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Abstract

In 1996 Canada implemented the Mifflin Plan which was designed to reduce the size of the
commercia salmon fleet in British Columbia. The Mifflin Plan redefined limited entry
salmon licenses with respect to fishing area and gear, allowed stacking of the salmon
licenses, and spent C$80 million to purchase and retire the licenses (but not vessels). In
1998 Canada implemented another program to purchase and retire limited entry salmon
licenses (but not vesseals). Funding for these programs was provided by the federa
government. This paper describes and discusses these programs. Details are provided on
the reasons for the fleet reduction programs, the details of the license redefinition and
stacking rules, the rules used to decide which licenses to buy and the prices to pay for
them, and the numbers of licenses removed from the fishery. A discussion section reviews
some issues raised by these programs.
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Executive Summary

In the early 1990s British Columbia s salmon fisheries experienced market and resource
crises. These appear to have created a long-term, negative change in the prospects for the
Province's commercia salmon fisheries, which had been managed under limited entry
since 1969 by Canada s federal government. The federal government responded to this
crisisin severa ways. The Mifflin Plan in 1996 (named for the Fisheries Minister, Fred
Mifflin) sought to (a) reduce the size of the fleet through buying back and retiring limited
entry licenses, (b) redefined limited entry licenses by area and gear type and (c) alowed
license holders to buy and combine the newly redefined licenses. In 1998 the federal
government made C$400 million available for various salmon fishery initiatives. This
included between C$100 and C$200 million that would be committed to a new license
buyback program.

Thefirst step in the Mifflin Plan involved the redefinition of licenses with respect to fishing
area and gear. Prior to the Mifflin Plan salmon licenses generally allowed a license holder
to use more than one type of gear off of avessal. Some licenses alowed alicense holder
to fish seine, gillnet or troll gear, and some allowed a holder to fish gillnet or troll gear.
The Mifflin Plan required each license holder to make a permanent choice of one gear to
fish with that license.

Prior to the Mifflin Plan license holders could generaly use their licensed salmon vessels
anywhere up and down the coast. Under the Mifflin Plan, the coast was divided into two
seine areas, three gillnet areas, and three troll areas. Seine, gillnet, and troll license holders
each had to select the management area within which they would fish. The area choices
were for four years, at the end of which new, and permanent, choices would have to be
made.

The Mifflin Plan allowed a person who held one of the newly redefined licenses to buy one
or more additional licenses, and “stack” them together. Once two licenses had been
purchased and stacked, they could not be sold separately. A person who held a gillnet
license to fish in one of the three areas could buy, for example, agillnet licenseto fishin
one or more of the other gillnet areas, or could buy alicense to fish with troll gear in one
or more of the troll areas. Stacking provided a mechanism for reducing fleet size by
private activity among license holders and without government subsidies.

The Mifflin Plan also included C$80 million for buying and retiring salmon licenses. The
Mifflin plan was announced in the Spring of 1996 and the money was to be spent before
the salmon fishery began in July. A buyback committee was formed with gear group
representatives and other members and it solicited offers to retire licenses from license
holders. Each license holder was to make a bid. The committee used several criteriato
rank the bids athough purchase of low bids was the most important of these. When the
committee found that it had bought all the licenses that were offered at bids it found



acceptable, it refused to buy more and called for a second “round” of license retirement
with new bids and a new selection process. Between the two rounds, the program bought
48 seine licenses at an average cost of C$413,908, 444 gillnet licenses at an average cost
of C$79,260, and 305 troll licenses at an average cost of C$77,007.

In 1998, the current Fisheries Minister, David Anderson, announced that the federal
government would make C$400 million available to support a new program to rehabilitate
the salmon resource, restructure the fishery, and help communities and fishermen adjust to
the changing conditions in the fishery. He made C$200 million of this available for fleet
reduction and for support of initiatives to diversify the fleet and develop more selective
fishing methods.

Using these funds the Department of Fisheries and Oceans started a new license retirement
program in the Fall of 1998. One round was held in 1998, a second round was held in
early 1999, and additional rounds appear almost certain. The first round used a process
very similar to that in 1996. A license retirement committee with gear group experts was
set up and bids were solicited. The license retirement committee selected the bids using a
variety of criteria. In thisfirst round, the committee selected 99 out of 1,124 bids. It
bought 46 seine licenses at an average of C$420,152, 20 gillnet licenses at an average of
C$77,880, and 33 troll licenses at an average of C$77,532.

A review of the program suggests that:

» Stacking has been relatively more important in reducing the size of the seine flest,
while purchase and retirement of vessel licenses has been more important in reducing
the size of the gillnet and troll fleets.

» Pricespaid for licenses since 1995 have ranged between C$405,118 and C$443,475
for seine licenses, between C$73,719 and C$84,702 for gillnet licenses, and between
C$70,881 and C$82,136 for troll licenses.

» A program may want to keep some of its intentions with respect to expenditures,
license purchase targets, and timing, confidential to discourage speculation.

»  Community development assistance came to be an integral part of the overall program
because of concerns about job lossin rural communities dependent on fisheries.

» Administrative implementation costs are only part of the costs of a buyback program.
Other costs, such as those incurred by license holders participating in the program, can
also be significant.

» Stacking was controversial. Many were concerned that it would give an undue
advantage to persons with better access to capital. Licenses could be owned by
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processing companies in the Canadian system, and some were concerned that stacking
would allow processors to increase the proportion of licenses they held.

Stock allocation was a continuing issue. Voluntary fleet reduction programs may not
bring proportional reductionsin fleets, raising issues about the shares of salmon runs
that should go to each.

Fleet reduction did not change the common property nature of the fleet, raising the
possibility that some fleet reduction benefits would be lost through subsequent
competitive upgrading.
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1. Introduction®

Since 1993 Canada has taken significant steps to reduce the number of vesselsin British
Columbia’ s commercial salmon fishing fleets. Two maor initiatives associated with two
different Fisheries Ministers have redefined existing limited licenses with respect to fishing
gear and fishing area, allowed stacking of licenses, purchased and retired fishing licenses,
and aso bought alarge proportion of asingle year’ s fishing rights. In addition, a smaller
program was used in support of a program to reallocate some salmon to Native
fishermen.?

The major initiatives have involved much more than fleet reduction. They have also
included job retraining, fisheries enhancement, changes in fisheries management,
programs to help fishermen diversify, research into improved gear selectivity, enhanced
pensions for retiring fishermen, and community development projects.

Nevertheless, alarge proportion of the expenditures for these initiatives have been spent
on, or have been publicly alocated to, the fleet reduction programs. As discussed later,
planned expenditures on the current round of fleet reduction are not being released by the
government. However, it seems reasonable to guess that total expenditures from 1995 to
the end of the current program may be well over C$200 million Canadian dollars.

This paper describes the recent Canadian fleet reduction programs. It describes the events
leading to the fleet reduction programs in 1993, 1996, and 1998, the evolution of those
programs, the details and operation of the specific programs, and the results in terms of
limited entry licenses removed from the fisheries. Specificaly, this paper looks at the
following programs:

asmall 1993 commercial salmon fleet reduction program®

the 1996 “Mifflin Plan” redefinition of licenses by area and gear

the 1996 “Mifflin Plan” stacking program

the 1996 “Mifflin Plan” fleet reduction program

compensation paid to license holders who chose not to fish in 1998
the first round of a new fleet reduction program, carried out in 1998.

\4 \4 \4 \4 \4 \4

! Kurt Schelle, Manager of Research and Planning for the Commercial Fisheries Entry Commission, and
Chris Sporer and Steve Wright of the Canadian Department of Fisheries and Oceans, had many helpful
comments on earlier drafts of this report. They are not, however, responsible for any errors.

2This smaller program was begun earlier than the major programs discussed in this report and was not
closely related to them. The report deals with the major programs although the smaller programis
discussed in an appendix.

3 Described briefly in an appendix to this report.



2. Background to Fleet Reduction

2.1 Common Property and Excess Capacity

Salmon in the water, before harvest, are generally treated as a regulated common property
resource. The costs of defining property rights over salmon in the water are generally too
high to make it economically possible to make them private property.*

As acommon property resource, the salmon belong to the person who harvests them first.
This leads fishermen to overinvest in their fishing operations and to spend more than they
otherwise might in arace to capture the salmon before the other operators in the fishery.
Thisisthe root cause of the high cost of salmon harvest.

In a common property fishery, this competition may aso lead to an overharvest of the
spawning stock and ultimately to lower annual salmon returns and harvests. While
Department of Fisheries and Oceans managers work to protect the stocks from
overharvests, powerful fleets of competitive vessels make their job harder.

