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1. INTRODUCTION

In 1995 the federally-managed commercial longline fisheries for Pacific halippdqglossus stenolepis
and sablefishAnoplopoma fimbrigin the U.S. North Pacific moved from open-access management with limits
on theTotal Allowable Catch (AC), to management systems with individual fishing quotas (IF&Q4hat time,
the halibut fisheries had the greatest number of participants of any fishery managed with individuarl kjisotas.
is the first of two papers that examine the IFQ system in the U.S. North Pacific halibut and sablefish fisheries.
This paper discusses the circumstances leading up to the IFQ programme, the development of the IFQ
programme, and the initial allocation of interests in the fisheries under the prograénensecond paper (Hartley
and Fina 2001) provides a more quantitative examination fetctef of the IFQ programme, including
participation levels, fleet consolidation, and other changes that have resulted from the programmes.

The transition from open-access to IFQs was a long, arduous process marked by periods of progress,
followed by periods of retreat, eventually leading to approval and implementation édativefprogrammeis
one might expect, the division of interests in a fishery after several years of open-access management is highly
controversialTo develop an understanding of the subtleties of the IFQ programme, it is necessary follow a path
similar to the path of the IFQ policymakers — taking several steps forward, then stepping back for a fresh
perspectiveThe complexities of the open-access and IFQ management regimes and the, at times, conflicting
goals and objectives of the involved policymakers complicate the task of describing programme processes and
results. To aid readers in keeping important contextual information in mind as new concepts or data are
introduced, this document is repetitive at times.

Figure 1
Pacific halibut fishery regulatory areas
(Source: International Pacific Halibut Commission)
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2. BACKGROUND —-THE PRE-IFQ FISHERY
2.1 Abrief history of the halibut fishery

Alaska halibut and sablefish fisheries are regulated by similar IFQ programmes that were developed by a
single processThe fisheries dfer both historically and in the manner of prosecution but, in general, have a high
degree of similarityThis section describes the two fisheries before IFQ programme implementation.

Halibut are fished exclusivel’
with hook-and-line gedr Becaus:
halibut can be harvested in water:
shallow as 90 feet, the fishery ¢
generally be prosecuted close to sl
in small boats, including sK#.
Before settlement of the Paci
Northwest by Europeans, Nati
Americans fished for halibut wi
large canoes using hook-and-I
methods (IPHC 1987).

The Pacific halibut fishel
developed into a commercial fisht
in Washington and British Columk
in the 1880s by fishers who fish
from dories, which were transport
by lamger vessels to and from halil
fishing grounds. In the 1920s, |
fishery changed substantially with 1
introduction  of diesel-powere
vessels and mechanical longline ¢
and expanded to the Gulf dlaska.
Stock declines in the 1920s promg
the first regulation of harveststlaee-
month closing intended to prot:
spawning. Regulation was institui
by the Halibut Convention of 19:
between the U.S. and Canada,
same convention that established
International Fisheries Commissi
the predecessor to the IPHC, wt
currently provides biologici
management of the Pacific halil
fishery (IPHC 1987).

As early as the 1930s, t
fishery was developing as a part-ti
fishery and a substitute fishery Typical Pacific halibut longlining fishing vessel
vessels that participated in otl (Credit: International Pacific Halibut Commission)
fisheries. Vessels with trawls ar
purse seines were adapted to
halibut with longlines. During the 1930s and 1940s, several small salmon trollers and gillnetters entered the
fishery, tageting halibut during slow salmon seasons. By the 1960s, halibut stocks were thought to be in decline,
prompting the IPHC to lower catch limits. In the 1970s, increases in the price of halibut, together with
implementation of limited entry programmes in the salmon fisheries, stimulated greater entry of small vessels
to the halibut fisheryDuring the 1980s, the fishery experienced an influx of mamgetavessels from crab
fisheries as crab stocks declined (IPHC 198Hg obvious implication from this history is that, for much of its
existence, the commercial Pacific halibut fishery has been a supplemental fidtracing vessels from other
fisheries during slow seasons or periods of stock declirtes attractiveness of the fishery as a supplemental

1 The halibut fishery is primarily a longline fishefyut other hook-and-line methods are used.
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fishery is enhanced by the relatively small amount of specialized gear required for entry and the innate
vulnerability of thespecies to capture.

Over the second half of the 20th centungreasing numbers of vessels participating in the halibut fishery
necessitated shorter and shorter seasons, even in periods wiAR tbehalibut remained steady or increased.
Short seasons for halibut limited fisheability to taget halibut full-time. By the time that the individual fishery
quota (IFQ) programme was instituted, the season in many regulatory areas had been reduced to 24-hour periods
(Pautzke and Oliver 1997)he inability of halibut fishers to earn their total income from the halibut fishery is
reflected in catch statistics from the fisheéBgtween 1984 and 1990, an average of 3275 unique vessel owners
participated, and an average of 70% of all vessel owners who made landings of halibut also made landings of
other species. During the same years, less than 25% of the total revenue earned by vessel owners with halibut
landings was attributed to halibut.

Traditional measures of fishing capacity can be inappropriate when applied to a supplemental fishery
Before IFQs, the halibtFAC would have been harvested in a matter of dBlyis. should not be taken to indicate
overcapacity in the halibut fishery because most of the fleet resources employed were also used in other fisheries
when not tageting halibut.

2.2 A brief history of the sablefish fishey

The sablefish fishery tends to be fartheslobre than the halibut fishergablefish typically are caught in
waters 400 to 1000m deep, on the slope of the continental shelf or in areas with deep underwater canyons.
Sablefish are harvested with longlines, pots and traiésause the fishery is prosecuted in deeper waters, often
farther ofshore, relatively lage boats are needed, and therefore competition was, and is, less intense in the
sablefish fishery than in the halibut fishery (Pautzke and Oliver BI9igure 2 shows the regulatory areas for
sablefish in thé\laskan Canadian Region.

