: I guess the question is, ’is it doable?’ and is it going to be of utility once we get it, or is
it just going to add a new level of confusion to the Council.

Miller: I suspect it might become a little misleading because we get into-all these propositions about
holding all things equal so we have a case and we might lapse into a lot of economic jargon if we got
into that without some hard numbers and I don’t know how helpful that would be. Over my lifetime
I've taken a lot of flak on this kind of jargon, so. . .

Mace: It might be dangerous to leave this outfit alone while the chairman’s out of the room, we’re
digging ourselves into a deeper hole, I think. I'd like to make a few comments for the record and
that’s what we’re doing here this afternoon. We as a Council have attempted to outline some
alternatives to assessed between now and June and we’ve been very concerned about the timing and
the quality of the product and we’ve had one proposal, the American High Seas proposal came in
and in some people’s mind it had some merit, but represented a third segment of the industry which
could have complicated our analysis and in my view at least, I don’t know about the rest of the
Council members, I was very concerned about the impact this would have on the quality of our
analysis. We have to respond to Dr. Knauss’ concerns and this is what we’ve been attempting to do,
trying to nail down all these segments that we feel needs to be covered. I think we've given the
necessary direction to the staff. I think that we’ve attempted to avoid overloading them, at least I
have and I'm sure the rest of the Council members have, and I'm hopeful and I'm quite confident
that come the August meeting we’ll be able to lock in and really nail this down. We’ve had one
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year’s experience and it’s a very tentative type of thing and I think we have build on that one year’s
experience and go ahead and document the shortages that have been pointed out to us.

Alverson: Do we have any further request to do a qualitative analysis of consumer surplus level?
If not, does that take us to the bycatch section to this, or do we have more on this agenda item?

Pereyra: If I could I'd like to revisit my concern about the operational area. I went back through
the SEIS and, granted it’s a very cursory skim through, but the only thing I can find is in Section 3.4.6
there’s about one page that’s dedicated to any sort of qualitative discussion of potential environmental
effects on the operational area. There’s no, I would say, comprehensive look at that and I guess
that’s where my concern lies. This is a very significant issue that’s come before us. There are folks
that are expressing concern about the way it’s been configured and changes in the Bogoslof fishery
and so forth and I just feel that if we’re going to be able to make an informed decision, granted it’s
going to have a lot of quantitative analysis, but if we’re going to make an informed decision I think
we need to have that specific issue looked at.

Pennoyer: Mr. Pereyra, if I implied to you we wouldn’t take a good look at that since you've
identified not having an option in all these alternatives, I was not correct. I did not mean to lead you
into that idea. We’re looking at the operational question of the allocation, the operation of the fleet,
with and without a CVOA, or whatever we're going to call it, and my comment had to do with the
need for a NEPA document, not with the degree of analysis we’re going to have to do. We're going
to have to look at the socio-economic, operational impacts of having or not having the'area and if
there’s any new information that we come across, then it might require some type of NEPA
document, if there’s any new information. So, I was not implying it’s going to get a one-sentence,
once-over-lightly; you asked for an analysis both with and without it and we’re going to have to look
at that.

Pereyra: Thank you.

Lauber: And now can we move to item ’c’ under bycatch on inshore-offshore?
[on to that agenda item]

Transcription time: 7.24 hours
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EXECUTIVE SUMMARY

The North Pacific Fishery Management Council (NPFMC) drafted a proposal to: (1)
allocate respective shares of the allowable catch (TAC) of pollock and cod catch in the Alaska
groundfish fisheries to the offshore and inshore sectors of the industry and (2) reserve a
portion of the TAC for Western Alaska community development. The proposed action would
amend the Fishery Management Plans for the Groundfish Fishery in the Bering Sea/Aleutian
Islands (BSAI) and Gulf of Alaska (GOA) areas and would be in effect through 1995.

In proposing the allocations, the Council was responding to a claim by the inshore
sector that its access to the TAC is in danger of being "preempted” by a large and growing
offshore sector. Concern was raised after instances in which offshore vessels, capable of
both catching and processing large quantities of fish, moved into areas where the inshore fleet
normally operates. The inshore fleet is made up of smaller craft that serve shore-based
processing plants.

The allocations would significantly alter the proportion of the TAC taken by each
sector; the offshore sector’s share would be lower, the inshore sector’s higher. The offshore
operators share of pollock in the BSAI area, for example, would be capped at 55% of the
TAC (exclusive of the reserve component), whereas in 1990-91 their share in this fishery was
above 75%. Concurrently, the inshore sector would gain an opportunity to nearly double its
percentage share of BSAI pollock to 45% percent. The Alaska community quota would be
half of the 50% reserve, or 7.5% of the overall TAC. In the (GOA), where the offshore
operators have been minor players, the proposed amendment grants the inshore sector

exclusive rights to the pollock TAC, along with 90 percent of the cod allowance. Pollock



and cod landings in the EEZ off Alaska in 1990 were worth an estimated $313 million in raw
unprocessed fish value.

This paper reports the results of a cost-benefit (C-B) analysis which assesses the net
national economic benefits resulting from the proposed allocations. A prior analysis by the
Council, which is included in the Supplemental Environmental Impact Statement, fell short of
providing enough information to assess whether the nation was better, or worse off, in terms
of economic efficiency, although statutory and administrative requirements highlight
efficiency as a criterion for utilization of fishery resources and stress the need to analyze the
extent to which net benefits are affected by a proposed action. The Council’s analysis was
based on application of a regional input-output (I-O) model which is designed to measure
changes in economic activity (e.g. employment and income) but does not address the issue of
economic efficiency. Cost-benefit analysis, on the other hand, is designed to examine and
measure the factors that affect the efficient allocation of resources and determine the extent to
which a public policy yields net economic benefits, or losses, for society as a whole. It is
widely recognized as the appropriate method for analyzing public sector decisions.

The cost-benefit analysis in this report focused on changes in producer surplus that
would occur under the new allocation system. Results show a large reduction in economic
benefits related to offshore operations and gains for the inshore sector. The inshore gains,
however, do not compensate adequately for the offshore losses. The proposed action,
therefore, results in significant losses in net benefits that society realizes from the Alaska
groundfish resources. According to the analysis, the net present value of producer rents (or

net earnings) in the offshore sector is reduced by $619 million over the life of the allocations
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program. The inshore sector realizes a $438 million increase in producer rents. The
difference represents a $181 million net loss to society. A risk analysis, done to take into
account the uncertainty of key variables, indicated that there is almost zero probability that
the net present value of net benefits would be positive. In the Monte Carlo simulations,
losses ranged from a possible $15 million up to $350 million, but the expected value was
$181 million.

Vessel crews in both sectors are paid on a share basis and are thus directly affected by
the changes in producer rents. Offshore crews lose $161 million while crews in the inshore
fleet gain $116 million. The remaining $45 million is either a transfer from the offshore
crews to inshore plant owners or part of the efficiency loss.

The above results do not include effects from the Community Development Quota.
Under an assumption that this quota would be added to the designated inshore allocation, the
loss in benefits increases from $181 million to $209 million. This would be a minimum
estimate of the loss. If in order to qualify for the quota, new processing capacity is built, the
investment in that new capacity must be counted as a cost to the inshore sector and be added
to the $209 million loss.

The cost-benefit analysis demonstrates that, in terms of economic efficiency, the
offshore sector has a decided advantage, notwithstanding a less favorable achievement in
product utilization (i.e. discards and product recovery rate). The net economic losses that
result from diverting offshore pollock production to shore-based operators reflects the
capability (under present technology) of the offshore sector to convert the resource into a

higher valued product at lower relative costs. In effect, the shift in production imposed by
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the allocations erodes the value the pollock stocks. Society loses a significant number of

dollars that could otherwise be put to productive alternative uses.
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I. INTRODUCTION

A proposal to allocate shares of the total allowable catch (TAC) of pollock and cod in
Alaska groundfish fisheries to designated user sectors was submitted by the North Pacific
Fishery Management Council (NPFMC) to the Department of Commerce (DOC), for
approval and implementation.! The proposal, submitted in September, 1991, was contained
in amendments 18 and 23 to the Fishery Management Plans (FMP’s) for the Groundfish
Fishery of the Bering Sea and Aleutian Islands (BSAI) and the Gulf of Alaska (GOA). These
fisheries are managed under authority of the Magnuson Fishery Conservation and
Management Act (MFCMA) which requires fisheries in the U.S. Exclusive Economic Zone
(EEZ) to be managed for the benefit of the nation as a whole.