Common property problems aren’t eliminated when afishery is limited. Although the
number of separate operationsis restricted and cannot grow, the effort expended by an
individual operation, as it competes for fish with other operations, may grow.” Depending
on the regulations governing the fishery, fishermen might be able to increase the length,
width, and engine power of their vessels. They may be able to use more elaborate
electronics or work with spotter airplanes. They may invest in larger nets made from more
sophisticated fibers. Mesh size or other gear characteristics may be modified. Fishermen
may invest in more powerful and sophisticated machines for setting and retrieving gear.
They may increase their crew sizes and fish longer hours.

*In the last 25 years other species of fish have been converted from open access to something closer to
private property through the implementation of different types of individual quotas. It seems less likely
that this move from the open access towards the private property end of the rights * spectrum” will take
place for salmon, unless the fishery is fundamentally restructured - perhaps through the reintroduction of
fish traps. This generalization doesn’'t apply to the treatment of farmed fish or of private or semi-private
hatchery returns. One of the options for fisheries reform discussed in British Columbiais a change in the
rules which would give communities or Native groups more control over management of some local
resources. See Copes, page 28-29. Thisissue is not dealt with in this report.

® Although not discussed in the text, limited entry programs in the Pacific Northwest salmon fisheries
have not typically led to reductions in numbers of operations at the time of initial limitation. License or
permit eligibility rules are often generous and the numbers of operations allowed under limited entry can
be similar to (or greater than) those seen in the preceding unlimited fishery.



Managers can restrict the effort by fishermen by regulating the times and places for fishing
and the gear or methods used for fishing. But there are problems with this approach.
Regulation is a crude tool. Many regulations may increase fishing costs. Further, and
perhaps more important, fishermen can get around the regulations and find other ways of
increasing their fishing effort. As one observer has pointed out, even under limited entry:

...the fundamental incentives to employ extra measures to compete are
latent, strong, quickly triggered, and basically unaffected by limited entry.
Fishermen are quick to adopt any measures possible to gain a small, short-
lived edge, even when it is understood that when everyone adopts in the face
of fixed total harvests, costs simply rise.

Overcapacity and higher fishing costs can also be promoted by government policies that
subsidize investment in fishing operations.

2.2 Limited Entry and Excess Capacity in British Columbia

British Columbia has historically had arich salmon resource and active commercial salmon
fisheries. The principle commercial gears include seines, gillnets, and trolling gear. Limited
entry was originally implemented in the British Columbia salmon fisheries by the federal
government in 1969.’

Two classes of salmon licenses were originally issued. “A” licenses were issued to vessels
used to land more than 10,000 pounds of pink or chum salmon, or their equivalent, in
1967 or 1968. There were 5,870 “A” licensesissued in 1969. Initially, persons receiving
these “A” licenses could use them to fish any combination of gillnet, troll or seine gear
from avessel. A second category of licenses, “B” licenses, were meant to be eliminated
through attrition.? At this time there are no more of these. There was only one “B” license
in the fishery during part of the period covered by this report; this has now expired.’

In 1977 a moratorium was placed on the number of “A” licenses that could be used to fish
seine gear. In 1982, salmon vessels alowed to fish seine gear were separated even more
decisively from the other vessels. The fleet was divided into two parts: vessels that could
fish al three gears, and vessels that could only fish gillnet and troll gear.™

®Wilen, pages 316-317.

”In Canada the federal government has responsibility for salmon management, not the provincial
government.

8 Schelle and Muse, page 7.

°“B” licenses went to persons with lower landings levels. Both “A” and “B” licenses could be transferred
with the vessal, but only “A” licensed vessels could be replaced. The number of “B” licenses declined
through attrition. Although 1,062 were initially issued, there are no longer any left. Canada, Fisheries and
Oceans, 1990, pages 25-27.

19 Canada, Fisheries and Oceans, 1990,pages 25-26.



Licenses were originally freely transferable from one vessel to another. This, however, led
to considerable upgrading of the fishing power of the fleet as licenses were transferred
from smaller to larger vessals. Ultimately regulations were imposed that limited the ability
of license holders to move licensesto larger vessels. These regulations took the form of
“net ton for net ton” and “foot for foot” rules.** Because of the replacement restriction,
the salmon licenses were not homogenous. Within a gear category - seine or gillnet-troll -
licenses differed in that the size of the vessal that could be used with a given license
diffeggd.12 During this period license markets quoted license values in terms of dollars per
foot.

Theinitia limitation in 1969 was looked on as the first phase in atwo part program. The
second phase would be the reduction in the number of fishing operations through feet
reduction programs. There were two fleet reduction programs. The first ran from 1971 to
1974 and the second was in 1981. In each of these programs managers bought back
vessels and their licenses. Three hundred and sixty one vessals were bought back in 1971-
74 and afurther 26 in 1981. The money for the first fleet reduction program came from
vessdl licenses and the resale of purchased vessels (after the salmon license was taken from
it), while the second program was funded with federal grants.™

Degpite limited entry and fleet reduction, fishing capacity in British Columbia salmon
fisheries continued to increase. Numerous observers commented on it." In part the
problems flowed from elements that were specific to the B.C. program. Asinitially
implemented, limited entry licenses were issued liberally. Licenses alowed multiple gear
types to be fished off of asingle vessal, and some took advantage of thisto move from
gillnet or troll vessels to more powerful seiners. Until the tonnage and length upgrade
restrictions were introduced, license holders were allowed to transfer their licenses to
larger vessels. In addition to these factors, which were part of the specific program rules
for this program, the license holders upgraded in response to the competitive pressures
discussed earlier. In afishery that had alarge element of common property they were
forced to upgrade to compete with other license holders.

" Wilen, page 314; Schelle and Muse, page 8-9.

12|_imited entry in British Columbia differed in several respects from limited entry in Alaska. The limited
entry licenses were assigned to vessels rather than to persons. They could be held by corporations and
other entities, as well as by natural persons. Originally, until 1996, they were not gear specific; alicense
could alow a person to fish seine, gillnet, and troll gear off of the same vessel. Until 1996 they were not
area specific; alimited entry license gave the person who held it the right to use the vessel to which it was
attached throughout the province. The British Columbia licenses were not homogenous within gear
categories, while the Alaska permits are homogenous within each area and gear category. Finally, the
program was a federal rather than a provincial program. Primary management responsibilities for B.C.
salmon fisheries rested with the federal rather than the provincial government. Of course, in Alaska the
state has the primary salmon management responsibilities and limited entry is a state program.

BWright, pers. comm.

14 Schelle and Muse (1984). pages 10-25.

> Dupont. Fraser. Gislason, et al.. Pearse and Wilen, Schwindt, et al. Wilen.



This competition was fueled by a boom in fish production and prices during the late 1980s.
Prices were good and fish were plentiful. License holders took on debt and invested in
their operations to capture their share of the profits.

2.3 Market and resource crises in the early 1990s

During the 1980s a competitive product, farmed salmon, came on the market. In the late
1980s, farmed salmon production exploded. Farmed production from places like Norway
and Chile has many attractive qualities that made it highly competitive with B.C. products.

Additionally, during the early 1990s the Japanese economy experienced recurrent
recession and financia crisis. Japan is an extremely important world salmon market and its
buoyant economy during the 1980s had been a significant factor in the health of the
salmon fisheries during that time. While the problems in the Japanese market might be
temporary, the explosion in the production of farmed salmon, and the impact it had on
salmon prices, appeared to be permanent.

These market problems were coupled with concerns about some fish stocks, particularly
coho. Managers projected poor returns, particularly for kings and coho. British Columbia
coho catches declined in almost every year after 1990. Catches in 1996 were maybe a third
of what they had been in 1990. Chinook catches aso began a steep declinein 1994, and
had almost been eliminated by 1996.*°

After 1989 the landed value of B.C. salmon tended to drop. 1991 was a very poor year.
For three years, from 1992 to 1994, there were increases in landed value, but then in 1995
landed value (adjusted for inflation) dropped to its lowest level since the fishery was
limited in 1969. The landed value in 1995 may have been about half the landed value in
1991 which was, as noted, a very poor year."

Schwindt et al. estimate that aggregate commercia salmon fishery profits, or private rents,
ranged between C$38.6 and C$51 million 1995 dollars from 1988 to 1990, but then fell to
C$6.5 million in 1991. They bounced back between 1992 and 1994, reaching C$50.1
million in 1994.® Gislason et al. estimate that commercia salmon fleet pre-tax income
during this period averaged C$12 million dollars from 1991 to 1994, and then fell to -
C$41 million in 1995.*°

16 Copes, Figures 1 and 2, page 37.

" Gislason, et al., 1996, Exhibit 1.2.