Before 1976 (when Exclusive Economic Zone [EEZ] waters were extended to the current 200 nautical mile
limit), the Alaska sablefish fishery was dominated by foreign fle&lthough the foreign fleets declined after
1976, foreign vessels continued to leadAiaska sablefish harvests until the mid-1980s. By 1987, foreign
harvests had ended and U.S. harvestgesluto a level that equaled the historic maxima of the foreign fleet
(Pautzke and Oliver 1997). Between 1981 and 1988 the U.S. flgetitgr sablefish grew more than tenfold.
Most new entrants came from tA&aska salmon fleet and found that they could supplement their incomes by
participating in longline fisherieés with halibut, the sablefish fishery does not have a long history as a full-time
fishery supporting a tenured fleet. Unlike halibut fishers, howevéew fishers have made a livinggeting
sablefish. Most of these fishers operate vessels 60 feet or more in length, enabling them to fish in less-sheltered
areas, particularly th&leutian Islands and the Bering Sea.

Examining the activity of sablefish fishers in other fisheries demonstrates the reliance of sablefish fishers
on other fisheries. From 1985 to 1990, at least 95% of vessels with sablefish landings had commercial landings
of other species and, on average, generated 65% of their income from these other fighieiekmta indicate
that the typical sablefish fisher relied more heavily on sablefish than the typical halibut fisher relied on halibut,
sablefish fishers were clearly active in other fisheries.

The composition of the sablefish fleet was also somewhatralift from the halibut fleet, with sablefish
vessels tending to be ¢@r on average than halibut vessels. During the years from 1985 to 1990, the number of
active sablefish vessels increased from 371 to more than 800. Between 1985 and 1990, an average of more than
20% of the sablefish fleet consisted of catcher vessels greater than 60 feet in length, compared to an average of
5% in the halibut fleet. In addition, an average of 2.5% of the sablefish fleet consisted of freezer vessels. During
the same years, catcher vessels greater than 60 feet in length and freezer vessels harvested a combined average
of 53% of the total sablefish harvest, compared to 28.5% for classes in halibut.

2 The trawl fishery is granted a portion of the sableTi8iC in theAleutian Islands and the Bering Sea and are subject to
separate regulatioithe pot fishery is permitted only in tiéeutian Islands and the Bering S&hae use of pots, however
is regulated by the fixed-gear management programme.

3 In Southeashlaska, particularly in th&lexanderArchipelago, deep canyons are found in well-protected areas which allow
small vessels to participate in the sablefish fishierghese areas, fishers with smaller vessetgetasablefish for a short
portion of the year to supplement their income from salmon and herring fisheries.

4 Vessels more than 60 feet in length are prohibited from fishing salmon, limiting alternative fisheries in which some of the
large sablefish vessels are able to participate.
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Figure 2
Sablefish regulatory areas
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In 1976 theFishely Consevation and Managememct (how known as thélagnuson-Stevens Fislyer
ConsevationAct) established the current management regime for fisheries in U.S. EEZ waters (waters between
3 and 200nm of the coasf)he regime described in ti#et called for creation of the North Pacific Fisheries
Management Council (NPFMEWwhich has the mandate to make management recommendations to the U.S.
Secretary of Commerce. Measures approved by the Secretary become binding regulations that are implemented
by the National Marine Fisheries Service (NMF8)Janagement of sablefish and halibut fixed-gear fisheries in

Halibut and sablefish fisheries management
Management institutions

EEZ waters is conducted by this regim&hile both fisheries are managed by NMFS and NPFMC, halibGs

are determined by the IPHC, a commission created by a treaty between the U.S. and Canada to coordinate

regulation of the Nortmerican Pacific halibut fishery (Pautzke and Oliver 1997).

5 The NPFMC is composed of a panel &fvbting members (six fromlaska, four fromWashington, and one from Oregon)
and four non-voting membergoting members represent the fishing indydish processors, and federal, state and local

agencies (Pautzke and Oliver 1997).

6 NMFS is an agency of the National Oceanic &mchosphericAdministration (NOAA) under the U.S. Department of

Commerce.

7 Since its creation, NPFMC has had jurisdiction of sablefish. Halibut came under its jurisdiction only after the resolution of
treaty issues with Canada in 1982. Halibut is managed jointly by NMFS and IPHC. In general, the IPHg2& whiar
monitoring stocks and setting overall catch limdtocation of catch limits within the three separate jurisdictions (Alaska,

British Columbia, and the Pacific U.S.) is handled by the respective agencies responsible for management in those areas.
In Alaska, NMFS and NPFMC determine catch allocatidrfeese agencies were responsible for developing the IFQ

programme.
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2.3.2 Management priorto the IFQ programme

Before 1995
when IF(@ systems i
the fixed-gear halibt
and sablefish fisheri
off Alaska wert
instituted, botl
fisheries were subje
to a common-proper
regime in which th
total catch wa
controlled usingTAC
limits and season
limitations. Vesse
registration an
fishing permits, th
only requirements 1
participate in th
fisheries, were nc
limited and wer

available for nomine Catch and gearretrieval, Pacific halibut

fees. Consequent| (Credit: International Pacific Halibut Commission)
entry was essential

cost-free to fishel

equipped and active in other fisherié@s. better manage harvests and avoid local depletion, both fisheries are
separated into regulatory aredbe boundaries of the regulatory areagedifor the two specieFACs were set

for each species in each respective regulatory area. Under this management arrangement, both fisheries were
fished intensivelyand the fishing seasons became progressively shorter (Pautzke and OliveA4@2irly as

the 1950s, participation andf@ft in the halibut fishery had reached levels that required abbreviated seasons in
some areas. In the Gulf afaska (GOA), the halibut season lasted less than 2 months; in SoMleeskst, it

lasted less than 1 month (IPHC 1987). Short season lengths notwithstanding, both fisheries drew progressively
greater numbers of fisherBhis trend was aided by the timing of seasons, which were scheduled to limit conflict

with seasons for other species, thus minimizing the opportunity cost of entering the fisheries (NPFMC 1989).