The allocations, as proposed, would significantly alter the proportion of the TAC
taken by each sector; the offshore sector’s share would be lower, the inshore sector’s higher.
In addition, a portion of the allowable catch would be reserved for Western Alaska
community development (Community Development Quota). Under existing regulations the
TAC had been managed as a common property resource available on a "first come" basis
with no specific allocations made between sectors. This report assesses the net national

economic benefits that would accrue from the proposed allocations from the perspective of a

INote: A decision on the Council's proposal was made by The Under Secretary for Oceans
and Atmospheres, Dr. John A. Knauss, on March 4, 1992. The proposal was approved in part,
and the remainder was remanded to the Council for further consideration. (See U.S. Department
of Commerce News, NOAA 92-11, 3/4/92). This report was prepared to address the allocation
and benefit issues associated with the original Council proposal and was made available in draft
form to the Under Secretary prior to the decision. This final report is a refined version of the
earlier draft.



cost-benefit (C-B) analysis.

An economic impact analysis of the proposal appears in the Supplementary
Environmental Impact Statement (SEIS) prepared by the Council, as required by regulatory
procedures. The analysis was based on the application of a regional input-output (I-O) model
which was used to estimate the impact of the proposed action on sales, employment and
income in the geographical regions identified with each of the affected industry sectors.
Questions of economic efficiency and net national benefits, however, were not adequately
addressed in the SEIS. Impacts, or changes in economic activity, resulting from the
amendments do not reveal whether the regulatory action leaves the nation better or worse off
as a result, in terms of economic efficiency and net national benefits.

Input-Output analysis is designed principally to measure economic activity as defined
by volume of revenue, income and employment where one person’s, or group’s, revenues
represent others’ expenditures. I-O is useful for identifying interindustry transactions and
tracing the flow and multiplier effects of revenues and expenditures in an economic system,
but it does not measure gains or losses to the people affected. Cost-benefit (C-B) analysis, on
the other hand, treats costs and revenues in a way that addresses economic efficiency and
allows estimates to be made of net economic gains or losses, for society and for private
enterprises. For these reasons, cost-benefit analysis is the preferred and more widely used
technique for analyzing economic results of national public investment and policy.

Originally, the NPFMC had planned to develop a computer model? to simulate the

2The model was to employ the technique of linear programming as a means of predicting
economic performance.



economic performance of the two industry sectors with and without the proposed allocations.
The results of the model would then be used to calculate the net national economic benefits of
the proposal. The model would also generate results which could be used as inputs to an I-O
model which, in turn, would compute the distributional impacts of the proposed alternatives.
The original model was never completed, and no estimates of net national benefits were
presented in the SEIS. The omission was inconsistent with statutory and administrative
requirements that decisions on fishery management actions take net national economic benefits
into account. These actions must conform to national standards that highlight efficiency as a
criterion for utilization of fishery resources and that stress the need for a plan (or
amendments) to analyze the extent to which net benefits are affected by the action(s).3
Similarly, Executive Order 12291 stipulates that regulations should aim at maximizing net
benefits for society, and that "rules be developed with a cost/benefit approach when
possible. nd

In this report, we respond to the need for an examination of the economic effects of
the proposed action in light of its effect on economic efficiency and net national benefits, as
mandated by statutory and administrative requirements. Quantitative estimates of net benefits
are developed through a cost-benefit (C-B) approach which uses the best available data and

standard economic techniques, and applies a level of sophistication appropriate to the extent

and quality of the data available. Data limitations preclude examination of all possible

350 CFR Part 602 (602.15) Guidelines for Fishery Management Plans; Final Rule. Federal
Register. July 24, 1989.

450 CFR Part 604 (604.4b) Federal Register. Vol. 54, No. 10. January 17, 1989.
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effects, but where omissions occur we raise the issues and suggest how, if measured, they
would affect our cost-benefit analysis.

The report draws principally on existing literature supplemented by information
provided in public comments on the amendment and by National Marine Fisheries Service
(NMFS) staff. Following the introduction, Section II of the report points out relevant

economic issues; Section III discusses concepts and uses of cost-benefit analysis; Section IV

outlines the analysis approach and methods; and Section V presents the results of the analysis.

Appendix A shows results from application of our basic model to various scenarios proposed
by and National Oceanic and Atmospherice Administration (NOAA) managers. Appendix B
provides a more complete discussion of cost-benefit analysis and comments on the uses of
input-output analysis to clarify methodological issues. Appendix C presents the detailed

discussion of costs and returns for the representative inshore harvesters and processors.

II. KEY ECONOMIC ISSUES

The inshore sector of the Alaska groundfish industry includes shore-based processing
plants and the harvesting vessels that deliver their catches to these plants. Offshore, the
industry consists of large factory vessels which both catch and process fish; motherships,
which are seaborne processing plants; and trawlers and other vessels which deliver their
catches to the at-sea processing vessels.

The proposed action responds to a claim by the inshore sector that its access to the

TAC is in danger of being "preempted" by a large and growing offshore sector. The issue
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surfaced in 1989 when, after a relatively short pollock season in the Bering Sea, several large
factory trawlers moved into the Gulf of Alaska and took a portion of the pollock allowable
catch that the shore-based sector was planning to use over the year.5 Incentives exist for
further incursions of offshore fleets into areas closer to shore. The Alaska offshore fleet has
much more capacity than needed to take the allowable catch, and given a strong market
environment, the fleet could expand as long as access to the fishery remains open.

The proposed allocation would likely lead to a significant decline in production for
the offshore sector, whereas shore-based production would increase. Offshore operators
accounted for over 80 percent of pollock taken in the BSAI fishery in 1990, but, under the
proposed rules, their share would be capped at 55 percent in three years., At the same time,
the inshore sector would be guaranteed an opportunity to increase its share of BSAI pollock
from 20 percent to 45 percent. Western Alaska communities would be allocated up to 7.5
percent of the TAC. Pollock from the BSAI fisheries is the dominant groundfish species in
the EEZ and accounts for close to 75 percent of total Alaska groundfish landings. In the
GOA, the proposed amendment grants the inshore sector exclusive rights to the pollock TAC,
along with 90 percent of the cod allowance. In 1990, offshore operators took 15 percent of
the pollock TAC in the GOA, and 23 percent of cod.

Access to the BSAI and GOA pollock and Pacific cod resources represents an

SNPFMC. Draft Supplemental Environmental Impact Statement and RIR/IRFA Of
Proposed Inshore/Offshore Allocation Alternatives (Amendment 18/23) To The Fishery
Management Plans For The Groundfish Fishery of the Bering Sea and Aleutian Islands And
The Gulf of Alaska. Page 1-4. September 19, 1991.
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economic opportunity of considerable value.® Pollock and cod landings in the EEZ off
Alaska in 1990 were worth an estimated $313 million ex-vessel, and accounted for 75 percent
of the value of all Alaska groundfish landings. Recent price increases in the world market
for surimi--a major by-product of pollock--indicate a strong profit potential for pollock
operations in the EEZ. (BANR, 1991). The price increases followed a decline in pollock
landings in an area of the Bering Sea outside the EEZ, known as the "donut hole", where a
large international pollock fishery supports operations by Japan and other countries.
Justification for approval or disapproval of the proposed action, from the perspective
of economic efficiency and net national benefits, requires the type of comprehensive and
systematic inquiry that is expected in a cost-benefit analysis. Cost-benefit provides
quantitative results, and perhaps equally important for decision making, it promotes a better
understanding of the economic issues. Listed below are important issues that either influence
the results of the cost-benefit analysis in this report, or should be taken into account in
evaluation of the results. We have listed these issués separately although, in reality, they are

interdependent.

A. Preemption
The NPFMC defined the resource allocation problem as one industry sector facing the
/
risk of preemption by another. There was concern, based on prior incidents, that mothership

operations would expand into the Gulf of Alaska where catcher vessels that serve the shore-

6As evidence of the potential value of access to Alaska pollock stocks, we note that
numerous Japanese and American vessels are paying fees for access to pollock stocks in the
Russian exclusive zone.
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based plants usually operate. There was also concern that offshore operations would continue
to expand in the Bering Sea/Aleutian Island area and take increasing shares of a fixed quota.

The preemption issue is not uncommon in an open-access fishery where user groups
compete for shares of a set quota. With enough fishing power and expertise, any new entrant
has an opportunity to preempt an existing participant. Preemption is part and parcel of an
open access fishery managed with an unallocated quota (Christy, 1972). Every fisherman’s
catch preempts any other fisherman from catching that portion of the quota. Typically,
fishermen form into groups, based on gear, geographical location, etc., in an attemp to
eliminate the preemptive activity of other groups. This is precisely the case in the inshore-
offshore controversy where one sector claims preemption by the other.