18 Schwindt, et al., forthcoming.

¥ Gislason, et al. 1998. Summary page 3.



In the months following the bad 1995 season, there was a widespread expectation that the
1996 season would also be bad (asit turned out to be).* The poor market conditions
were expected to continue, and to be combined with low harvest levels.

2.4 The Pacific Policy Roundtable

In Spring 1995, the Minister of Fisheries set up a“Pacific Policy Roundtable” to make
recommendations for future commercia salmon management. This Roundtable included
representatives of the different gear license holders, governments, the fishermen’s union,
Native groups, processors and senior Department of Fisheries and Oceans fisheries
advisors. The Roundtable delivered its report to the Minister in December, 1995.%

Representatives of coastal communities and Native groups felt that the Roundtable
process was flawed and submitted minority reports. The fisherman’s union likewise
submitted a minority report. The discussion that follows focuses on the majority report
and the opinions put forth by the commercial gear group interests.?

There was agreement among the commercial license holders that there should be alarge
reduction in the numbers of license holders and vessels, and that this reduction should
begin before the 1996 fishing season (which would begin in July).®

While there was agreement about the need for fleet reduction, there was disagreement
about the approach to take. Seiners and gillnetters wanted 30% to 33% reductionsin their
fleets. Gillnetters were interested in area and gear separation and fleet reduction. Seiners
offered three separate fleet reduction alternatives with different combinations of gear and
area separation, stacking, and fleet reduction. The trollers wanted a 25% to 50% reduction
in their fleet over five years through fleet reduction and were a so interested in area and
gear separation. In addition, the trollers asked for experimental implementation of an
individual quota program in 1997. The fishermen’s union accepted that fleet reduction
might be a part of afisheries renewal program but was against license stacking. Native
communities wanted to cut the fleet in half by requiring two licenses with Native skippers
receivi nzg afree license and non-Native skippers purchasing their second license in the
market.**

2 Gislason, et al. 1998, estimate the fleet’s 1996 pre-tax income was -C$11 million. Summary page 3.

Z Thisis not meant to be a survey of events leading up to the start of the Mifflin Plan. This discussion
does not treat the Roundtable in its political context. However, the Roundtable Report does provide some
insight into industry thinking just before the Mifflin Plan was implemented.

%2 Canada, Fisheries and Oceans. News Release. “Roundtable Report Forwarded...” December 15, 1995.
3 pacific Policy Roundtable, page 6.

% Doherty, pages 38-40.



The commercial fishing interests represented at the roundtable were very concerned about
the relationship between fleet reduction and the allocation of fish between the commercial,
Native, and sport fisheries. This issue was mentioned repeatedly and was the only issue
singled out for attention in the covering letter that accompanied the report to the Minister
of Fisheries. The report said that cooperation of the license holders with fleet reduction
would depend on “more certainty on long-term catch shares.” It was important that the
“productivity gains from fleet rationalization not result in allocation transfers’ between the
major commercial, Native, and sport user groups. If transfers were necessary they should
be voluntary with compensation. The report did not deal with allocations of fish between
commercial user groups and how this process might be related to changes in relative fleet
sizes through fleet reduction.”

3. Pacific Salmon Revitalization Strategy (The Mifflin Plan)

3.1 An Overview of the Mifflin Plan

In March 1996, with the Roundtable’ s report completed, the Federal Minister of Fisheries
Fred Mifflin announced a comprehensive and long-term plan to “revitalize” British
Columbia’s salmon fisheries. This “Pacific Sdmon Revitalization Strategy” was to become
popularly known as the “Mifflin Plan.”

The Mifflin Plan sought to conserve the resource and improve the economic viability of
the license holders. The elements of the Mifflin Plan, as announced in March, were
focused on reducing the size of the salmon fleet and limiting the ability of the remaining
fleet to concentrate on a single area or opening. The Minister announced a goal of a 50%
reduction in the commercia fishing “capacity” of the salmon fleet. By capacity he appears
to have meant the number of fishing vessels. As announced in March the plan had four
specific components,

» redefinition of licenses by area and gear

» C3$80 million for fleet reduction before the 1996 season

» alow permanent stacking of licenses

» and license renewal fee increases scheduled for 1996 spread out over two years.

In addition, the Minister noted that the Department of Fisheries and Oceans was
committed to a “risk-averse management program,” referred to plans to discuss an
“industry board to assume responsibility for ongoing fleet rationalization and to provide

% pacific Policy Roundtable, page 2.



strategic direction on changes to the salmon fishery,” and noted his commitment to a“new
consultative process’ on intersectoral salmon allocations by 1997.%°

This plan was controversial. Its focus on areduction in the size of the fleet appears to
have conflicted with the goal, held by many, of using the salmon fishing industry to
provide jobs. Many rural communities were dependent on fishing and feared the loss of
fishing businesses as fleet reduction proceeded.

A great deal of concern focused on the provisions for the stacking of licenses. This
appeared to give an advantage to license holders with large financial resources. Because of
this, many persons were concerned that fish processing corporations, which could hold
limited entry permits under the Canadian limited entry program, would increase the
percentage of the fleet that they owned. Others were concerned that personsin urban
areas would have differential advantages in credit markets and that limited entry licenses
and vessels would migrate to urban areas.”’

Environmental issues were also raised. It was pointed out that the Mifflin Plan would
leave large numbers of vessalsin the fishery and would add no limitations to their ability to
upgrade. Further it was argued that the program should have included funds for habitat
restoration and enhancement.”®

Very soon after the announcement many interests protested the program. Representatives
of rural communities, Native interests, fishermen’s union representatives, the provincia
government, environmentalists, and numerous academics advocated program changes.

The Minister responded in several ways. In early May he announced modifications to the
program, including a moratorium on additional license stacking until the end of the fishing
season (this moratorium did not affect stacking that had already taken place), confirming
that the initial selection of fishing areas was temporary for afour year period with long-
term selections coming after, and providing guidance on the Department’ s plans for
salmon allocations among fleets.

In July 1996, he agreed to ajoint review, with the government of B.C., of the federal and
provincial “roles and responsibilities’ in salmon management and the revitalization
program and of the revitalization plan’s impacts. This panel included a representative from
the federal government, one from the provincial government, and one independent of
both.?® This panel came to be known as the “ Tripartite Panel.”

% Canada. Fisheries and Oceans, News Release. “Minister Announces...” March 29, 1996.
" Copes, page 14.

% Coastal Community Network. “Effects of the ‘Mifflin Plan’...” 1996.

% Canada. Fisheries and Oceans, News Release. “Canada and B.C. Agree...” July 15, 1996.



As aresult of the recommendations of the Tripartite Panel, in January 1997 the Minister
made a number of further changes to the program. Earlier the moratorium on additional
stacking during the fishing season had been extended until the Tripartite Panel had finished
itswork. The Minister now announced that additional stacking would be permitted from
January 15. The annual fishing season moratorium on additional stacking would be
retained. Stacking was to be put to a vote of the license holders in November 1997.% The
Minister also announced that C$37.5 million dollars would be made available for a variety
of programs.

C$15 million for habitat restoration and salmon enhancement

C$5 million for credit assistance for stacking

C3$8 million to pay license holders for gear made unusable by single-gear licensing
C$7.7 million for early retirement assistance for fishers between 55 and 64

v \4 v v

The minister called on the B.C. government to provide matching funds for the habitat
work and the early retirement assistance and took steps to improve consultation between
provincial interests and the Department.®

The Mifflin Plan, modified by the changes outlined above, remainsin place. In 1998
Mifflin’s successor as Minister of Fisheries and Oceans, David Anderson, announced new
measures. These new measures did not ater the Mifflin Plan’s redefinition of the licenses
or the stacking provisions. The Mifflin Plan elements concerned with the reduction in the
number of separate fishing vessels are discussed in more detail below.

3.2 Area Registration

Before 1996 the owner of avessd license with a salmon seine privilege could use that
vessdl in seine fisheries almost anywhere aong the coast of British Columbia. The owner
of agillnet-troll license could use that license in gillnet fisheries anywhere aong the coast.
British Columbia seine and gillnet fisheries were not separated regionaly as the salmon
fisheries are in Alaska. While persons who wanted to salmon troll had to make a decision
each year about whether they wanted to fish in the waters inside Vancouver Island or in
the area3 ;)utsi de and north of Vancouver Island, this decision did not bind them from year
to year.