For the halibut fisherylPHC managers s&iACs and season opening dates for each regulatory area.
Before the influx of dbrt in the early 1980s, the IPHC would monitor catch within the season and close the
fishery when it appeared likely that thAC would be harvesteds efort increased, managers found that they
were unable to adequately monitor in-season catches — the harvest wouldTéCsdxtfore the catch could
be counted. In an attempt to reduce the chance of overharvest /A@hm an area, multiple seasons with
fixed opening and closing dates were scheduled. Later seasons were conditional on remaining allowable catch.
By the late 1980s — with several thousands of vessels participating each year — the first opening in some areas
would last only 24hours! Later openings (if uncaught quota remained) might be shorter or might be regulated
with individual trip limits.

Because sablefish aredgated primarily in deeper waters, the extension of EEZ waters in 1976 first brought
the fishery under U.S. government managemé&he U.S. flee8 interest in the fishery grew enormously
thereafter particularly in the mid-19809\s happened in the halibut fishery earliseason-lengths shortened
dramatically In 1990, the season in the Eastern GuKlaska was limited to 20 days, having been 180 days only
six years earliefThe 1990 season in the Central GulAddiska was limited to 60 days, having been 254 days
six years earlier! (Pautzke and Oliver 1997).

In the sablefish fisherynanagers at NMFS set a season-opening date in the spring that was common to most
regulatory areas in the GOA. Managers then monitored the catch as it progressed and closed eachTa#€a as the
was harvested. Seasons were shortest whirg efas highest. Seasons in Southeast and SouthcAteaskia
might last only one or two weeks before T#C was taken, while in th&leutian Islands (characterized by sparse
populations and relatively dangerous fishing conditions), seasons might last much of the rest of Fiehyregr

8 The term “IFQ,” as used in tidaska sablefish and halibut fisheries, is generally analogous to the more broadly used term
Individual Transferable Quotas (ITQ) — “fishing” was substituted for “transferable” because during the development of
the programme, it was uncertain whether the individual quotas would actually be transferable.
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effort generally flowed in a westerly direction from more populous and sheltered areas in SoutA¢asitarn
toward less populous areas where sablefish were found in increasingly open seas. Owgersveskels often
would begin the year fishing in the Southeast when the season opened and fish thereTédililzs taken.

They would then move westward into the Central Gulf until that fishery cldséziprogression would continue
westward into théVestern Gulf and finally into tha&leutians and the Bering Sea. Owners of smaller vessels
(more likely to be residents @flaska) would more typically start the year fishing in the areas nearest their
residences until those areas closedgeawressels would move to other areas to fish sablefish; smaller vessels
would generally begin to prepare for summer salmon fisheries.

Regulation byTAC and season limitations had several shortcomings.

i.  Safety was often compromised by fishers who would fish the short (sometimes single-day) season regardless
of weatherThis problem was especially prominent in the halibut fishery in which many fishers use small
vessels, including skg (NMFS 1994).

ii. TAC management was imprecise. In the halibut fish&egsonal limitations proved to be a crude tool for
achieving a prescribed@AC. In short seasons, particularly those with only a single-day opening which
became characteristic in the halibut fisheryerharvesting (or unddnarvesting) could not be predicted,
because individual fishers generally were permitted unlimited catch during the season.

iii. The fisheries had excess fishing capacity in the sense that th€AGtalould be harvested faster than the
management agency could monitor the catch (NMFS 1994). Fuathishers entered fisheries and seasons
were shortened, fishers overequipped their vessels with redundant gear to limit downtime. By 1990, an
estimated $3 million worth of gear was redundant in the halibut fishery (NPFMC 1992b).

iv. Gear losses were excessiVe. maximize catch in the single-day season, fishers typically would set more
lines than they could retrieve in the allowable time. Maximum revenues were realized by fishers who always
had a line to haulAt the end of the fishing period, fishers were prohibited from retrieving any additional
gear so they would simply abandon all lines they had not retri@@ezhr losses were estimated to be up to
25% of the gear set in some seasons (NPFMC 1992b).

v. Overharvesting was compounded by losses resulting from abandonedlg@adoned gear contributed
substantially to population declines because its contribution to fishing mortality was more persistent than
retrieved gear and might go through multiple cycles, as the first-caught fish would become bait for later
catch. In 1990 and 1991, ‘deadloasis estimated at 2 million pounds and 2.5 million pounds, respectively
The ex-vessel valdeof the lost catch was estimated to be between $2.4 million and $4 million per year
(NPFMC 1992b).

vi. Highervalue fresh fish would be available only for a brief time after the short season. Most of the fish
caught during short seasons was frozen for later use. Quality ds@duds the rush to maximize catch in
the short season led to poor handling and storage of some catch (NMFS 1994).

These problems were generally much more severe in the halibut fishery than in the sablefish fishery
Participants and managers of the sablefish fishewever could see that trends from the halibut fishery were
developing in the sablefish fisheffhis was particularly true in Southeastéfiaska where a greater coastal
population had better access to sablefish because of the relatively sheltered waters in that area.

The IFQ programme was developed to address these problems. Industry and fishery managers alike
recognized the need for a changbke process of change proved to be long and controversial.

3. IFQ PROGRAMME DEVELOPMENT PROCESS

In the 1995 fishing season, after several years of in-depth social and economic analysis, discussion,
negotiation, public meetings, comment periods, regulatory development, and implementation processes, the IFQ
programme was instituted in the halibut and sablefish fisheries. Development of IFQ programmes for sablefish
and halibut cannot be separat€droughout the process, attention and programme development shifted between
the two fisheries with changes in political pressures.