The proposed amendments would be imposed on a system where olympic style fishing
is characteristic.” The amendments would not eliminate olympic fishing, and therefore are
not likely to do away with the problem of preemption. The designated quota shares, in
effect, define two olympic style fisheries, one offshore and one inshore. Within each of those
areas, one group (however delineated) aims to preempt the other. That is, without limitations
on effort, the preemption conditions will remain. Our analysis does not directly address
preemption which is, in effect, a definitional issue. (One offshore fishermen’s association,
for example has asserted that foreign-owned processing firms in Alaska have preempted the

harvest of the fishermen it represents).8 We will present, however, the distributional effects

’Olympic fishing describes situations where participants compete in a first come, first
serve manner for access and rights to harvest all available quota.

8Letter of American Independent Fishermen to NMFS commenting on proposed
(continued...)



of the proposed amendments and indicate the magnitude of gains/losses in the inshore and

offshore sectors.

B. Economic Rents

The prospect of economic rents is the principal stimulus for investment in the Alaska
groundfish fishery. These rents are defined as financial returns to the owners of boats, crew
and processing firms over what these resource users could earn elsewhere®. In this open-
access fishery, as in any industry, if rents are greater then zero, new investment will occur
until the prospects for earning rents disappears. In most industries new investment typically
decreases rents because the resulting increased production can lower the price for the final
product. In an open-access fishery, however, rents for current participants and new entrants
are lowered because new investment decreases the average catch per vessel and increases the
cost of harvesting fish. Prices may not fall because production in an open-access quota
regulated fishery does not increase, despite added capacity.

The quest for economic rents and the outcome is seen in the evolution of U.S.
involvement in the Alaskan groundfish industry. Until 1981, nearly all commercial fishing
and processing in the Alaska groundfish fisheries were carried out by foreign fleets. An

"Americanization” policy was then adopted with an aim to eliminate foreign fishing in the

8( ...continued)
Amendments 18/23, January 31, 1992.

9See Just, Hueth and Schmitz, 1982. _Applied Welfare Economics and Public Policy.

Prentice-Hall, Inc., Englewood Cliffs, N.J. 07632.
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EEZ. U.S. operators were given preferential rights in the zone and initially engaged in
extensive joint venture operations with foreign processing vessels in the Alaska groundfish
fisheries. At a later stage, U.S. vessels with processing capability joined the fleet, and shore-
based processing facilities were built. Foreign fishing was eliminated by 1988 and the last
recorded foreign processing was in 1990.

The positive response by investors to "Americanization" reflected expectations that
above normal profits or rents would be available. The buildup of investment in the Alaska
groundfish fishery proceeded rapidly and reached a stage where capacity to produce exceeded
limits that the resource could support.

With an increasing number of producing units competing for a finite stock of fish,
prospects for capturing rents in a fishery diminish as productivity drops and costs increase.
Expansion will eventually come to a halt unless compensating factors intervene. In the case
of Alaska groundfish, favorable prices continue to encourage expansion. With supplies of
pollock in world markets threatened by reduced stocks and lower catches of pollock in
international waters in the "Donut Hole" area of the Bering Sea, prices héve increased
sharply, which has benefitted the U. S. industry. Pollock stocks in the western or EEZ
portion of the Bering Sea have been relatively stable (although fully utilized)!®, and the surge
in prices has the potential to contribute to high short-run profit margins for the harvesting and
processing of pollock. Access to the quota in the EEZ, thereby, becomes increasingly

attractive and encourages a new round of investment.

10National Marine Fisheries Service, National Status of the Stocks Document 1991.
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C. Overcapitalization

Increasing investment in the Alaskan groundfish fisheries has resulted in an
overcapitalized industry. Overcapitalization is symptomatic of the larger problem in this
fishery of using too many resources (i.e. capital, labor, fuel, etc.) to catch a given quantity of
fish. Overcapitalization occurs when the capacity to harvest and process the fish exceeds
what is necessary to perform those functions in a manner that maximizes the net benefits to
society. Growing investment in the Alaskan groundfish industry demonstrates that positive
rents and overcapitalization can exist simultaneously. Increased capacity in the Alaskan
industry for both harvesting and processing has not lead to greater output and lower product
prices, which is an indicator of overcapitalization. Over some period of time, rents can be
driven to zero by increasing costs, or lower prices. Only then is new investment
discouraged, although overcapitalization can persist.

The issue of 6vercapitalization has been by-passed in the Council’s proposed
amendments which deal only with who will have access to the economic rents. This report,
accordingly, focuses on the allocation issue. However, there is a considerable body of
literature which is directed at the problem of overcapitalization. Among solutions suggested
by fishery economists, and others, are taxing away the rents (and thus, the incentive for

investment) or limiting access to the fishery through various means.

D. Utilization: Discards and Recovery Rates
Utilization refers to the amount (or percent) of the TAC that actually reaches the

ultimate consumer. Both inshore and offshore vessels discard whole fish at sea. The discard
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weight as a percentage of the catch is referred to as the discard rate. The volume of
processed product as a percentage of the retained fish is referred to as the recovery rate,
which varies among product types.

It has been alleged in public comment on the amendments that the offshore processors
utilize less of a given harvest. As a result, increasing the share of TAC going to the inshore
sector will improve the utilization rate, and therefore, will improve consumer welfare. A
potential fallacy in this argument is indicated by the higher prices that offshore vessels receive
for their produéts (SEIS Addendum 1991). In the context of the cost-benefit analysis, which
takes discard and recovery rates into account, the issue of utilization rate is considered jointly
with other factors. Because of this, one cannot state unequivocally that the lower utilization
rate is inefficient in an economic sense. The trade-off between higher value and lower
utilization must be judged empirically. Using an analogy, greater utilization from a side of
beef can be achieved by grinding it into hamburger rather than dressing and trimming the
beef to produce select cuts, although the latter may be more valuable.

The utilization differential would most likely be altered substantially if some control
were placed on fleet capacity. Vessel design and fishing strategy are geared to the realities of
olympic fishing, i.e. the race among individual vessels to take as much of the quota as
possible prior to the quota’s limits being reached. Optimal utilization for fish processed at-
sea, in the context of open-access, differs from the optimal recovery rate of shore-based
processors. With some form of limited access to the quota, the excess fleet capacity would
diminish and this could be reflected, in part, by a change in recovery rates. This report,

however, addresses only the Council’s proposed amendment and is therefore confined to the
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allocation question.

E. Product Quality

Pollock and its roe are prone to deteriorate rapidly after harvest. The problem is
minimized for at-sea processors who are able to process fish immediately after capture.
Shore-based processors, on the other hand, rely on raw product that has been transported
over greater distances. Prices of at-sea processed products are higher than shoreside products
which suggests that surimi and roe products produced at sea are superior in quality to similar
products processed ashore. However, a definitive economic analysis to determine whether
the offshore product is superior to similar products produced ashore was not done for this
report because to do so requires better data than were available. However, our analysis uses

historical prices that show a premium for the at-sea product.

F. Foreign Interests

The existence of interested foreign parties complicates the analysis. The percentage of
Japanese ownership in inshore processing firms approaches 70 percent (GAO 1991). Foreign
entities (notably, South African) are reported to have interests in the mothership fleet
(American Independent Fishermen Letter, Jan. 31, 1992). Moreover, much of the surimi
(340 million pounds in 1990) is exported tovJapanese and Korean consumers. These facts
suggest that much of the producer and consumer surplus accrues to individuals who are not
citizens of the United States. C-B analysis traditionally recognizes only net benefits to

citizens (Treasury Board Secretariat, 1976).
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III. COST-BENEFIT ANALYSIS CONCEPTS

The cost-benefit (C-B) analysis upon which findings and observations in this report are
based is designed to measure the economic effects of the prescribed allocations in the fishery
in terms of net economic benefits that accrue from utilization of the resource. Cost-Benefit
analysis is widely recognized as the appropriate method for analyzing public sector decisions.
The approach appears to have originated in an 1844 work by Dupuit, gained formal
recognition in the United States in the 1930°s and widespread use since the 1950's as a tool
for evaluation of public investments and policy.!!

In a C-B analysis, the benefits of a policy or project are the economic values of
incremental outputs of goods and services made possible by the policy or project, as
measured by changes in producer and consumer surplus. The change in producer surplus is
the difference in rents with and without the policy; synonymously, it is the change in
producer revenue (resulting from the management action) and the corresponding change in
operating costs and new economic investment. 12 Consumer surplus is an approximation of
the difference between what consumers are willing to pay for a product or service and what

they actually pay. The sum of changes in producer and consumer gains minus management

The origins of cost-benefit analysis are noted in Dasgupta, A. K. and Pearce, D. W.,

Cost-Benefit Analysis, Theory and Practice, The Macmillan Press Ltd., London, 1980.

Recent surveys can be found in Dreze, S. and N. Stern, "The Theory of Cost-Benefit
Analysis", Chapter nine in Handbook of Public Economics, Vol. II, ed. by A. Auerbach and
M. Feldstein, Elsevier Science Publishers, 1987 and Dreze, J. and N. Stern, "Policy Reform,
Shadow Prices, and Market Prices", Journal of Public Economics 42(1990)1:45.