In March, 1996, the Minister of Fisheries announced that this right would be restricted.
Starting in 1996 the coast would be divided into zones. There would be two zones for
seiners, three for gill net operations, and three for troll operations. License holders would
choose the zone in which they wanted to operate. It was originally announced that area

% As noted below, it actually took place several months later.
3! Canada. Fisheries and Oceans, News Release. “Mifflin Accepts Panel’s...” January 9, 1997.
32 Canada. Fisheries and Oceans, 1990, page 80.



selection would be for a minimum of four years. In May these initial choices were set to
expire after four years. License holders would then be asked to make a new, and
permanent, choice of area. *

The two seine areas were a northern area including the waters around the Queen Charlotte
Islands and the mainland waters north of Vancouver Island, called area“A,” and a
southern area including the waters around Vancouver Island and the mouth of the Fraser
River, caled area“B.” Seiners were thought to need more mobility and were therefore
given two areas, each of which was somewhat larger than the gillnet or troll areas® By
June 4, the northern area had been chosen by 188 seine license holders and the southern
areaby 320.%

The three gill net areas were anorthern area, called area“C” covering the same region as
the northern seine area, a central areaincluding the waters around the northern two-thirds
of Vancouver Island and associated mainland waters, called area“D”, and a southern
region including the waters around the lower third of Vancouver Island and the Fraser
River areg, called area“E.” By June 4, 1,222 gill net license holders had selected the
northern area, 310 had chosen the central area, and 700 had chosen the southern area.

The three troll areas were a northern area, called area“F’ covering much the same region
asthe seine and gill net areas, an inside area, area“H” including the waters between
Vancouver Island and the mainland, and an outside area, area“G” including the waters on
the Pacific coast of Vancouver Isand. Theinside area, H, was similar to the inside area
used for annual registration purposes in the years before the program. Areas F and G
represented a division of the preexisting outside area. By June 4, 340 trollers had chosen
the nortglern area, 187 had chosen the inside waters, and 602 had chosen the outside
waters. ¥’

Arealicensing had been used previoudly in the British Columbia herring fishery in the
eighties.® 1t had been an issue in areview of the licensing program in 1990 and 1991,*

% Canada. Fisheries and Oceans, News Release, “Minister Announces Plan...” March 29, 1996.; Canada.
Fisheries and Oceans, Backgrounder, “Commercial Salmon License...” March 29, 1996; Canada.
Fisheries and Oceans, Backgrounder, “Modifications...” May, 1996.

34 Sporer, pers. comm.

% Canada. Fisheries and Oceans, News Release, “ Salmon License Applications Proceed...” June 4, 1996;

Sporer, fax.
% Canada. Fisheries and Oceans, News Release, “Salmon License Applications Proceed...” June 4, 1996;
Sporer, fax.
37 Canada. Fisheries and Oceans, News Release, “ Salmon License Applications Proceed...” June 4, 1996;
Sporer, fax.

#McGillivray, 1986.
39 Canada. Fisheries and Oceans, 1990.
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and all the gear groups had mentioned it in the Roundtable Report of December, 1995.%

A variety of rationales have been advanced for arealicensing. Stock management might be
improved if limitations on vessel mobility reduced the number of vessels at specific
openings. Operating costs might be reduced if fishermen did not havetoinvestin a
competitive race between fishing areas up and down the coast.**

3.3 Single Gear Licensing

Before 1996 there were two classes of commercial salmon licenses. A license with aseine
privilege alowed vessel ownersto use their vessel with seine, gillnet, or troll gear, while
one without a seine privilege only allowed the vessal owner to use troll and gillnet gear.*”
At the end of 1995, 536 licenses alowed the vessel owner to use seine gear, aswell as
gillnet and troll gear, and 3,831 only permitted gillnet and troll gear.*”®

Under the Mifflin Plan each license was to be converted from a multiple gear licenseto a
single gear license. Vessal owners were asked to choose which of their gears they wanted
to retain. For license holders in the northern fishing areas for the two gears, the choice
would become effective in 1997. For license holders in the other areas, the choice became
effective in 1996. Unlike the choice of fishing area, which was also a part of this plan, the
choice of gear license would be permanent.*

After the 1996 fleet reduction program 3,569 licenses remained in the fishery. There were
488 seine licenses, 2,060 gillnet licenses, and 985 troll licenses.”

As noted, the Mifflin Plan was modified as time passed in response to the controversy that
was generated. One of the modifications was the introduction in January, 1997, of a
program of compensation for lost gear rights. The Minister committed up to C$8 million
for payments of C$10,000 each to former license holders who could no longer use gear
that had generated significant income for them between 1990 and 1994.%

“° Doherty, pages 39-40.

“ Canada. Fisheries and Oceans, Backgrounder, “Commercial Salmon Licensing...” Jan., 1997; Canada,
Fisheries and Oceans, 1990, page 81.

“2 Canada. Fisheries and Oceans, “ Commercial Fishing Licensing Policy: Discussion Paper,” page 25-27.
“ Gidlason, et al., 1996, page 4-2.

“ Canada. Fisheries and Oceans. Backgrounder, “ Commercial Salmon License Changes.” March 29,
1996.

“>The numbers of licenses for each gear do not add up to the total. There were 36 licenses that could not
be classified by gear in Sept., 1996. Gidason, et al., 1996, Exhibit 14.3.

“6 Canada. Fisheries and Oceans, Backgrounder, “ Federal Response...”, January 1997.
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3.4 License Stacking

In addition to the requirements that vessel owners choose one gear type and one license
area, the Mifflin Plan included provisions that would allow a vessel owner to purchase a
second license in the open market, and “stack” it on the original vessal. Thiswould alow
the vessel owner to fish more than one gear from the vessal and/or to fish with it in more
than one area.

Both the gillnet and troll panels on the Roundtable Report mentioned provisions related to
stacking. The gillnet panel had wanted to allow stacking of gillnet and troll licenses on the
same vessel but the gillnetters had wanted the licenses to remain independent of each other
so that one could be sold without the other. The trollers had not ruled stacking out, but
wanted a moratorium on it until a fleet reduction program had been completed. At that
time stacking would be reviewed. The seine panel mentioned it as a source of contention
and did not endorse it.*’

There were restrictions on the stacking rights. A license that was being stacked could not
be moved to avessel that was more than 30% longer than the original vessal.”® Licenses
that were stacked were considered “tied” together and could no longer be sold
separately.® Seine, gillnet and troll licenses could al be stacked on the same vessel .

The stacking program was an integral part of the Mifflin Plan’s tools for reducing the fleet
by half. The fleet reduction program - discussed at length below - would “jump start” the
fleet reduction process and bring a large reduction before the anticipated poor 1996
season. The stacking provision would operate over the longer run through a* market
mechanism” to reduce the size of the fleet.>*

As noted earlier, the Mifflin Plan was controversial, and stacking appears to have been a
very contentious component. A important concern seems to have been that only
prospective license holders with large amounts of capital, particularly corporations (who
could hold vessdl licenses under the Canadian limited entry system), would be able to take
advantage of the stacking arrangements and the competitive advantages they entailed.
Copes notes that it cost an average of C$77,000 to buy an additional troll license,
C$79,000 to buy an additional gillnet license, and C$414,000 to buy an additional seine

" Roundtable, pages 8-15.

“8 This, however, meant a relaxation of earlier “foot for foot” upgrade limits.

%9 Canada. Fisheries and Oceans form, “Application for Salmon License Eligibility Transfer for the
Purpose of Stacking.”

%0 Sporer, pers. comm.

*! Canada. Fisheries and Oceans, News release, “Minister Announces Plan...”, March 29, 1996.
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license.®® There was also considerable concern that stacking would lead to aloss of
licenses from rural areas with few aternative job opportunities.