Problems developed first in the halibut fishdrythe late 1970s, NPFMC began considering limited entry
options to protect the halibut fishey 1983 the severity of the threat to the fishery compelled the NPFMC to

9 Abandoned gear could be retrieved with permission from the regulatory agencies after the season ended and all fish were
offloaded.Any fish remaining on the gear that was retrieved had to be discarded at sea.
10 Ex-vessel value is the value of landed, raw fish delivered by a.fisher
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recommend a moratorium on enffyie moratorium, howevgwas not approved by the Secretary of Commerce,
who favored a more thorough limited-entry programme (Pautzke and Oliver T983)rejection of the
moratorium slowed development of management strategies for the halibut, feshéthe NPFMG eforts to
develop a new management regime for halibut waned.

Development of the sablefish fishery lagged slightly behind that of the halibut fisle&ras momentum
to develop new management procedures for halibut declined, similar management issues arose in the smaller
sablefish fisheryln the mid-1980s, the NPFMC decided to focus on programme development in the sablefish
fishery By 1987 the short, intense seasons and gear conflicts in the sablefish fishery had begun to resemble those
of the halibut fishery (NMFS 1995, Pautzke and Oliver 1997). In the same theaNPFMC adopted a
commitment to develop and analyze licence limitation and transferable quota systems for sablefish management.
By 1988 workshops were held to obtain further input from the industry and public on management alternatives.
In early 1988 the NPFMC directed its $taf develop and evaluate variousfeient management regimes for the
sablefish fishery including continued open-access, licence limitations, the IFQ system, and hybrids that
intertwined these three &fent management systenihe environmental impact statement developed in
pursuance of the resolution for the sablefish fishery was revised to include an IFQ management scheme and was
distributed for public review in May 1991 (NMFS 1994).

Because many fishers had been active in both halibut and sablefish fisheries, the NPFMC decided to use the
sablefish IFQ programme as a prototype for developing a similar programme irgdrehkibut fisherylt was
believed that simultaneous implementation would decrease obstacles and reduce resistance to the programme in
the halibut fisheryln 1991, an environmental impact statement incorporating an IFQ programme was also
developed for halibut, bringing management development for the two fisheries to an even plane (NMFS 1995).

In September 1991, the NPFMC provisionally recommended IFQ management for both the sablefish and
halibut fisheriesAfter an additional round of analysis and public comment the final recommendation of NPFMC
was issued late in 1992 and approved by the Secretary of Commerce in JanuaAppB&Xions for initial
allocations were collected and processed in 1994. Fishing under the IFQ management system began with the
opening of the 1995 season in March of that year (NMFS 1995).

The NPFMC and the NMFS had developed the IFQ programme over the course of more than Thegears.
had held numerous public meetings and considered several alternative management regimes andeveveeral dif
types of allocation schemes before the IFQ programmes were approved and finally implemented in 1995.

4. THE IFQ PROGRAMME AND INITIAL ALLOCA TION
4.1 Intr oduction

The IFQ system substantially changed rights in the fishétebhe commencement of the programme, the
NMFS issued quota shares (QS) to fishers for each regulatory area of each Aistigeybeginning of each
season, th&AC for each regulatory area of each fishery is deterniih€te holder of quota shares is entitled to
a portion of the annudlAC in the applicable regulatory arélhis annual allotment is referred to as the fisher
IFQ and is the weight of the fishels permitted catch for the yedihe amount of IFQs is equal to the aféaC
multiplied by the fishés quota shares, divided by the total quota shares issued in the area (the quota share pool).
IFQs may be fished at any time during open season. Under the IFQ programme, an extended season, which begins
March 15 and ends Novemb#s, was established. Unused IFQ cannot be retained for use in a futur@ryear
the other hand, recognizing that unintentional overages can asetharvests of up to 10% of a fishelFQ
are addressed by a reduction in the following \seHrQ without penaltyFishers with ‘overagesh excess of
10% are subject to enforcement sanctions, including confiscation of harvests (NMFS 1995).

Holders of quota shares may sell their rightSeveral restrictions on the sale of quota shares were adopted
to avoid excessive consolidation and other changes in the character of the fishilytieagh the system
creates a property right in the fishety avoid costly litigation in the event that the management programme is
changed, the programme does not create a permanent interest in the {hatey shares remain valid

11 The sablefisiTAC is determined by the NPFMC, subject to approval by the Secretary of ComfiteedealibutTAC is
determined by the IPHC.

12 Halibut traditionally have been landed in a headed-and-gutted form. HaAklg and IFQs are set in terms of headed-
and-gutted weight. SablefiSIACs and IFQs are set in terms of round weight (NMFS 1995).

13 The right to sell IFQs (properly considered a lease of quota shares) was initially limited and, after 1997, was prohibited
for shares designated for use on catcher veSdwsislease of quota shares is allowed on freezer vessels (NMFS 1995).
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indefinitely; however if the programme is discontinued, the quota shares holders will not be entitled to
compensation (NMFS 1995).

Fundamental to an IFQ programme is the initial issuance of quota shares in the Fistheng who have
issued quota shares receive a right to harvest a predetermined fractionTé{Cth&his initial allocation
influences both the distribution of wealth among fishers and the character of the fisleeiypportance of the
initial allocation did increase because of restrictions on transferability of quota sHaisesection examines
policy objectives of the initial allocation and the method by which the allocation was determined.

4.2 Policy objectives of the initial allocation of quota shags

Several key policy objectives guided the initial allocation of quota shares. Some of the major objectives

were as follows:

i.  to preserve the character of the fleet

ii. to limit and discourage corporate ownership of the fisheries

iii. toreward active participants in the fisheries

iv. toreward long-time participants over relative newcomers to the fisheries

v. to reward those who invested in the fisheries by purchasing vessels, over those who simply worked in the
fisheries as crew

vi. to limit windfalls to fishers receiving quota shares, regardless of federal policies precluding geyfchar
quota shares distributed in the initial allocation and

vii. to discourage speculative entry into the fishery

The initial allocation recommended by the NPFMC embodied these objectives, specifically the overriding
theme of preserving the size and character of the fleet (NMFS 1994). Rewarding current participants with quota
shares served this objective. By 1990 it was apparent that, in the future, entry to the fishery would need to be
limited in some manneirConsequentlythe NPFMC decided that activity after 1990 would not be used in
determining the initial allocation of quota shares to prevent fishers from entering the fishery simply to obtain
quota shares, in essence, gaining a property right in the fishery (NMFS 1995, Pautzke and Oliver 1997).