120perating and investment costs are social costs which represent foregone values that
would accrue using the incremental resources to produce other goods and services.
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and enforcement costs is considered the net benefit.!3

Cost-benefit analysis, as applied to public investment or policy, is similar in form to
financial analysis in that both assess the net benefits. Financial analysis, however, is based
on the concept of private financial profit, which may differ from the net economic benefits
defined by C-B economic analysis. Whereas financial analysis identifies only those benefits
and costs associated with a private enterprise, net economic benefits measure the effect of the
investment or policy on the whole economy.

The analysis in this report focuses on primary direct benefits. Estimation of secondary
benefits in this analysis would require either a complete econometric analysis or shadow
pricing of economic costs and benefits to assess the total social costs and benefits!4.
Secondary benefits accrue in the form of income to otherwise unemployed support industries.
In cost-benefit analysis, secondary costs and benefits are properly measured when the analysis
uses shadow prices to measure value. In this study, no attempt was made to determine
whether factor prices were equivalent to shadow prices (i.e. to what extent wages in the
fishery reflect opportunity costs of employees).

When sufficient data are available, the technique of choice for evaluating changes in

producer benefits would be to estimate an industry supply curve. Through regression

BAlso important are the effects of the policy on marine mammals. Some arguments
have been raised that passage of the amendments will impose additional costs on society
because the stellar sea lion population might be negatively effected (SEIS 1991). An analysis
to address this issue is beyond the scope of our work.

14Gee Just, Hueth and Schmitz (1982) for the econometric approach or Dreze and Stern
(1987,1990) for shadow pricing. Shadow (or accounting) prices are the changes in net social
welfare for a marginal change in resource use, which is what society forgoes as a result of
using resources to implement the policy.
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analysis, either costs, revenues or profits can be related to output levels and appropriate
prices to determine the parameters of the supply function. The effect of the regulations (e.g.
a change in the allocation) could then be simulated and the resulting change in benefits
calculated.

Consumer benefits can be determined from estimating the demand relationship by
relating quantities consumed to prices, income and other appropriate variables. The change
in consumer benefits as a result of the regulations can be derived from the estimated demand
curve!®. For small changes in production levels, no consumer surplus results since consumer
prices do not fall.

In a cost-benefit analysis, capital investments are costs incurred to produce the output.
However, harvesting and processing capacity already in place are sunk costs. Although the
annualized costs of investments are important in a financial analysis for determining profits,
they are not considered in a cost-benefit analysis. In contrast, new investments made as a
result of the allocation decision will be identified as costs in the cost-benefit analysis.

The different treatments of sunk costs and new investments in a cost-benefit analysis
could have important implications in the inshore/offshore allocation decision if the inshore
component requires new investment to accommodate increased production made possible by a
specific allocation from the TAC. In the I-O analysis, additional inshore investment required

to process the increased share of the allocation increases impacts on the local economy,

DDifficulties exist in using consumer surplus as a true measure of consumer benefits, but
in most instances, consumer surplus is an appropriate measure with an acceptable level of
error (Willig 1976). However, care must be taken to include exogenous factors in the
marketing chain that could affect demand for process products.
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generating employment and income. In the C-B analysis, however, this increased investment
would be treated as a cost to society and works against the inshore allocation argument. At
the same time, the amendments may shift offshore vessels and motherships to other
alternatives. The returns in the other alternatives should be considered in the C-B analysis as
benefits to the proposed amendments. In the event that vessels and motherships transfer to
another open-access fishery that is already managed by quota, benefits from the transfer will
not be included in the analysis. The reason is that the dislodged vessels are merely taking

someone else’s portion of the quota and no net benefits accrue.

IV. APPLICATION OF COST-BENEFIT ANALYSIS TO AMENDMENTS 18/23

A. Scope of the Analysis

The inshore and offshore components of the fishing industry operating in the Gulf of
Alaska and the Bering Sea/Aleutian Islands area have tremendous scope, with a large variety
of harvested species and processed products. While capturing the diversity in the industry is
no doubt important, limited time and data have made us focus our work on the principal
species and products affected by the amendments, i.e., pollock and Pacific cod. When
examining the processing sector of the industry, we consider processing of pollock into
surimi, fillets, minced products, meal and roe. For Pacific cod, we consider only fillets and
headed and gutted processed product.

From an analytical viewpoint, with the data and time allowed, we were unable to

account for strategic changes in behavior of the inshore and offshore sectors that might result
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from implementation of the amendments. For example, the amendments would allow
offshore processors to move inshore and declare themselves part of the inshore sector for the
season if they follow certain procedures. We have no way of determining to what extent this
would occur over time, and therefore, have assumed that no such changes take place. The
inshore and offshore sectors are treated as given, and the only thing that changes in this
analysis as a result of the allocations are the harvests, and thus, the processed product

quantities.

B. General Methodology

The general approach to measuring changes in producer surplus as a result of the
allocation is the same for the inshore and offshore sectors. However, specific steps in the
analysis are performed differently where dictated by the availability of data for one sector that
was not available for the other. Divergences that occurred in methodology are detailed
below.

For both sectors, the basic formula to compute changes in producer .surplus ( a PS)
was:

e
APS= 'El (piAql-ciAqi)
1=

where p; is the price of processed product i, aq; is the change in production of processed

product i, ¢; is the average variable cost of production for processed product i, and n is the
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number of products considered. Note the simplifying assumptions that prices do not change
as a result of the allocation, and that costs per unit of output do not change with the level of
output (constant returns to scale). The change in producer surplus is calculated for both
sectors and then summed to obtain the net benefit resulting from the allocation.

To the extent that they are paid by a share system, vessel crews share in the changes
in economic rents derived for the GOA and BSAI pollock and cod fisheries.!8 Crew shares
are determined as a percentage of total revenues after certain expenses are extracted. For the
offshore sector, crew shares are based on the revenue from processed products and the
change would be computed as:

aCrRen tsoffs,,o,;CrShareigl (p;aqg;)
where aCrRents are the change in rents earned by the crew, and CrShare is the percent of
. total revenue paid to the crew. For the inshore sector, only the catcher vessels use the share
system, and the share is based on the revenues earned from raw fish sales to the processing

plants, so the calculation of changes in crew rents differs slightly:

n
aCIRents;,qoporo=CrShare Y (xvp;ah;)
’ 1=1

16Technica.lly, only the portion of crew wages above opportunity costs of labor are rents.

If rents are decreased below opportunity costs we would expect fishermen to exit the fishery
and if rents increase, some of this might accrue to new entrants who are earning their
opportunity costs of labor. Throughout the analysis, we have had to assume no new entry or
exit, so it is consistent to treat the change in crew wages as the change in rents.
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where xvp; is the exvessel price and h;is the amount of fish harvested.

Within this general framework, the problem is to determine for each sector, the
relative harvests of pollock and cod, the relative quantities of the various processed products,
the prices received for those products, and the costs of producing the products. How these
numbers were determined is detailed in the sections below.  Figure 1 demonstrates the steps
taken in the analysis to determine net benefits. The process differed slightly for each sector
because a better sampling of detailed cost and earnings data was available for vessels in the
offshore sector than for the inshore sector. As a result, the offshore sector is treated as a
single unit, while the inshore sector is modeled as a number of representative harvesting and
processing firms. Detailed cost and earnings data for the representative inshore harvesters
and processors is then scaled up by the number of firms of that type to represent the entire
inshore sector.

Net national benefits should include only consumer surplus changes occurring with
domestic consumption. This is critical for processed cod and pollock products because a
significant portion of these products is exported. Existing data are not sufficiently detailed to
adequately address the export issue. ! Thus, we do not attempt to estimate consumer surplus

change as a result of a change in the allocation between offshore and inshore processing.

UThe missing detail relates primarily to the quality of surimi. It is alleged that a greater
portion of surimi processed offshore is exported. Without adequate information on quality,
the differential impacts of the amendments on consumer surplus cannot be addressed.
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C. Risk Analysis

There is a degree of uncertainty about many of the items that are essential to a cost-
benefit analysis. After an initial analysis in which our best point estimates of the factors is
used, we incorporate into our analysis an assessment of the uncertainty surrounding critical
assumptions. To address the uncertainty, point estimates are replaced by a triangular (or
other appropriate) probability density function centered around the original parameter
estimate. The range of the distribution reflects our uncertainty about the true parameter
value. A Monte Carlo simulation technique (1,000 iterations) is then performed for the entire
cost-benefit analysis. In each iteration a value is drawn randomly from the distribution for
each item which is considered to vary. Net benefits are calculated for each iteration.
Because the net benefits are now the sum of many random variables, it is also considered
random with its own distribution. This allows us to provide not only an estimate of expected

results, but also information about our uncertainty surrounding those results.