In May a moratorium on additional stacking was imposed for most of the 1996 fishing

season (which ran from June 30 to November 30). This moratorium was extended into
January 1997 to alow completion of the Tripartite Panel’s report. In subsequent years
new stacking would not be permitted during the salmon fishing season (which ran from
June 1 to November 30).%

The Tripartite Panel recommended a vote on stacking by license holders but was not able
to agree on the timing. The province wanted an immediate vote, before further stacking
was alowed. The Department wanted a vote at the end of 1998 to allow further time to
experiment with the new system.> The Minister accepted the timing position of the
independent member and scheduled the election for November, 1997. The Minister agreed
to the vote with the stipulation that, no matter how the vote went, stacking arrangements
aready agreed to would be permanent.>

The vote on stacking was actually delayed until January 1998. It was held by mail under
the supervision of the accounting firm PriceWaterhouseCoopers. License holders were
eligible to vote and the response rate was 73%. Those voting from all three gear groups
voted strongly in favor of stacking. It was favored by 70% of the troller license holders
voting, by 71% of the gill net voters, and by 85% of the seine voters.®

The Tripartite Panel also recommended a program of credit assistance for fishermen trying
to stack licenses who could not get access to the necessary capital through private
markets. As noted above, the Minister’s response was to commit up to C$5 million in
matching assistance. The commitment was made in January. By May, the Department had
made arrangements with the Community Futures Development Corporation (CFD) to
provide these loans through their regional offices. The CFDs were regional, federally
incorporated, non-profits, whose mission was to assist and encourage “community
economic development initiatives throughout B.C.” Applicants for loans would have to
show credit worthiness and that the value of the license they wanted to buy was smilar to
the market values for licenses of that type.>’

*2 Copes, page 13. Copes doesn’t indicate whether or not prices varied by area. It seems likely that they
did.

%3 Canada. Fisheries and Oceans. Backgrounder. “Minister Announces Modifications...” May 9, 1996.
> Canada. Fisheries and Oceans, backgrounder, “License Stacking...,” January, 1997.

% Canada. Fisheries and Oceans. Backgrounder. “Commercial Salmon Licensing Measures...” January,
1997. Copes has noted that the delay the vote might produce a situation where fishermen would vote
against their own beliefs. Fishermen who had already stacked might vote against stacking to maintain
their competitive advantage. Fishermen who had not yet stacked might vote for it in order to keep an
upgrade option open. Copes, page 13.

% Canada. Fisheries and Oceans, News Release, “Minister Announces Results...”, February 5, 1998.

> Canada. Fisheries and Oceans, News Release, “ Details of Access to Credit...”, April 25, 1997.

13



By late January 1999, 2,941 vessals and 3,523 licenses remained in the fishery. Twenty-six
vessals held three licenses, 530 vessels held two, and 2,385 held one.® The most popular
combinations were the two seine areas (110 vessels held both of these), gillnet vessels
with licenses for areas C and D (130 vessels held both of these), and gillnet vessels with
licenses for areas C and E (121 vessels held both of these). Area C was the area north of
Vancouver Island, area D was the northern end of Vancouver Island, and area E was the
southern end of Vancouver island and the Fraser River. Trollers were lessinvolved in
stacking, only 90 vessels held more than one of the troll licenses. There was very little
stacking across gear types.™

3.5 1996 Voluntary Fleet Reduction Program

Fleet reduction was an integral part of the Mifflin Plan. Eighty million Canadian dollars
were alocated for the purchase and retirement of 20% of the eligible limited entry licenses
before the start of the 1996 fishing season. The program was announced on March 29 and
the fleet reduction target date was set for July 1. During that time the program managers
bought 797 licenses, or about 19% of those eligible. This was more than twice the number
of licenses that had been bought back during the two fleet reduction programs in the late
1970s and early 1980s.%°

This program was only meant to achieve part of the Mifflin Plan’s goal of a 50% reduction
in the fleet. The urgency of the program reflected the concerns over the poor fishing and
prices that were expected in 1996.

License holders could participate in the program if they met the following criteria:®*

License holder must hold an A or an A-l license. (An A-Il licenseisan A license
held by a Native license holder. The A-I license holder would pay a reduced annua
renewal feefor the license, and could only sell it to another Native.) This ruled out
“communally held Aboriginal commercial licenses and Northern Native Fishing
Corporation...licenses...”

License holders “must have held a commercial salmon license in 1995 and have
submitted their application and fees for their 1996 commercial salmon license

License holders “must be in good standing with ownership of the vessel not in
dispute”

%8 Sporer, pers. comm.

%9 Sporer, pers. comm.

€0 James, pages 2, 13, 15.
&1 James, page 3.
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Interested eligible license holders were asked to submit an “offer to sell” to a Fleet
Reduction Committee. The Fleet Reduction Committee was to decide which of the offers
it would accept. Acceptance decisions were to be made on the basis of a balance of severa
criteria. The most important was to purchase the bids with the lowest cost per licensed
foot of vessel subject to amarket price cut-off.? Thiswas to be modified by several other
criteria, including:®

maintain Native participation in the fishery by keeping the current proportions of
“A” and “A-1" licenses in the salmon fleet

keeping the current relative numbers of licenses among gear groups

consideration of vessel characteristics and apparent condition (although vessels
were not purchased)

preference to offers from vessels with a salmon license but no other commercial
gpecies licenses

The Fleet Reduction Committee was composed of persons who were knowledgeable
about the industry and license and vessel markets. There were eight members, two of
whom were independent, one from each of the gear types, one from the processing sector,
one from the fisherman’s union, and one representing Native interests.*

The Department of Fisheries and Oceans mailed applications for the program to all salmon
license holders on April 4, 1996; the closing date for the applications was May 24. By that
date the Department had received 1,111 applications. Offers to sell would be “binding” on
the license holders submitting them once accepted by the government.®

The Fleet Reduction Committee completed its deliberations by June 10 and recommended
that the Minister buy 411 of the offers that had been received. The Department ultimately
purchased 396 of these. The following table provides the details of these purchases.®

%2 Note that up to this time the licenses had not been homogenous. Licenses had been attached to vessels of
different sizes and could not be moved to larger vessels. This led to the practice of quoting pricesin
dollars per foot. With the advent of the stacking rules that allowed licenses to be transferred to vessels that
were 30% larger, licenses became more homogenous. Wright, pers comm. This change does not seem to
have been fully recognized this soon since the Fleet Reduction Committee used cost per foot asits
criterion.

83 James, page 4.

84 James, pages 3,6.

% James, page 5-6.

€ James, page 8.
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Table 1. License Purchases During Round 1 of the 1996 Fleet reduction Program

Gear type Area Purchases Ave. price Total cost
(millions)
Seine A 8
B 24
N 5
Tota 37 C$405,118 C$14.989
Gillnet C 84
D 33
E 94
N 9
Total 220 C$73,719 C$16.218
Troll F 23
G 61
H 37
N 18
Total 139 C$70,881 C$9.852

It is clear from this table that the Committee only spent just over half of the fundsit had
available. When it recommended its license purchases on June 10, the Committee also
recommended that a second round of the fleet reduction program be run immediately. The
committee did not spend all of the money available in one round for two reasons. First, the
committee believed that many license holders had submitted offers to sell with bids well
above market prices. These license holders had evidently hoped that the committee, with a
time constraint for spending C$80 million, and trying to meet atarget of 20% reductions
in licenses, would accept at least some bids with higher prices. Second, the committee
hoped to obtain more offers from seine license holders in order to maintain the balance of
purchases among the fleets.®’

The second round was announced by the Minister of Fisheries on June 14 and applications
were accepted until July 3. The committee received 611 applications. License holders who
had applied in the first round submitted 448 of these, and applications were received from
163 persons for the first time.%®

®7 James, page 8.
8 James, pages 9-10.
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Table 2. License Purchases During Round 2 of the 1996 Fleet reduction Program

Gear type Area Purchases Ave. price Total cost
(millions)

Seine 3

7

1

—
QL

11 C$443,475 C$4.878

Gillnet 102

25

88

9

—
QL

224 C$84,702 C$18.973

Troll 30

93

21

Z|lT|o(m[e|z|m|o|o|g|Z2|w|>

22

Totd 166 C$82,136 C$13.635

During both rounds of the program 48 seine licenses were retired at atotal cost of
C$19,867,605, or an average cost of C$413,908, 444 gillnet licenses were retired at a cost
of C$35,191,436, or an average cost of C$79,260, and 305 troll licenses were retired at a
cost of C$23,487,087, or an average cost of C$77,007. %

Total administrative costs came to C$180,000. This included C$70,000 for computer
system development, C$55,000 for contracts for license value tracking and the Fleet
Reduction Committee Chair, C$38,200 for temporary help for application data entry and
checking, C$10,700 for telephone and couriers, C$1,700 for printing, and C$4,300 for
travel and Fleet Reduction Committee meeting expenses.”

4. C$400 Million More

In June 1998 Mifflin's successor as fisheries minister, David Anderson, and the Canadian
Minister of Human Resources Development, Pierre Pettigrew, jointly announced C$400
million in federal funding for a“comprehensive plan to rebuild the resource, restructure
the fishery, and help people and communities adjust to the changing fishery.” They

% James, page 11.
" James, page 11.
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announced a coho recovery plan involving heavy restrictions on coho harvests, a program
to reduce commercia fishing effort during 1998, a long-term license retirement plan,
programs to help fishermen adopt more selective gear and to promote diversification of
fishing operations, a program of salmon habitat rehabilitation, early retirement and
adjustment programs for fishermen leaving the fishery, and community development
assistance.”