At the time of programme development, tlagnuson-Stevenict prohibited any chae on issuance of
quota shareshe absence of a clygr had the addedfetts of helping to meet the objective of preserving fleet
character and avoiding opposition to the programme. Requiring payment for the initial allocation might have
excluded some traditional participants from the fleet simply because of their inabilitgrtbaiota shares. Sale
of the initial allocation might have allowed corporations, banks, or ownergefilatustrial vessels, to purchase
a lage part of the initial allocation. Not clging for quota shares, howeyereated potential windfalls profits to
guota recipients.

To limit the windfall gains, the NPFMC used a broad, inclusive policy that provided an initial allocation to
many more fishers than had participated in any given yJiéer programme issued quota shares to all vessel
owners active in the fisheries from 1988 through 1990. Eligible fishers received quota shares equal to their
harvests over an even longer period — for halibut, vessel owners were allowed to submit the best records for 5
of the past 7 years back to 1984; for sablefish, vessel owners used the best 5 of 6 years baék to 1985.

An ancillary goal of the broad-based initial allocation was to allow fishers to determine the extent of their
activity in the fisheryFishers could choose to exit the fishery by selling quota shares, increase activity in the
fishery by purchasing additional quota shares or IFQs, or simply fish their initial alloca¥iéms broad-based
allocation of initial shares, market conditions would be more likely to determine activity in the.fishery

One limiting factor in the initial allocation was that only vessel owners and fishers leasing vessels were
allocated quota shares. Crews were not granted shares (NMFS T884)bjective of this rule was to reward
boat owners, who had invested in the fisheries. Operators who could demonstrate a leasehold interest in vessels
were also thought to have investedfisigntly in the fishery to entitle them to quota shafe®mitting
crewmembers from the initial allocation also made the process workable. Fumttherthe case for data feessels
and vessel owners, ndfiofal data were available to verify past participation of crewmembers in the fishery

14 Part of the rationale for considering several years was to avoid excluding from the fisheries fishers that typically
participated but could not participate for a year or two due to illness or other uncontrollable circumstances (NMFS 1994,
Pautzke and Oliver 1997).

15 Records such as licence purchase, tax records showing deductions of lease and crew payments, and other similar
documents could be used to show that a vessel was being operated under a lease.
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A few adjustments were made to quota shares allocations in determining the final issuance. In regulatory
areas in théleutian Islands and Bering Sea, the allocations were reduced to develop a Community Development
Quota (CDQ) programmd&he CDQ programme was designed to assist area communities by allocating them
portions of thefAC. Historically, these communities have reaped little reward from the fisheries because of a lack
of economic capital. By allocating portions of if&C to the communities, it was hoped that they would become
active participants in the fisheries. Fishers who had been denied quota shares to accommodate the CDQ
programme were granted a proportional amount of quota shares in regulatory areas that did not have CDQ
programmes, and there were proportional decreases in the quota shares of all other fishers in those areas (NMFS
1994).

While a major policy objective in the initial issuance was to reward active fishers, the NPFMC also sought
to minimize complaintsThis goal was pursued by using a cost-free, broad-based system for issuing quota shares
and by developing the initial allocation rules through a public process.

4.3 Method of initial allocation

The initial allocation of quota shares was based on the historical activity in the fiskiesssl ownet$
with any landings of halibut or sablefish in 1988, 1989 or 1990 were eligible to receive quota shares for the
applicable fisheryFor halibut, one quota share was issued for each pound of halibut landings in the isster
five of the seven years from 1984 to 1990 inclusive. Simjldoly sablefish, a fishés quota share allocation
equaled the fishés total pounds of sablefish landings in the best five of the six years from 1985 to 1990 inclusive.
The decision to use multiple years to determine eligibility and quota shares allotments was made to accommodate
fishers who had been unable to fish for one or more years because of unexpected circumstances, such as illness
or theExxon Vldezoil spill.17 Because quota shares entitle the holder to a portion of the d#@iathe system
allows annual management of total harvest levels without re-issuing quota shares (NMFS 1994, NMFS 1995).

4.4 Implementation of the initial allocation

Once the policy decisions had been made, the job of implementing the programme (including the initial
allocation) was turned over to the NMFBhe NMFS developed a separate division, the Restridtegss
Management (RAM) Division, to administer the programme, including the initial allocAti@mset, this RAM
office staf comprised nine persons, two transferred from other divisions of the NMFS, and seven newly hired.
The ofice was understédd during initial allocation and has since grown to 18 pergdresgrowth is attributable
to fulfillment of staf requirements, expansion of duties outside the IFQ programme, and replacement of contract
consultants with in-house employees. Currendfi) programme management comprises 80% of RAM duties
(Gharrett 2000).

Substantial funding was required at the outset — an estimated $2 million was spent initiating the IFQ
programme. Changes as the programme was developed required significant expenditures in the first few years,
but in the past few years, spending has levdlad.budget for the RAM &ite in fiscal year 2000, $1.1 million
for IFQ programmes, is a reasonable estimate of yearly administration costs (GharreR@@@)jtional $2.3
million is spent on enforcement of the IFQ each yeaapproximately 1.8% of the total ex-vessel value (Smith
2001).

The programme was initially funded through direct budgeting from the NMFS. Beginning in the 2001
season, a cost-recovery fee programme will be implemented, which is expected to cover the majority of the costs
of programme administratiohe cost-recovery programme permits RAM to gedishers a fee of up to 3% of
the ex-vessel value of IFQ landingbotal fee collections cannot exceed the annual cost of programme
management and enforcement. Programme management and enforcement may not be fully funded by the cost-
recovery programme because 25% of the fees collected is set aside to fund a loan programme for fishers wishing
to enter IFQ fisheries, and owners of small vessels wishing to increase their quota shares (NMFS 2000a).