D. Detailed Analysis

(1) Total Allowable Catch (TAC)

The best available information of total allowable catches (TAC) for BSAI and GOA
pollock and Pacific cod are the published Federal Register notices for the 1992 TAC’s.!® It is
assumed throughout the analysis that the 1992 TAC’s will remain in effect through 1995.

The Pacific cod TAC’s for the BSAI and GOA are given in Table 1, and the pollock TAC’s

18Bel'ing Sea and Aleutian Islands, Federal Register Notice 57 FR 3952, February 3,
1992. Gulf of Alaska, Federal Register Notice 57 FR 2844, January 24, 1992.
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for the two areas are given in Table 2.

(2) Harvests

For this study, harvests are defined as catch prior to at-sea discards, whereas landings
are defined as harvests minus at-sea discards. The best available data for landings for the
offshore and inshore fleets in the BSAI and the GOA is the PacFIN database for 1991.1°
Landings from the PacFIN database were adjusted for discards by dividing by one minus the
appropriate discard rate (see discussion of discard rate below) to determine the relative 1991
harvests of Pacific cod and Alaskan pollock for the two sectors.

The relative harvests of BSAI and GOA pollock by the inshore and offshore sectors
with amendments 18/23 in place are determined by multiplying the allocation percentage as
listed in the amendment by the 1992 TAC. This same method is applied to the Pacific cod
harvest in the GOA. Under amendments 18/23, Pacific cod in the BSAI is not allocated.
Therefore, it is assumed that the inshore harvest of Pacific Cod in BSAI is equal to the 1991
inshore harvest percentage (26%) times the 1992 TAC.

For the baseline scenario, it is assumed that, in all years of the analysis, the inshore
and offshore sectors would continue to take the same percentage of the harvests of BSAI and
GOA Pacific cod and pollock as they did in 1991. Inshore harvest of BSAI pollock in 1991
was 23% of the TAC. We determined that this is the best information available on what

future harvests will be if amendment 18/23 does not go into effect.

I9pacFIN is an acronym for Pacific Coast Fisheries Information Network, a database
maintained by the Pacific States Fisheries Commission, Portland, Oregon.
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Because of the timing of this analysis, and the earliest possible time in 1992 that the
amendments could take effect, it is assumed that the "A", or pollock roe season, in BSAI will
have already occurred when the allocations become effective. The "A" season harvest is set
at 40% of the TAC after the reserve has been removed. Since the reserve is 15% of the
TAC, by the time the allocations could go into effect, 34% of the BSAI pollock TAC will
have been taken in 1992 (i.e., 40% of 85%). The remaining 66% of the TAC would be
taken in the "B" season and would be subject to the 65%-35% offshore-inshore allocation
proposed for 1992. The part year analysis was not applied in the Gulf of Alaska, and is
irrelevant to the issue of cod harvest in the BSAI since cod is not allocated there.

Tables 1 and 2 summarize the assumed harvests of the inshore and offshore sectors in
the BSAI and GOA for the scenarios where Amendments18/23 is in effect (With) and when it
is not in effect (Without). The 1992 harvest of pollock in the BSAI (Table 2) reflects only
the part year ("B" Season) harvest for both the With and Without scenarios. Remaining
years' harvests (1993-1995) reflect the full season.

Tables 1 and 2, however, do not reflect the Community Development Quota. This
quota can be up to 50% of the reserve, or 7.5% of the TAC. In the SEIS two scenarios were
run, one where the quota was not considered, and one where the quota was assumed to
accrue entirely to the inshore sector by 1993. In the latter case, by 1994 the inshore sector
harvest of pollock in the BSAI could constitute just under 50% of the TAC and the offshore
sector just over 50%. A net benefit analysis with this assumption of the Community

Development Quota is included in the results section.

24



(3) Discards

There are several sources of information and ways of interpreting at-sea discard data
for the inshore and offshore sectors of the Alaskan groundfish industry. We believe that data
on discards reported by the NMFS observer program are the best information available on at-
sea discards, recognizing that there is only partial coverage of the inshore sector. We have
determined that the observed rates, where available, should be applied to the entire harvest
rather than being combined with the unobserved self-reported rates (which are usually zero

discards). This information was available for the BSAI and GOA for the inshore and

Table 3. Discard rates

Inshore Offshore
Species BSAI | GOA | Bsal | Goa
Pollock 4.4% 4.3% 10.9% 20.5%
Cod 1.4% 1.4% 5.5% 5.5%

Source: NMFS Observer Data, January 22 memo from F/AKC-William Aron to Fx1-
Michael Tillman.

offshore sectors for pollock and is reported in Table 3. For Pacific cod the discard rates
were calculated from the NMFS weekly processor reports, which contain the self-reported
discards for the inshore sector, but were not broken down by area, . This was the best

available information at the time of this report for Pacific cod discards and are included in

Table 3.
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(4) Product mix

Inshore

According to the operational profiles for shore-based processing plants used in this
analysis, the major products produced by these plants are cod fillets, pollock fillets, pollock
surimi and pollock roe, where roe is considered a secondary product. Product ratios for the
different types of shore-based plants assumed throughout the analysis are shown in table 4.

Offshore

The best available data on product mix for the offshore sector is the NMFS weekly
observer processed product reports which we used to estimate 1991 volumes for the major
products produced. The major products are Pacific cod headed and gutted, Pacific cod fillets,
pollock fillets, pollock surimi, minced pollock, pollock roe, and pollock meal.

For Pacific cod, all landings are treated as either being used to produce headed and
gutted product or fillets. This is consistent with the approach followed by the inshore sector
where the production of the other minor product forms are also ignored. For pollock, it is
assumed that roe and meal are secondary products, and are assumed to be produced in the
same proportion to non-discarded catch as they were in 1991.2° Fillets, surimi and minced

pollock are assumed to be produced in the same ratios as in 1991

2°Sec:ondary products are produced jointly with other products and must be considered
separately to avoid double counting.
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Table 4. Product mixes assumed for shore-based and offshore processing plants through
oui the analysis.

Product BSAI GOA GOA Offshore All
Groundfish Groundfish Traditional

Primary:
Cod H&G 0% 0% 0% 82%
Cod Fillets 100% 100% 100% 18%
Pollock 0% 5% 100% 38%
Fillets
Pollock 100% 95% 0% 57%
Surimi
Pollock 0% 0% 0% 5%
Minced

Secondary:
Pollock Roe 0.34% 0.02% 0% 2%
Pollock Meal 0% 0% 0% 3.4%

(5) Product Recovery Rates

For 1992, NMFS has determined that, for estimating catches, it will use a surimi
recovery rate of 18% for offshore processing vessels, and 20% for inshore pla.nts.21 These
are the product recovery rates that will be assumed for surimi production throughout the
analysis.

For the other major processed products, the recovery rates as computed from the 1991

weekly observer database will be used throughout the analysis. For the risk analysis, these

21L etter dated January 23, 1992, from S. Pennoyer to H.A. Larkins regarding product
recovery rates for surimi.
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rates will be approximated by triangular probability density functions where the mode,

minimum and maximum values are obtained from the weekly processor reports. For offshore

surimi, the minimum was set equal to .15, the value NMFS used in 1991, and the maximum

was .20, or equivalent to what NMFS assumes onshore recovery is. Inshore surimi recovery

rates were set deterministically at .20 because we had no other information on which to base

a triangular distribution (Table 5.)

Table 5. Product recovery rates (mode, minimum and maximum values) for the inshore and
offshore sectors for the major products used throughout the analysis.

Product INSHORE OFFSHORE

Min Mode Max Min Mode Max
Pacific .56 .66 .85 .50 .59 .85
cod H&G
Pacific .25 .26 .29 .10 31 .50
cod fillets
Pollock .25 .26 .29 .13 .26 .49
fillets
Pollock N.A. .20 N.A. .15 .18 .20
surimi
Pollock N.A. N.A. N.A. .34 .49 71
Minced

Source: NMFS Processed Products Weekly Observer Data, except surimi. January 22 Memo
from F/AKC - William Aron to Fx1-Michael Tillman.

N.A. = not applicable.

(6) REVENUES

Revenues are derived by multiplying prices times production. In this section, we
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present our approach to determining processed product prices and also summarize the changes
in production that arise from the amendments. We then present our estimates of revenue

changes arising from the proposed amendments.

Price

Our use of 1991 calendar year landings and processing production creates a problem
with regard to having comparable price information at the time of this analysis. Data on the
volume of processed products were available nearly immediately, but processed product price
information was not. We could use the 1990 data and assume a small error. The problem is
that there is ample evidence that prices rose significantly in 1991, (BANR, 1991; Kinoshita ,
et al., 1991) and the error is likely to be too large.