In contrast with the Mifflin Plan of 1996, the 1998 program provided large sums for
habitat and for transitional assistance for communities.”” One hundred million dollars were
to be devoted to habitat. These habitat measures emphasized “ community based
stewardship programs’ and “community restoration and enhancement partnership
programs.” Another C$100 million were to be devoted to adjustment assistance for
fishermen leaving the fishery and for communities impacted by the fishery changes. In the
announcement, these programs were said to include “ early retirement, adjustment
programs for displaced fishery workers...community economic development...” and
“marketing efforts for conservation based recreational fishing.””®

Half of the money in the plan, C$200 million, was to be devoted to restructuring the
fishery. License reduction was expected to be a part of the restructuring, although other
measures such as “...new, selective harvesting techniques and exploring options for
diversifying fishing income and opportunities’ were also mentioned.”

Along with these announcements the Ministers said that the Department of Fisheries and
Oceans would spend part of the money to encourage license holders to voluntarily tie up
their vesselsin 1998. The details for a more comprehensive fleet reduction program were
not announced, athough the Ministers promised to discuss the options with stakeholders
in the coming weeks.”

4.1 1998 Voluntary Tie-up

In their June announcement, the ministers said that vessel owners who voluntarily chose
not to fish in 1998, would not be charged license fees, and would be given payments to
offset the costs they might have incurred prior to the fishing season. Gill net and troll

"L Canada. Fisheries and Oceans, News Release, “Ministers Announce...”, June 19, 1998.

2|t is noteworthy that Anderson announced the program jointly with Pierre Pettigrew, the Canadian
federal minister for Human Resources Devel opment.

73 Canada. Fisheries and Oceans, News Release. “Ministers announce...” June 19, 1998.

" Canada. Fisheries and Oceans, News Release. “Ministers announce...” June 19, 1998.

7S Canada. Fisheries and Oceans, News Release. “Ministers announce...” June 19, 1998.
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vessel operators who chose not to fish would get C$6,500, while seine boat owners would
get C$10,500."

The 1998 voluntary tie-up program was a one-time program. In 1998 severe restrictions
on coho harvests, which would have the effect of reducing operating profits for many
fishermen, were announced shortly before the season. Many license holders already had
money invested in preparations for the season. The purpose of the program was to
compensate license holders who chose not to fish for the investments they had made and
to reduce fishing pressure in 1998.”"

Owners of vessels with almost 1,340 of the 3,633 available commercial salmon licenses
(holders of about 37% of the licenses) took advantage of the program. These included:

11% of northern seiners

15% of southern seiners

47% of northern gillnetters

24% of Johnstone Strait gillnetters
15% of Fraser River gillnetters
39% of northern trollers

47% of outside trollers

24% of inside trollers’™

This program transferred about C$7.8 million to the license holders. The northern gillnet
and troll and outside troll fleets made particularly heavy use of this provision.

4.2 1998 Voluntary Fleet Reduction Program

In the fall of 1998 license holders were polled to determine how they felt the fleet
reduction program should be organized. Surveys were mailed to 3,304 license holders™
and were returned by 1,525 of these, a 46% response rate. Fishermen were asked a
number of questions about the nature and timing of future fleet reduction programs.®

Large mgjorities felt that all salmon license holders should be eligible to participate in fleet
reduction and that persons with multiple licenses on a vessal should be allowed to sell one

76 Canada. Fisheries and Oceans, press releases “ DFO Announces Extension...”

"\Wright, pers. comm.

"8 Canada. Fisheries and Oceans, Press Release “...Voluntary Tie-Up.” July 3, 1998.

" The number of license holdersis less than the number of licenses listed above. Presumably this is due to
multiple license holdings by some persons.

8 prjceWaterhouseCoopers, “License Holder Survey Results’
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while retaining the others for use with other gear types or in other areas® In normal
transactions license holders were not allowed to split stacked licenses. Licensing policies
would have to change to allow splitting in a fleet reduction program.

License holders were about equally divided on whether the department should buy licenses
using areverse auction procedure or should pay an appraised market price for each gear
category. About equal proportions of the license holders strongly agreed with each
method, but the proportions who strongly disagreed with the reverse auction method were
higher (36.7% to 21.1% strongly disagreeing with the market price).*

License holders tended to want a program soon. Almost two thirds wanted to see the fleet
reduction money spent within ayear. About 45% wanted the program started before the
end of the 1998 fishing season.®®

Almost as soon as the results from the survey were published, the Department launched
the new fleet reduction program. Departmental press releases spoke explicitly about a
“first round” of license retirement, implying that there would be multiple rounds.

The Department did not say how many rounds there would be however. Nor did it
announce how much of the C$200 million for fleet restructuring would be devoted to fleet
reduction, as opposed to gear selectivity research or diversification. The Department did
not announce the target numbers of licenses it sought to retire. Finally, the criteria that
would be used to choose which offers to retire would be accepted were described only in
general terms. All thisinformation about the program was kept confidential, in order to
discourage speculation.®

A license retirement advisory committee was appointed by early November. The six
members were chosen to provide expertise from each gear group, to provide experiencein
fleet reduction, to provide Native representation, and to provide regional balance. Gear
group representatives were chosen from names submitted by gear organizations. To
maintain their impartiality they were not to submit their own licenses for sale to the
program.® They were also told that they were expected to act as gear “experts’ and not
as gear “representatives.”® The chairman of the gear selection committee, James Matkin,
had been chair of the 1996 Voluntary License Retirement Committee.®’

8 priceWaterhouseCoopers, “License Holder Survey Results’

8 prjceWaterhouseCoopers, “License Holder Survey Results’

8 priceWaterhouseCoopers, “License Holder Survey Results’

8 Wright, pers. comm.; See Schelle and Muse, pages 62-63 for a discussion of thisissue in the context of
earlier buyback programs.

& \Wright observes that since committee members had to be gear license holders who didn’t plan to submit
their licenses to the buyback program, the selection process probably “screened” for license value
optimists. Wright, pers. comm.

& \Wright, pers. comm.

87 Canada. Fisheries and Oceans, Backgrounder, “...Advisory Committee.” Nov. 1, 1998.
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By the application deadline, November 20, the committee had received 1,124 bids.
However, the committee only recommended that 99 bids be accepted:

46 seine licenses, or 9.4% of the 488 seine licenses outstanding, for an average
price of C$420,152. Twelve of these were from the northern area (A) and 34 were
from the southern area (B).

20 gillnet licenses or 1.1% of the 1,825 outstanding, for an average price of
C$77,880. Nine of these were from the northern area (C), eight were from the
central area (D) and three were from the southern area (E).

33 trall licenses or 3.3% of the 989 outstanding, for an average price of C$77,532.
Eleven of these were from the northern area (F), 16 were from the outside area
(G), and six were from the southern area (H).%®

The program spent about C$23.4 million for the three fisheries. Most of this, C$19.3
million or about 82%, was spent on seine licenses. Only about C$1.6 million, or about 7%
was spent on gillnet licenses, and about C$2.6 million or about 11% was spent on troll
licenses. The relative proportions of seine and non-seine licenses bought back were
reversed from the 1996 program, when larger proportions of non-seine than seine licenses
had been purchased.

The License Retirement Advisory Committee used several criteria to determine which bids
to accept. However, the Committee has not provided much information about the criteria
it used and how they were weighted. These criteria have only been publicized in genera
terms. The purpose for this confidentiality is to prevent speculation against the programin
subsequent rounds of fleet reduction.®

Severd criteriaare believed to be important. Within each gear type, bids are probably
ranked in ascending order by the size of the bid with the committee tending to purchase
licenses offered for less than some cutoff price the committee considers reasonable. The
committee hasn’t announced its cutoffs or released individua information on the values of
the bids that were or were not accepted so it is hard to infer the cutoff values that it used.
As background for choosing cutoffs, the committee was briefed on license markets by a
broker, on fishery conditions by a biologist, and on salmon markets and on strategic
interactions in bidding by an economist. Cut off adjustments might be made for situations
where one license from a stacked set was purchased, since this would not reduce the
vessal value as much as purchase of the entire stacked set. &

8 Canada. Fisheries and Oceans, News Release, “First Round of...” December 1, 1998.
8 \Wright, pers. comm.
©\Wright, pers. comm.
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Priority islikely to be given to licenses from vessels which only have one salmon license.
Vessels with only a salmon license probably received a high ranking because a major
program objective was to reduce fleet dependency on salmon. Vessels with one salmon
license were less diversified with respect to gear, fishing area, or species, than other
vessels. As noted, stacked licenses became merged and could not be sold separately. This
rule was relaxed for the purpose of this fleet reduction program. Thus this program could
buy one or two licenses from a two or three license stack.™

License selections were forwarded as recommendations from the selection committee to
the Director Genera of the Pacific Region. The Department reviewed them for
consistency with program guidelines supplied by the Canadian Treasury Board.*? While
the Director General could reject selections, the Department would only do so for a strong
reason. None of the first round recommendations from the selection committee were
rejected.”