16 “vessel owners” includes fishers operating a vessel under lease. Partners and corporations were also eligible for quota
shares. Former owners of dissolved partnerships and corporations were entitled to quota shares proportional to their
interest in the venture.

17 The decision to use multiple-year qualification criteria also eliminated the need to allow appeals based on hardships.
Fishers that had been unable to participate for three consecutive years in the fishery were deemed not to be active
participants.
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Development of the cost-recovery programme has added substantially to thesbyelget for the RAM dite
(Gharrett 200038

Because the initial allocations were based simply on historical landings and vessel ownership in the two
fisheries, the allocation was, for the most part, gelgrbook-keeping exercis€o determine eligibility for quota
shares, the NMFS required a record of ownership and catch of all vessels active in the halibut and sablefish
fishery for each year from 1984 to 199tis record would be sfi€ient for determining both entitlement and
quantities of the initial allocation. During those years, vessel owners had been legally obliged to report their catch
to the NMFS9, which used the data to determine season-lengths and otherwise manage the fisheries.
Consequentlythe NMFS had most of the necessary data.

In general, the quality of catch data was good. Ownership data were less complete and less accurate because
owners were under no obligation to report many of the details of vessel ownership or vessel leas&linterests.
Although this was time-consuming, datagamization for determining quota shares allocations did not pose
substantive problems. Beginning in the late 1980s, the NPFMECostaized the data for the halibut and
sablefish fisheries to analyze féifent management alternatives. Once the decision to proceed with the system
had been approved by the Secretary of Commerce in January 1993, the NMFS began to finalize data for the initial
allocation. By January 1994, slightly less than one year, E@MNMFS had produced preliminary estimates of
initial allocations for all fishers.

Once the data had been fullyganized, the NMFS prepared individual applications for each vessel owner
qualified to receive quota sharéhe preprinted applications, which included a report of relevant catch and
ownership data, were mailed to each qualified vessel oinese who did not receive an application by a certain
date, but who thought they were entitled to initial quota shares, were asked to call the NMFS to request an
application.The development of the programme and its progress toward implementation were public knowledge
as they were reported by both trade journals and the popular press. Because fishers were involved in the process
from the onset, few if anyailed to obtain quota shares because of lack of knowledge of the need to apply

The NMFS required vessel owners to verify the data in the applications and to submit the applications within
a 6-month period that began 17 January and ended 15 July 1994. Owners were entitled to correct or dispute
existing records, if needed’he NMFS reviewed each returned application for any data discrepancies.
Applications returned without change were forwarded to the NMFS technical reviewers. If an application was
corrected or disputed by the vessel owitlee NMFS requested documentation supporting the change, such as
fish tickets, leases or ownership documentatibime owner was required to resubmit the application with
supporting documentation within 90 days. On receipt of the application and supporting documentation, the
application materials were passed on for technical review (NMFS 19@#)in 45 days of receipt of the
application (and supporting documentation when applicable) the NMFS technical reviewers were required to
process the application and notify the vessel owner of the quota shares ent#drhantompleted the technical
review process and issuance of quota shares began in Novembekrp9dssel owner who disagreed with the
quota shares determination of the technical review could file an appeal (NMFS 1994).

The appeals process began with issuance of the first quota #tpgreals were heard by the hearinfjoafr
from the parent agency of NMFS — NOAthe National Oceanic anstmosphericAdministration, under the
Department of CommerceAdministrative appeals consisted of a review of the pertinent documentation
(primarily fish tickets, ownership records, and leases) and hed&fittgaring oficers were required to issue

18 At the onset of the programme, collection of fees from IFQ holders was not permitted by the MagnusorA8teveas
fee collection programme was authorized by changes to the act by the U.S. Congfe€xctobér 1996, after the IFQ
programme had been implemented.

19 Actual data were usually collected APF&G and the IPHC and forwarded to the NMFS.

20 The greatest information shortcoming was the absence of good records related to leasehold interests. Other problems were
related to divorced couples, deceased vessel owners and dissolved corporations and partnerships.

21 The vessel registration required to participate in the fisherigkggka did not (and still does not) require a full disclosure
of all owners with an interest in the vessel, nor was there any requirement for leaseholders to report their use of a given
vesselThe lack of detailed reporting on ownership meant that available data were too imprecise to support determination
of allocations in all situations, particularly cases in which partial ownership levels changed over the relevant catch history
period.

22 NMFS refers to this decision as an “Inithdministrative Determination”.

23 Appeals were allowed only on questions of fAgipeals claiming that hardships had prevented persons from participating
were not allowed — a conscious decision of the NPFMC, which believed that it had provided for hardships by allowing
persons to qualify if they had participated at all in 1988, 1989 or 1990.
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written opinionsAn ownerdissatisfied with the hearingfafer’'s decision was entitled to appeal to the federal

court system within 30 days of the decision. In the interest of fairness, a vessel owner who had appealed the
initial allocation and had an appeal pending when fishing under the programme began, was permitted to fish
IFQs from any undisputed quota shares whileappeal was pendir?g.Therefore, a vessel owner who had
received 1000 quota shares but thought that he was entitled to 1500, would be permitted to fish the IFQs resulting
from the 1000 quota shares allocation during the appeal concerning the additional 500 quota shares (NMFS
1994). Because all quota shares allocations were determined based on historical catch, all initial allocation
decisions were made at commencement of the programme — quota shares could be redistributed by sales, but the
number of quota shares in the quota shares pool was generall§5fixed.

Approximately 9000 applications for quota shares were filed. Of those applications, approxirh@tely 1
were determined to be ineligibken additional 650 applicants disputed the allocation as determined by the NMFS
data.Table 1 shows the reasons and number of appeals to the NMFS initial allocation determinations. Only
179applicants — fewer than 3% of all applicants — appealed the decision made in the technicalienadihan
half of the appeals challenged determinations of eligibility for quota shares or challenged vessel ownership or
lease interest conflicts. Only 10 cases among the appeals heard by the NMFS have been subsequently appealed
to the federal court system (NMFS 2000a).