A listing of 1990 at-sea and shore-based prices is provided in Table 6. These prices
are weighted (by volume) average prices. To illustrate the rise in prices, monthly prices for
several grades of offshore surimi production are shown in Table 7 and recent annual prices
for various harvested species and processed products are shown in Table 8.. Comparing the
1990 at-sea surimi price in Table 6 with the prices shown in Table 7, it becomes obvious why
1990 prices cannot be used. The average annual 1990 surimi price for at-sea vessels is
$.72/1b., whereas the comparable 1991 price is $1.57/1b. The doubling of prices is consistent
with data presented in the Atkinson News Report. A recent issue of Pacific Fishing (January
1992) quoted pollock roe prices as $6.05/1b, nearly double the 1990 price shown in Table 6.

We form a best estimate of 1991 prices using all available data. Because the

difference between shore-based and at-sea processed product is critical to the analysis, we
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Table 6. 1990 Pollock and Pacific cod processed product prices.
I—i’OLLOCK AT-SEA SHOREBASED | DIFFERENCE
$3.12 $2.69 $0.43
(.50-4.92) (1.80-3.11)
Fillets $1.05 $0.88 $0.17
(No skin/ribs) (.50-1.85) (.70-1.65)
$0.72 $0.65 $0.07
(.45-.99) (.55-.86)
Minced $.86 not used
Meal $.25 $.22 $.03
(.14-.29) (.03-.29)
PACIFIC COD | AT-SEA SHOREBASED | DIFFERENCE
Headed and $0.86 $0.69 $0.17
Gutted (.08-2.06) (.35-2.25)
Fillets $1.74 $1.43 $0.31
(.64-3.27) (.30-2.45)
Source: SEIS, Appendix, 1991.
Figures in parentheses are the lower and upper bounds used in the risk analysis.

focus on that difference. The differences are shown in Table 6. For processed products, we
estimate an at-sea price and then use the differences shown in Table 6 to determine the shore-
based price. In our Monte Carlo work, a random distribution is placed around the difference
in prices. The lower bound of the shore-based price is the 1990 shore-based price expanded
by the rate of increase observed for the at-sea price between 1990 and 1991. The upper
bound of the shore-based price is the estimated 1991 at-sea price.

The actual values are shown in Table 9.

The at-sea prices are derived from several sources. For pollock roe, we use the 1990
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Table 7. At-sea surimi prices (US$/1b), by grade and month, 1991.

MONTH ': GRADE I | GRADE III q GRADE IV
January $1.03 $1.07 $1.01 $0.87
February 1.28 1.19 1.18 0.99

March 1.26 1.23 1.22 1.10
April 1.54 1.30 1.21 1.20
May 1.36 1.35 1.31 1.10
June 1.58 1.55 1.43 1.33
July 1.76 1.40 1.56 1.44
August 1.96 1.88 1.86 1.67
September 2.14 2.06 1.94 1.79
October 2.16 1.92 1.79 1.65
November 2.34 2.21 1.95 N/A
December N/A N/i N/A . N/A
Mean ;r-;mal $1.80 $179 $1.4l— $1.36
Overall mean
$1.57/1b

= - ——— - e e ee———————————————— ]|
Prices are from monthly data for approximately 65% of the at-sea surimi processors
(includes both catcher/processors and motherships). All prices are FOB Dutch
Harbor and exclude transportation costs.

Source: Garry Brown, Letter (10 Feb 92).

value increased by 10 percent, the percentage increase observed in the import price of frozen
pollock roe in Japan (BANR, Issue 421, 1992). We believe this to be a conservative estimate
of the 1991 price, but because we use the same price over the entire 1992-1995 period, we
choose to be cautious. After all, the recent increase in price could be a short-run

phenomenon. For the at-sea pollock fillet price, we use the Urner Barry Newsletter price for
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Table 8. Recent trends in annual pollock and pacific cod prices .

l POLLOCK '

HARVEST PRICE

==

PROCESSED PRODUCT
PRICE

Alaska- Alaska- Alaska-
Hook&Line Fillets Fillets-1Q
Ave. Annual May
1988 .07 .08 1.19 1.29
1989 .13 .08 1.11 1.32
1990 .32 .09 1.14 1.30
1991 .34 .09 1.98 1.84
PACIFIC HARVEST PRICE PROCESSED PRODUCT
COD PRICE
Alaska- Alaska- Seattle- Seattle-
Hook&Line Trawl Frozen Block | Frozen Fillet
Ave. Annual Ave. Annual May May
YEAR (3/1b) (3/1b) (3$/1b) ($/1b)
1988 .22 .15 na 2.05
1989 21 13 na 2.09
1990 21 .15 2.05 2.20
1991 28** 22%* 2.35 2.75 N
e — — S— |
[ Source: Kinoshita, et al., 1991

**The 1991 data are preliminary. Extracted from catch data bases on August 23,1991,

Seattle of $1.31/Ib adjusted by $.06/Ib shippage to get $1.25/Ib. This again is conservative
given the increase between 1990 and 1991 observed with May fillet prices, Table 8. At-sea

surimi prices were taken as the overall mean 1991 price, $1.57/Ib (Table 7). The minced
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Table 9. Calculated 1991 pollock and pacific cod product prices.

POLLOCK | AT-SEA SHOREBASED
Roe $3.43 $3.00
(2.96-3.43)
Fillets $1.25 $1.08
(1.05-1.25)
Surimi $1.57 $1.50
(1.41-1.57)
Minced $.86 not used
Meal $.27 $.24
(.24-.27)
PACIFIC COD AT-SEA SHOREBASED
Headed and $1.28 $1.11
Gutted (1.07-1.28)
Fillets $2.18 $1.87
(1.80-2.18)

pollock price of $.92/1b is taken from the Umner Barry Newsletter and adjusted for shippage
to $.86/Ib. The same source is used to derive the meal price of $.27/1b.

The next prices shown in Table 10 are for Pacific cod. We increase the 1990 fillet
price by the same rate as prices for fillets increased from May 1990 to May 1991 (Table 8).
The headed and gutted prices are increased by the same percentage.

The final prices necessary for the analysis are for shorebased harvesting. Fortunately,
the 1991 ex-vessel prices for hook and line and trawlers are available by area and gear for

the major portion of the season - through August- in Kinoshita et al., 1991. Ex-vessel prices
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for the BSAI and GOA inshore catcher vessels were defined for longline vessels from the
category "Hook and Line" and for combination and "pure’ trawlers from the category

"Trawl". The actual values are shown in Table 10.

Table 10. Offshore exvessel prices, by area and gear, 1991.

SPECIES GULF OF ALASKA BERING SEA/
ALEUTIANS
Hook & Line Trawl Hook & Line

Pollock $0.31 $0.12 $0.36 $0.09

Pacific Cod 0.28 0.22 0.27 020 |
Source: Kinoshita, et al., 1991, )

|

Changes in Harvesting and Processing Production

Our procedure to allocate TAC and determine landings, product mix and discards
initially creates two scenarios for computing processed production, one without the
amendments and one with the offshore and shorebased allocations changed. In addition, we
also assess the effect of the Western Alaskan Community Reserve (or Community
Development Quota) by assuming (as in the SEIS) that the majority of the reserve goes to the
shorebased sector. Thus, we compute three levels of production: the baseline, the with
amendments and Western Community Reserve, and the with amendments and no Western
Community Reserve. Our assessment of these scenarios is presented in Table 11 for the

shore-based and at-sea sectors.
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Table 11. Estimated annual processed production (kmt) for three scenarios, by product and
processor location for 1994 and 1995.

SHOREBASED || BASELINE WITH COMMUNITY WITH REALLOCATION

PRODUCT RESERVE AND -NO RESERVE
REALLOCATION

POLLOCK 69.8 141.2 130.7

SURIMI

POLLOCK 2.3 3.2 3.2

FILLETS

POLLOCK 1.0 2.2 2.0

ROE

POLLOCK 12.1 23.1 11.0

MEAL

COD- 7.9 7.9 7.9

HEADED AND B

GUTTED

COD FILLETS 22.9 24.4 24.4

_—-—-————————

AT-SEA BASELINE WITH COMMUNITY WITH

PRODUCT RESERVE AND REALLOCATION
REALLOCATION -NO RESERVE

POLLOCK 95.4 61.9 73.2

SURIMI '

POLLOCK 105.6 68.5 80.6

FILLETS )

POLLOCK ROE 19.0 12.3 14.5

POLLOCK 24.3 15.8 18.6

MINCED

POLLOCK 32.2 20.9 24.6

MEAL

COD- HEADED 73.5 70.7 70.7

AND GUTTED

COD FILLETS 7.6 7.3 7.3
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The Western Alaska Community Reserve and TAC reallocation will have substantial
impacts on offshore and shore-based processing. The substantial effects arise almost entirely
because of pollock reallocation. With both changes in place, we estimate that shore-based
surimi production will double, representing an increase of slightly over 70 thousand metric
tons (KMT) or 140 million pounds. Although the other processed pollock products rise in
nearly the same proportion, their absolute increase is small in comparison. Only pollock
meal production rises by more than 10 KMT and then only when the community reserve is
implemented. The effect on shorebased cod processed production of the amendments is
minimal, increasing cod fillets by about 10%.