The second round of fleet reduction began as soon as the numbers from the first round
were announced. The application deadline was set for February 15, 1999.%

Program administration is expected to cost about C$500,000 over a one to two year
period. The precise period isn’t known since, as pointed out, managers have not publicized
atarget date for completion in order to discourage speculation.

The program employs a full time manager, two “800 number” technicians, and three
licensing clerks. The members of the License Retirement Advisory Committee are paid for
travel and per diem. There are also costs for periodic mailings. These come to about
C$3,000 per mailing.”

5. Discussion

5.1 The Relative Impacts of Fleet reduction and Stacking

Before the first fleet reduction program in 1996, there were 536 seine licenses, 2,256
gillnet licenses, 1,291 troll licenses, and 29 “other” licenses.® By the end of 1998, 94
seine licenses, or 18% of the original total had been purchased through fleet reduction,

L \Wright, pers. comm.

%2 An agency that has some similarities to the U.S. federal Office of Management and Budget.
% \Wright, pers. comm.

% Canada. Fisheries and Oceans, News Release. “First Round...” Dec. 1, 1998.

% Wright, pers comm.

% James, page 13.
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464 gillnet licenses, or 21% of the original total had been purchased, and 338 trall
licenses, or 26% of the original total had been purchased.

In January, 1999, there were 444 seine licenses for areas “A” and “B.” After stacking
considerations were allowed for there were 334 vessels that could use seine gear. At the
same time there were 1,805 gillnet licenses for areas“C,” “D,” and “E.” After stacking
there were 1,510 vessels that could use gillnet gear. In January there were 956 troll
licenses. After stacking there were 861 vessels that could use troll gear.”’

Stacking and fleet reduction are both on-going programs. To date, stacking has played a
relatively bigger role in reducing the size of the seine fleet, while fleet reduction played a
bigger role in reducing the sizes of the gillnet and troll fleets. Among seiners, stacking
appears to have done somewhat more to bring the fleet size down. Fleet reduction
accounted for 98 vessels, while stacking accounted for about 110. Among gillnetters, fleet
reduction appears to have been alarger factor in bringing down fleet size. Fleet reduction
accounted for 464 vessels, while stacking only accounted for 295. Among trollers, fleet
reduction also appears to have been a more important factor in reducing fleet size. Fleet
reduction accounted for 338 troll licenses, while stacking only accounted for 95.%

5.2 Prices Paid for Licenses

Average prices paid in the different fleet reduction programs are summarized in Table 3
below. Prices for gillnet and troll licenses are similar to each other over the five years
covered by the table. Seine prices are dramatically higher than the prices for the gillnet or
troll licenses. Further, there was alarge increase in the prices paid for seine licenses
between 1993 and the following years. The average prices paid for seine and gillnet
licenses increased between 1993 and 1995, but by no where near as much, either
absolutely or proportionately.

97 Estimated from licensing data supplied by Sporer.

% There are small discrepancies among all these numbers, but they are not large enough to affect the
conclusions in this paragraph. All numbers are from Department of Fisheries and Oceans sources, but
they were prepared by different persons at different times for different purposes, presumably using
different systems.
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Table 3. Average Fleet Reduction Prices Paid for British Columbia Salmon Licenses

Program Seine Gillnet Troll
1993% C$190,000 C$52,380 C$67,812
1996 (Round 1) C$405,118 C$73,719 C$70,881
1996 (Round 2 C$443,475 C$84,702 C$82,136
1998 (Round 1)'® C$420,152 C$77,880 C$77,532

The increase in license prices between the first and second rounds of the program in 1996
isinteresting. These prices were paid within a month or so of each other. The reason may
be that the bids from license holders who were willing to sell at relatively lower prices
were accepted in the first round, leaving only persons willing to sell at relatively higher
prices for the second.

The second round occurred because the fleet reduction committee felt that many of the
bidsin the first round were too high, perhaps because of speculation. By moving to a
second round the committee was able to reject the bids it felt were too high and solicit
another round of bids, some of which might have been lower. However, the second round
was the final round, there clearly was no room for another round before the season, and
the program was committed to completing its activities before the season. Thus, potential
bidders were faced with the same strategic problem in the second round that they faced in
the first. Under these circumstances it is not clear that there would have been a great
incentive for bidders to submit significantly lower bids.

It seems unlikely that the prices rose in the second round because the decrease in the
number of licensesin the first round, by reducing supply, may have driven up the prices at
which the remaining license holders were willing to sell. Much of this price effect probably
occurred when it became clear earlier in the spring that the government was committed to
asignificant reduction in licenses through fleet reduction. The anticipated fleet reduction
payments and reduced fleet size should have begun to be reflected in license prices then.
The first round may have clarified the extent to which licenses would be bought back, but
this could have moved prices up or down.

% This program is described in the appendix.
1% Thjs js the first round of an ongoing program. The application period for the second round closed on
February 15, 1999.
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5.3 Strategic Behavior by License Sellers in Buy-back

In 1996, license holders were told how much would be spent, were given a good idea of
the license purchase targets that were planned, and were told that there was to be one
round. The program was run on atight time constraint - announced in March it had to be
completed by the start of the fishing season in July. License holders responded by
submitting bids that were generally fairly high. Program managers improvised in response
and divided the program into two “rounds.”***

Drawing on this earlier experience, managers gave more thought in 1998 to hiding their
specific intentions. The Canadian cabinet knew and approved the specific program goals,
and aroutine audit following the program should make these public. However, during the
program, the Department has not committed itself to a specific budget for the fleet
reduction, to specific targets for fleet reduction, to a specific time frame, or to a specific
number of rounds. Information on prices in license markets, provided by a broker working
under contract to the Department, is not made public.'®

These precautions increase the costs to fishermen of submitting strategic bids that differ
from the prices they would actually be prepared to accept to sell their license. The
importance placed on these strategic considerations is highlighted by the briefing the
Department arranged for the license retirement advisory committee on strategic behavior
by fishermen.'®

These precautions and the consequent potential reduction in license prices may have a
price of their own, however. The lack of information on severa facets of the program may
promote speculation and rumor. This could cause or exacerbate ill-will between the
Department of Fisheries and Oceans and parts of the public. Ultimately, the program will
be subject to audit. However, given the fact that purchases may be based on a mix of
criteria, which may be hard to sort out in any specific case, an audit may not completely
clear the air.

It is not clear that these arrangements were entirely successful in discouraging price
speculation in the first round of the current program. The committee only bought 99 out
of over 1,000 licenses offered, implying that the committee only felt that these 99 licenses
were offered at reasonable prices.

10 \Wright, pers. comm.

192\\right, pers. comm.

193t js not clear that all of these precautions will be possible in a buyback program run in Alaska. For
example, Alaska Supreme Court interpretations of the Alaska statute (see Johns) suggest that an optimum
number of permits would have to be identified before a buyback program could be run. Thiswould set a
definite target for the program.
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5.4 Change in Approach to Community Development

The Mifflin Plan reduced the size of the fishing fleet in order to reduce fishing costs and
provide more management control. It immediately ran into a storm of protest from local
communities and other parties over its potential impacts on rural economies.

British Columbia has numerous rural communities that depend on fishing jobs for a
significant part of their economy. Forestry and government employment have aso been
major employers in these economies. Further, fishing is covered by Canadian
unemployment insurance and this has also been an important source of income for many
fishermen.

During the period in which the fleet reductions discussed in this report have been taking
place, many of these communities were experiencing slumps in the forestry markets and
cuts in government employment opportunities. Also during this period Canadian
unemployment compensation programs were changed in ways that made it harder to
obtain as much in payments as before.***

In June 1998, Gidlason et al. estimated that the events of the 1990s caused alarge drop in
the number of commercia salmon fishing jobs in British Columbia. On average, from
1991-1994, there were an estimated 10,430 seasonal jobs in the salmon fishery, but by
1997 there were 6,565. This loss of 3,865 seasonal jobs trandates into aloss of 1,545
person-years.'” Gislason et al. attribute some of this, 770 seasonal jobs, to lower prices
and catches. They attribute the largest proportion however, 3,095 seasonal jobs, to Mifflin

Plan fleet reduction efforts.'