Fishing under the programme began in March 1995, when the new seasomhagama 28-month period,
from November 1993, when the final rules were published, to March 1995, the initial allocation was decided
(with the exception of pending appeals), and fishing under the programme began.

Table 1
Appeals of initial allocations as determined by the NMFS

Reason for IFQ appeal Number of appeals Y%
Basic eligibility for quota share issuance 48 26.81
Ownership/l ease conflicts 42 23.46
Untimely applications 36 20.11
Additional qualifying pounds 20 11.17
Successor -in-interest determinations 13 7.26
Vessel category determinations 8 4.46
Challenge to IFQ regulations 7 3.91
Miscellaneous/other reasons 5 2.79
Total 179

Source: NMFES 2000.
4.5 Success of the initial allocation

The initial allocation process by itself cannot assure that the goals of any trading programme are met
because many of the goals pertain to the operation of the fishery after that alldcatisfers of IFQs and quota
shares after the initial allocation can drastically alter the distribution of interests, erasing the success of a well-
crafted initial allocationAn initial allocation, howevercan either be an obstacle to achieving goals of the system
or can set the stage for attaining those gddis. initial allocation in the halibut and sablefish IFQ programme
generally laid a solid foundation toward success of the programme and achievement of programme goals.

Two goals were substantially attained by the initial allocation. First, the initial allocation sought to maintain
the character of the existing fle@his goal included a strong desire to protect small fishers from being forced
from the fishery by lage fishing interests (NMFS 1994, NMFS 199R)e programme achieved this purpose in
two ways. First, fishers were granted quota shares based on fishery participation over sevefdiigaais.
dispersed interests in the fishery among many more fishers than had participated in any singé&egedr no
payment was required to receive quota shares under the prograttinagh such payments were not legal at
the time under thMagnuson Steversct, had they been required,der vessels might have been able to exclude
smaller vessels from the programme at its onset.

24 The issuance of IFQs takes place every year on 31 Jai@uaota shares under appeal on 31 January generally are not
included in the IFQ issuance for the year

25 Minor changes to the quota shares pool have occurred as a result of enforcement actions (which may remove shares) and
the settlement of appeals (which may increase shares).
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A second goal was to disburse the windfall profits created by giving fishers quota shares fregeof luisar
was accomplished by considering fishing activity over several years, which brought more fishers into the
programmeThe NPFMC knew that the fleet would consolidate in time, but the goal was to let that consolidation
occur through the market rather than in the initial allocatidith a widely-disbursed initial allocation, windfalls
were minimized and the market was left to respond, with fishers deciding whether to remain in the fishery or
leave (NPFMC 1992b).

A third goal was pursued through a separate avadingeeNPFMC sought to develop a system for the benefit
of the small communities in thidleutian Islands and on the Bering Sea that have traditionally been unable to
participate in the fisherie§he CDQ programme was developed for this purpose. In regulatory areas in the
Aleutian Islands and the Bering Sea, between 20 and 100% of the quota shares was set aside for this programme.
Fishers denied shares by the CDQ allocation were compensated with shares in other regulatory areas (NMFS
1994). CDQ shares are nontransferable, but the communities can hire fishers to fish their quota. Communities
granted these shares have handled their shares in one of two ways. Some have sold the annual harvest rights to
fishers, and although this approach is not what policymakers had initially hoped would happen, transfers of
annual fishing rights for royalties have proven afeative source of income for some communities. Other
communities have developed their own fishing sector and have benefited from both revenue created and jobs
generated by the CDQ programme.

4.6 Satisfaction of rights holders and others with initial allocation

At the time that the IFQ programme was implemented, many fishers were wary of its potential impacts on
their fishing.After initial trepidation subsided, fishers in general seemed satisfied with the programme and its
initial allocation proces& The most satisfied were those fishers who were historically the most active in the
longline fisheriesThese fishers received thedast allocations because quota shares were issued in proportion
to activity in the fisheryA few groups, howevemwere dissatisfied with the initial allocation: fishers who were
given small quotas because of scant participation hjstoeyvmembers, and fishers active between 1991 and
1994 but not in the qualifying years before 1991.

A significant number of fishers who had limited history in the fisheries felt that their quota shares were not
sufficient to support their continuing in the fishehy a survey of sablefish quota shares holders, 20% expressed
the opinion that their quota shares were ffisieht to fish economicallyApproximately 10% believed that their
allocation was not fair (Knapp and Hull 1996a% expected, these criticisms came mainly from quota share-
holders who received small initial allocations. Most had participated in the fishery for only a year or two. Since
a fishefs initial allocation was based on activity in the fishery over a five-year period, those participants whose
initial allocations were supported by only one ysamatch ended up with approximately 20% of a single'sear
catch. By using many years of activity to determine the initial allocation, the programme hédeahef eliluting
the shares so that shareholders with limited catch histories could not fish econoMiaallysuch shareholders
sold their quota shares and left the programme after the first few years.

Crewmembers were left out of the initial allocation for two reasons: one based on practicdldpe based
on principle. Unlike vessel-owners, crewmembers historically had not reported their fishery participation to the
NMFS. Evaluating the credibility of crewmembgarticipation reports would not be feasible, and therefore using
historical catch to determine the initial allocation was impracticable. In principle, the initial allocation was
intended to reward those who had invested in the fiskidnite crewmembers had invested time, for which they
had been paid, only vessel-owners and lessees had put monetary investments at risk to garticipate.