The effects on at-sea pollock processing are more uniform across product types. With
both the Reserve and TAC reallocation, approximately 35% of the baseline at-sea processed
production from pollock is lost. For pollock surimi, this amounts to about 30 KMT or 60
million pounds of lost production. Nearly the same absolute amount of pollock fillets are
lost. Pollock roe, minced pollock and pollock meal production each fall by 7, 8.5 and 12
KMT, respectively.

It is important to recognize the "qualitative” aspects of the changes implied in Table
1. Although the total production of surimi rises by nearly 40 KMT, the price of the surimi
that is increased is lower. Moreover, the increase in surimi production is nearly offset by the
loss in pollock fillet production, another higher valued product. Finally, much of the highest

valued product, pollock roe, is also lost.
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(7) Costs

Offshore Costs

Detailed cost and return data for the offshore fleet for 1990 was provided by the
Alaskan Factory Trawlers Association. These data were made available to the NPFMC staff
and the NMFS well in advance of this study, and we have determined that it represents the
best information available on offshore production costs. These data were collected from 64
offshore processing vessels. It was assumed that the cost data presented for these 64 vessels
was representative of costs for the entire offshore fleet.

The variable costs presented by the offshore vessels include transportation costs of
final product, labeled Transportation Southbound (product) in the database. These
transportation costs are subtracted from the production costs so that the cost estimates
represent ex-plant production costs which correspond with the price data we are using (see
section on prices, below). We also subtract labor costs from the production costs because
these are paid as a share of the value of the final output to the crew and depend on
assumptions about product price and the allocation that the offshore vessels will be receiving.
Therefore, labor costs are calculated independently from the production costs and are then
added back to the estimated production costs for the producer surplus calculations. Labor
costs per unit of processed product output are calculated by multiplying the ex-plant product
price times the average crew share. The average crew share (23 %) is calculated by dividing
labor costs in the offshore processor vessel cost database by total revenue.

In order to allocate production costs other than labor to the various outputs produced,

a linear regression is run of variable costs on the different quantities of the major products for
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each of the 64 catcher/processors in the database. The major products are: pacific cod fillets,
headed and gutted pacific cod, other species headed and gutted, pollock fillets, minced
pollock, surimi, pollock roe, and pollock meal. Production levels for the major products for
the 64 offshore vessels for which we have cost data was obtained from summaries of the
NMFS weekly observer database. Vessel identifiers in the observer database were matched
with the vessels in the cost database. It was determined that this, the NMFS weekly observer
database, was the best information available on production of individual offshore processing
vessels.

Regression results are presented in Table 12. The coefficients from the regression
represent the estimated marginal and average costs for the various products?2. The simple
regression analysis performed reasonably well in explaining 57% of the variability in
production costs and having expected positive production costs for each of the major products
of interest. A more detailed analysis, with more data and explanatory variables could perhaps
improve both the overall explanatory power of the regression and the statistical significance
of the results. In particular the Pacific cod headed and gutted and minced pollock costs show
little significance. The large variability in these results, however, are incorporated into the

Monte Carlo risk analysis.

22This cost function imposes constant returns to scale. It is not intended to be a
substantively flexible functional form multiproduct cost function that would allow estimates of
scale economies and various production relationships among outputs. Data was insufficient to
perform that flexible of an analysis.
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Table 12. Results of regression analysis of variable costs minus labor costs on final product
output for 64 offshore catcher/processors.

e —

PRODUCT COEFFICIENT | STANDARD t-STATISTIC
ERROR

Pacific Cod $0.02 0.26 0.06

H&G

Pacific Cod $0.64 0.24 2.69

Fillet

Pollock Fillet $0.18 0.11 1.60

Pollock Surimi $0.10 0.06 1.80

Pollock Roe $1.06 0.62 1.71

Pollock Minced $0.03 0.36 0.08

Pollock Meal $0.06 0.11 0.51

Constant 1540 844 1.82

R? 0.57

N 64 - |

To calculate actual production costs, labor costs are added back to the coefficients
from the regression as discussed above. This average variable production cost per unit of
final product is then multiplied by the estimated total output of the final product under the
various catch scenarios to determine the total production cost for the final product output. In
the risk analysis, the coefficients are replaced by truncated normal probability density

functions which are truncated at zero, have a mean equal to the value of the regression
coefficient, a standard error as calculated from the regression analysis, and have a maximum

value equal to the mean plus one standard error.
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Inshore Costs

In the analysis of inshore costs, the relevant costs for estimating changes in producer
surplus for the inshore sector are the variable costs incurred by catcher vessels in their fishing
operations and by plants in their processing operations. We assume catcher vessels and shore-
based processing plants experience constant returns to scale which means that average
variable cost or the per unit cost of harvesting or processing will stay th.e same no matter
what the amount of harvest or production. Therefore, total variable costs will increase
(decrease) with an increase (decrease) in production. The per unit costs for each type of
catcher vessel and shore-based processing plant are derived from their operational profiles,
and are assumed to remain unchanged over the period of the analysis.

To estimate the average variable harvesting cost for each type of catcher vessel we
first subtract labor costs from the total variable cost reported in the vessel's operational
profile, since under prevailing practices labor receives a share of the value of the landed
catch. The average crew share is calculated by dividing the reported labor cost by the total
exvessel revenue presented in the operational profile. Non-labor variable cost is divided by
total output to estimate average non-labor variable costs. The total variable cost for a given
level of landings is then calculated by multiplying the non-labor average variable cost by total
landings, multiplying exvessel revenue by crew share to get the labor cost, and then taking

the sum of these two products.

We estimate the average variable production costs for each type of processing plant by

first separating raw product costs, landings times exvessel price, from total variable

production costs. We divide the remaining production costs by total output to estimate
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average non-raw product variable costs of production. Total production costs for each plant
are then calculated by multiplying total output by the non-raw product average variable cost
and adding this cost to the cost of raw product. Shore-based per unit processing costs are
shown in Table 13.

This approach of calculating production costs for the inshore sector does not provide
the information on uncertainty and variability of costs that the analysis of the offshore costs
allows. At a minimum, the uncertainty surrounding production costs for inshore processors
should equal the level of uncertainty we have regarding offshore processing costs. Therefore,
we used information from the uncertainty of offshore processing costs as a guide to the level
of inshore processing cost uncertainty. For the offshore processing sector we calculate the
ratio of the standard error of the cost estimate to the mean. We then apply that ratio to
determine the maximum value of the inshore processing cost in a triangular probability
distribution. The maximum is the mean times one plus the ratio. The minimum value of the
triangular distribution is set to zero to correspond with the treatment of offshore costs where

the normal probability distribution is truncated at zero.

Table 13. Inshore processing costs per unit of output ($/1b.), Less raw fish costs.

Minimum l Mean Maximum
Gulf Groundfish 0 .14 .22
Gulf Traditional 0 .40 .58
Bering Sea 0 .30 53
Groundfish
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V. RESULTS OF COST-BENEFIT ANALYSIS

Using the techniques and data as presented in the previous section, we calculate annual
changes in net benefits as a result of implementing Amendments 18/23 of the BSAI and GOA
Groundfish Management Plans. We then calculate the net present value (NPV) of the net
benefits by summing over the years in which the Amendments would be in effect (B-season
1992 through 1995) and discount using a 5% real discount rate. The annual results and net
present values are given in Table 14. This table also shows the breakdown of the transfers
from the offshore vessels and crews to the inshore vessels and crews resulting from
implementation of the Amendments.

Overall, the calculation of net benefits show a loss of $181 million to society over the
effective period of the amendments. This measurement of a loss in economic efficiency stems
from offshore sector losses in the amount of $619 million, offset partially by gains of $438
million for the inshore sector.

As noted previously, vessel crews are compensated on the basis of shares of the vessel
revenues. Included in the figures are losses for offshore crews amounting to $161 million,
while inshore crews gain $116. The $45 million difference is either a transfer from the
offshore crews to inshore plant owners or part of the efficiency loss.

The risk analysis which incorporated our knowledge of the uncertainty of the many
key variables necessary for the analysis revealed that, given our assumptions, there is almost
zero probability that the net present value of net benefits from implementation of the proposed

amendments would be positive (Figure 2). In the Monte Carlo simulations, losses were as
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Table 14. Net benefits (losses) in millions of dollars to the inshore and offshore vessel/plants
and crews for the operational years of Amendments (18/23) with net present value of benefits
discounted at a 5% real rate of interest with the A (pollock roe) season already completed in

1992.