Fishers active between 1991 and 1994, but not before 1991, were excluded from receiving an initial
allocation.These fishers represented a substantial part of both the halibut and sablefish fisheries in the years
immediately before the IFQ system was initiated in 1995. More than 25% of the sablefish and more than 17% of
the halibut (by weight) harvested in these years had been caught by fishers who received no initial &location.
The 1990 cutdfdate was used to prevent fishers from entering the fishery simply to obtain a valuable interest in
the fishery once it had been decided that entry would be limited in the #itithough these fishers were

26 |n a survey of sablefish quota shares holders in the first @8 said the programme had “no positiviees.” In the
same survey23% said the programme had “no negativeat$” (Knapp and Hull 1996a).

27 Partially to appease crewmembers who had not received an initial allocation, the system created a transfer preference for
crewmembers who had been active in any U.S. commercial fishery for at least 150 days.

28 These entry rates were similar to entry rates in the years before 1991.

29 As with crew these fishers would be permitted to buy quota shares to enter the fishery if they met the 150-day threshold.
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dissatisfied with the initial allocation, the overall response was that it waBé&tiause allocation was based
strictly on historical activityfishers who received small initial allocations were deprived of thenzent that

they deserved an interest in the fishery over others. In addition, the transferability of quota shares allowed those
who desired to increase their activity the right to purchase into the fishery to make up for the absence of an initial
allocation.While doing so would be costlthe ability to increase orgeinterest in the fishery provided a remedy

for those who desired to do so.

4.7 Alternatives to the initial allocation

Some criticisms of the initial allocation were leveled by a few dissatisfied groups. Some fishers and crew
were dissatisfied with being omitted. Other fishers were dissatisfied with the size of their initial allocation,
arguing that it was too small to fish economicaljternative allocation methods were considered and rejected.
While each of these alternatives would have increased the proportion of the harvest that qualifiers with minimal
participation records would have received, each alternative also had shortc@mniogs,. the alternatives that
might have addressed some of the concerns of fishers and crew were the following which would:

i.  require a minimum catch to qualify for an initial allocation

ii.  require multiple years of fishery participation to be entitled to shares

iii. provide a minimum number of quota shares to all fishers who qualify for the programme and

iv. base distribution strictly on whether an owner (and possibly crew) had participated in the fishery during a
period of years. Each year of participation would have been worth a fixed number of quota shares (1000,
for example) regardless of the participardttual catch during those yeéfts.

The first two alternatives would have reduced the initial number of qualified vessel owners, thereby
increasing the proportion of the annual harvest (IFQs) to which each qualifier would have been Em¢itled.
two alternatives were rejected because they would have eliminated some vessel owners with a history of fishery
participation, whilst the minimum standards and additional qualification criteria might have been seen as
arbitrary In addition, because anyone receiving an initial allocation would have the right to purchase or sell quota
shares, the programme was thought to provide an option for any fishers who believed they had received an initial
allocation that could not be fished economicalty the end, the initial allocation was designed as a broadly
inclusive programme that provided an initial allocation to as many fishers as showed activity in the fishery in the
past.

The third and fourth alternatives might have reduced the number of fishers who received entitlements that
were uneconomic to fish, but both represented a move away from allocation of quota shares based on actual catch
history in the fishenylf the allocation had provided a minimum number of quota shares to all qualifiers regardless
of catch (the third alternative), then the quota shares of qualifiers who had exceeded the minimum would have
been diluted — an outcome that was politically unacceptable and raised questions of fahraefsirth
alternative also would have raised contentious issues of faimesssel owner who landed only 100lb in a year
would receive the same allocation as a vessel owner who landed 10 000Ib in the same year

Any method of initial allocation of harvest right can be expected to generate contrdversystem that
was chosen was based on historical catches in the fishery and did not include criteria that might have appeared
arbitrary or artificial. The system used was deemed the best available and the least controversial because it relied
on the most comprehensive data for fisheries participation. Furthermore, data that would be usediciadte “of
and had been required for the programme implementation. Use of these data reduced the risk that fraudulent
information would be used to obtain shares. Despite the benefits of fairness, the method used for the initial
allocation was found to be data intensive, costly and time consuming to impment.

5. CONCLUSION

The initial allocation of shares of an IFQ programme cannot ensure the success of the progradimge.
of shares after the initial distribution can thwarfbdgf to achieve programme goals, despite the best-defined
initial allocation.The initial allocation, howevecan start a programme toward success by defining the character
of the fishery for the first few years while the trading system develops, and by facilitating acceptance of the
programme by fishers.

30 One advantage of a system based exclusively on participation (rather than on catch) is that it is less data intensive.

31 |n addition, fishers ilaska have come to believe that historical catch will be used if and when IFQs or similar systems
are enacted in other fisheridis belief has had the unintended consequence of assigning value to catch history of vessels.
Now when vessels are bought and sold, the catch history of a vessel is congeseld. with more historical catch garner
higher prices than similar vessels with less catch history
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The initial allocation of IFQs in the halibut and sablefish fisheries served several defined objectives. By
distributing shares based on historical catch, the allocation preserved the character of theaefléebad
distribution of shares limited the windfalls created by the distribution of shares at nslitasigh the quantity
of shares received by a fisher was reduced, the broadly inclusive initial allocation hdddhefdimiting the
dissatisfaction of excluded fishers. Once active in the fistfestyers could trade shares in the market to
determine their level participation. By allocating shares only to vessel owners, the initial allocation rewarded
those who had invested to participate in the fish&learly the initial allocation served these specific
programme goals.

Most fishers believed that the process by which the programme (and the initial allocation) were
determined, fairly considered the opinions of all interests. Open meetings and comment periods ensured that all
opinions were heard and evaluatéte initial allocation carefully defined programme goals, tailored the rules
governing the initial allocation to achieve those goals, and strictly adhered to thos&éhelpsocess by which
the programme was developed, and the well-defined rules for the initial allocation, created a foundation of
support for the programme on which to build future succHss.overall goal of the IFQ programme was to
create a safe, productive, profitable fishérkis goal could not be accomplished without acceptance of the
programme by its participantEhe initial allocation developed the support for the programme necessary for its
success.
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