SECTOR o 4YEAR B ]
1992 1993 1994 1995 NPV
(5%)

(Smillions)!

INSHORE | Vessel/Plant $51 $89 $115 $115 $322
Crew $14 $35 $41 $41 $116

Iotal $65 $124 i156 $156 $43_8_

OFFSHORE -Vessel/Plam (362) (3132) (3165) (3165) ($4§;
Crew ($21) (347) (359) (359) ($161)
Total (383) (3178) | ($224) | (3224) | (3619)
NET Vessel/Plant (311) (343) (351) (351) ($136)
Crew 7 (312) (318) (318) (345)

L Total (318) (855) ($68) ($68) ($1E1_)L_

little as $15 million and as high as $350 million, but the expected value was $181 million.
The results to this point do not reflect the potential allocation to the Community Development
Quota. In the SEIS for Amendments 18/23, it was assumed that the Community Quota would
be allocated as part of the inshore sector in 1993. This would effectively give the inshore

sector 44 % of the catch instead of 40% in 1993 and 49% in 1994 and 1995.

!Columns may not add due to rounding.
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Figure 2. Results of risk analysis showing probability of different levels of net benefits from
Monte Carlo simulation.

Pronaaility

el BamaTie T
t3mal- 008 )

3-262.5-218.8 -5 .131.3 -87.5 -4

Table 15 shows the effect of the Community Development Quota being allocated to
the inshore sector. The loss in benefits, in this case, increases to $209 million. This would
be a minimum estimate of the loss. If, in order to qualify for the quota, new processing
capacity is built, the required new investment must be counted as a cost to the inshore sector

and added to the $209 million loss.
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The cost-benefit analysis clearly indicates that given the present state of technology
and market environment, the offshore sector is the more economically efficient in terms of
utiliztion of the BSAI/GOA pollock and cod stocks. The large net economic losses associated
with diverting offshore pollock production to shore-based operators stem from the capability,
at least now, of the offshore sector to convert the resource into a higher valued product at
lower relative costs. This advantage in efficiency is adequate to more than compensate for
the fact that offshore production has a somewhat lower resource utilization rate (i.e. higher
discards and lower recovery rates) than production by inshore plants. In effect, the process
of shifting offshore operations to shore-based plants undervalues the pollock stocks. Society
loses a significant number of dollars that could otherwise be put to productive alternative

uses.
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Table 15. Net benefits (losses) in millions of dollars to the inshore and offshore vessel/plants
and crews for the operational years of Amendments (18/23) with net present value of benefits
discounted at a 5% real rate of interest with the A (pollock roe) season already completed in
1992 and the Community Development Quota accruing to the inshore sector in 1993 and
beyond.

SECTOR YEAR T
1992 1993 1994 1995 | NPV
(5%)
($millions)!
INSHORE | Vessel/Plant | 851 | $109 | $135 | $135 | $375
Crew $14 $40 $47 $47 $129
| Total 65 | $150 | 182 | $182 | $504 |
OFFSHORE | Vessel/Plant (362) | (3159) ($192)7192) ($527T
Crew (821) | (356) | ($68) | (368) | (3186)
Total (883) | ($215) | ($261) | ($261) | ($714)
NET Vessel/Plant ($11) (350) ($57) ($57) (8152)
Crew ($7) ($16) | ($21) | $21) | (357
| Total | (318) | ($65) | (879) | (879) | ($209)

IColumns may not add due to rounding.
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APPENDIX A

Net Benefits (Losses) From Implementation of Amendments 18/23

Under Various Assumptions



The following 9 tables were based on a preliminary version of the models presented in
the main paper. They were generated in response to specific requests by NOAA managers to
analyze year by year net benefits under a variety of assumptions. Table 1 differs slightly
from Table 14 in the main document due to revisions to the models that were made
subsequent to the development of thése tables.

The analysis shows that under any of the operating assumptions, the proposed
allocations would result in a net loss of producer benefits in excess of $100 million (net
present value, discounted at a 5% real rate of interest) over a three and one-half year
program life, with the range going up to $178 million. The lesser figure reflects a net loss to
the offshore sector in the amount of $443 million, against a gain of $338 million for the
inshore sector (Table 9). The "worst case" result is a $613 million net loss for the offshore
sector, while the inshore sector gains $435 million (Table 1). The lower losses occur where
it is assumed that the inshore sector took 28 percent of the BSAI pollock TAC in the base
year 1991 and the offshore surimi recovery rate was 15 percent. The higher losses assume a
23 percent pollock share for the inshore sector, along with an 18 percent recovery rate for
offshore surimi.

Tables 2, 4, 6 and report on the results of four full years of program operation which
pegs the losses somewhat higher. Also, an estimate was made based on implementation of
allocations for the Gulf of Alaska only. The latter showed a loss in net benefits amounting to
$23 million over a four year program life, including $74 million loss for offshore operators

and a $51 million gain for the inshore sector (Table 5).
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Table 1. Net benefits (losses) to the inshore and offshore sectors for the operational years of
Amendments 18/23 (BSAI/GOA) with Net Present Value of benefits discounted at a 5% real

rate of interest.

Basis: PART Year 1992* / 18% RECOVERY Offshore Surimi /
Base Year Inshore Harvest = 23% BSAI Pollock TAC

** Percentage figures in parentheses show inshore allocation of BSAI pollock TAC.

SECTOR YEAR**
1992 1993 1994 1995 NPV
(35%) (40%) (45%) 45%)
($millions)!
INSHORE Vessel/ $49 $104 $131 $131 $362
Plant
Vessel $14 $20 $25 $25 $74
Crew
Total $62 $124 $156 $156 $435
OFFSHORE | Vessel ($58) ($132) (3165) ($165) ($453)
Vessel (820) (347) (359) (359) (3161)
Crew
Total 377 ($178) (3224) ($224) (3613)
NET Vessel/ (39) ($28) (334) ($34) ($91)
Plant
Vessel Crew (36) ($27) (334) (334) ($88)
Total (315) (355) ($68) ($68) ($178)

* Assumes "A" (pollock roe) season completed (40% BSAI pollock TAC taken).

Note: Results differ from Table 14 in the main text due to minor changes made in revisions
of the final document.

!Columns may not add due to rounding.
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Table 2. Net benefits (losses) to the inshore and offshore sectors for the operational years of
Amendments 18/23 (BSAI/GOA) with Net Present Value of benefits discounted at a 5% real

rate of interest.

Basis: FULL Year 1992 / 18% RECOVERY Offshore Surimi /

Base Year Inshore Harvest = 23% BSAI Pollock TAC

'Columns may not add due to rounding.

A-4

*Percentage figures in parentheses show inshore allocation of BSAI Pollock TAC.

SECTOR YEAR*
1992 1993 1994 1995 NPV
(35%) (40%) 45%) 45%)
($millions)?
INSHORE Vessel/ $77 $104 $131 $131 $389
Plant
Vessel $15 $20 $25 $25 $75
Crew
Total $93 $124 $156 $156 $464
OFFSHORE | Vessel ($98) ($132) ($165) ($165) ($491)
Vessel (335) (347) ($59) ($59) ($175)
Crew '
Total ($133) (3178) (3224) ($224) (3666)
NET Vessel/ (321) ($28) (334) ($34) ($103)
Plant
Vessel (320) $27) (334) ($34) ($101)
Crew
Total (%41) (355 ($68) ($68) (3204)
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Table 3. Net benefits (losses) to the inshore and offshore sectors for the operational years of

Amendments 18/23 (BSAI/GOA) with Net Present Value of benefits discounted at a 5% real

rate of interest.

Basis: PART Year 1992* / 18% RECOVERY Offshore Surimi /
Base Year Inshore Harvest = 28% BSAI Pollock TAC

SECTOR YEAR**
1992 1993 1994 1995 NPV
(35%) (40%) (45%) (45%)
($millions)!
INSHORE Vessel/ $39 $79 $106 $106 $288
Plant
Vessel $9 $14 $18 $18 $52
Crew
Total $48 $92 $124 $124 $338
OFFSHORE | Vessel (340) (398) ($132) (3132) ($350)
Vessel (314) (335) (347) (347) ($124)
Crew
Total (354) (5133) ($178) (3178) (3472)
|
NET Vessel/ ($1) ($19) (326) ($26) (362)
Plant
Vessel (3$5) ($21) (329) (329) (373)
Crew
Total ($6) (340) (355) ($595) ($135)

| I R R R R N— W—
* Assumes "A" (pollock roe) season completed (40% BSAT pollock TAC taken).

** Percentage figures in parentheses show inshore allocation of BSAI pollock TAC.

IColumns may not add due to rounding.
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