While al coastal regions lost significant proportions of their commercial salmon fishing
jobs, smaller communities where the jobs were significant factors in the economy could be
harder hit proportionately. Gislason et al. indicate that the Central Coast, Upper
Vancouver Island, and the Queen Charlotte Islands were particularly hard hit.*” The
fifteen communities identified by Gidason et al. as hardest hit range from Prince Rupert,
where commercia salmon job loss came to 3% of community employment, up to
Kyuquot, where the job loss came to an estimated 29% of employment. Five of the
hardest hit communities had job losses of 10% or up.'®

104 Gislason, et al. 1998, page 12-3.

1% Giglason et al. 1998, Exhibit 10-3.

1% Giglason et al., 1998, Exhibit 4-4.

197 Gidlason et al., page 10-2.

198 Because of data limitations, Gislason et al. treated the Central Coast as a single community. These job
losses include losses in addition to crew losses. Other figures quoted in this section are limited to crew
licenses. Gislason et al., page 11-4.
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Job losses in rural communities were a magjor source of controversy under the Mifflin Plan.
The management plan introduced in 1998 paid a great deal more attention to these issues.
In fact, only half the money in this program was allocated to fleet restructuring. A quarter
of it, C$100 million, was to be used to help “people and communities adjust” to the
conservation measures introduced in 1998 and the fleet restructuring.'® Perhaps to
emphasize this point, the plan was jointly announced by the Fisheries Minister and the
Minister for Human Resources and Development.

The initia announcement of the new set of fisheriesinitiatives did not include afina plan
to deal with the transitional and local development issues, athough a number of initiatives,
planned or underway were mentioned. Three federal Departments, Fisheries and Oceans,
Human Resources and Development, Indian Affairs and Northern Development, and an
agency, Western Economic Diversification, were to be involved. Money would be made
available for “early retirement, adjustment programs for displaced fishery workers, and
community economic development.” The measures would be guided by a community
economic assessment that would “alow communities themselves to identify local
opportunities and initiatives.” **°

5.5 Administrative Costs Understate True Program Costs

The 1996 Mifflin Plan fleet reduction programs in British Columbia have been run with
relatively modest administrative costs. These appear to have come to about C$180,000
with an expenditure on licenses of about C$78.5 million. Administrative expenses appear
to have been about 0.2% of program costs. The current program may cost C$500,000
over atwo year period, although total expenditures on licenses are not yet known. These
cost estimates are for the fleet reduction programs. The administrative costs associated
with the redefinition of the licenses and stacking are not known.

These estimates of program costs understate the total public and private costs of these
programs. Additional costs, not covered, include the costs incurred by license holdersin
their efforts to obtain a share of the fleet reduction money, the costs incurred by license
holders in finding, and stacking licenses, and the excess burden of the taxation required to
raise the funds.

In a program such as this, with millions of dollars available for distribution and with
elements such as license redefinition and stacking that redistribute income, there may be
considerable lobbying over the rules that determine how the money will be distributed. In
addition, license holders might modify their behavior in an effort to obtain a part of the
benefit under the agreed rules. As noted earlier, there has been alot of controversy

199 Canada. Fisheries and Oceans, Backgrounder, “Helping People and...” June 19, 1998.
19 Canada. Fisheries and Oceans, Press Release, “Ministers Announce...” June 19, 1998; DFO
Backgrounder, “Helping People...”, June 19, 1998.
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associated with the programs since 1996. License holders, communities and others have
invested a great deal of time and money trying to influence alocation decisions and
program rules.

These estimates of program administrative costs do not include the costs incurred by those
license holders to gather information about the program and to submit applications to the
program. In 1998, many of the applications were submitted by brokers on behalf of license
holders, suggesting that these private sector program costs were not trivial.™* These costs
do not include the costs incurred by license holders who enter the license market to buy
and stack licenses. These latter costs include the costs of gathering information about
market prices, searching for licenses, negotiating agreements, the legal work involved in
preparing contracts, and enforcement of contracts - in court if necessary.

License holders may incur another cost as well. The redefinition of licenses by specific
gear types and fishing areas reduced the numbers of operators with a specific gear type
that might appear in a specific area at one time during a season. This may well have made
management easier and forced a reduction in operating costs. However, it also reduced
license holders' ahility to diversify their operationsin different gears and areas.
Divergfication is often an important way in which persons can protect themselves against
risk. The cost to fishermen of the risk of possible increased income fluctuations associated
with thisloss of diversification could be another program cost.

The actual payments for the licenses would not be considered a program cost in a cost-
benefit analysis. In that context they would represent atransfer of income from one group
of persons to another within the Canadian economy. One person’s gain would be canceled
by another person’sloss.

There are, however, costs associated with raising the money that was spent on the
program. These include the costs of administering and complying with the tax program,
but perhaps more important, these include what economists call the “excess burden” of the
taxation. Excess burden is the cost to society when persons change their behavior in
response to taxation, in this case the federal taxation required to raise the money for these
programs. Income taxation may lead people to work less (or more) than they would have
liked. Sales taxes may lead them to buy more of one thing and less of another. The excess
burden is the cost to people of these changes in behavior. There is some evidence that the
excess burden cost of taxes can be high.™*

U \wright, pers. comm.

12 The marginal excess burden could be a significant program cost. The U.S. Office of Management and
the Budget suggests that cost and benefit analyses of federal programs using general funds should be
supplemented with an analysis of excess burden. It recommends the use of an excess burden factor of
C$0.25 per dollar spent. The appropriate rate may well be different in Canada. However, applying this
rate to the program run under the Mifflin Plan suggests that the excess burden could be on the order of
C$20 million. U.S. Office of Management and the Budget, Section 11.a
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5.6 Stacking and Access to Capital

Fishermen who wanted to fish multiple gear types or in multiple areas were required to
enter the license market, buy an additional license, and stack them together. Once stacked,
licenses could not be separated (although an exception to this has been made for the most
recent fleet reduction program) for purposes of selling to the program only.

Licenses were expensive. Prices paid in the fleet reduction programs are summarized in
Table 3. Fishermen who wanted to stack licenses had to spend tens or hundreds of
thousands of dollarsto do so. Under these circumstances, access to capital became an
issue. Some persons were particularly concerned that regional or ingtitutional factors
could affect the price at which capital could be borrowed.

As noted earlier, in Canada limited entry licenses can be owned by partnerships and
corporations and there is no requirement that license holders be present with fishing
operations. Many licenses are held by salmon processing firms. Many believed that
processors had better access to financing than other classes of license holders and that,
because of this, they would tend to increase the proportion of licenses that they held
themselves or controlled through their loans to fishermen.*®

One of the changes to the Mifflin Plan was the introduction of a C$5 million fund to
provide loans to fishermen who wanted to purchase and stack an additional license. Such
loans would presumably be subsidized and directed at persons with difficulty accessing
credit from other sources. Such a program may make it easier for some to obtain and
stack licenses, but it would also tend to increase license prices. This could make access to
the fishery more difficult for others. For example, if the programs are directed towards
persons who aready have licenses and want to stack, the increase in license prices may
make it harder for a person without a license to enter the market and buy one.

5.7 Stock Allocation Among User Groups and Commercial Fleets

Many users compete for Canada’ s salmon. They are harvested by recreational and Native
fishermen as well as by commercia fishermen. They are also divided among three
commercial fishing fleets: seiners, trollers, and gillnetters.

13 Gislason, 1996, page 14-4.
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Stacking and fleet reduction can reduce the number of commercial fishermen relative to
recreational and Native salmon users, can affect the relative sizes of the different gear
groups, and can affect the relative numbers of different arealicenses within a given gear
group. This can lead to pressures for reallocation of stocks among users and can affect the
ability of different commercia user groups to cope with political challenges to their
existing stock alocations.

Salmon allocations have been a concern throughout the fleet reduction process. As noted
earlier, it was an important consideration for fishermen during the 1995 salmon
roundtable. During this period various persons were requested, by the Minister of
Fisheries, to look into and report on alocation issues.

Stephen Kelleher, a Vancouver attorney, conducted two fact finding investigations into
possible alocation procedures that would be acceptable to commercial fishermen. In an
April 30, 1998 report he noted that:

...thereis aso adifference of opinion on how the Long Term Allocation
Plan should account for fleet reductions. Seiners...favour a neutral impact
approach which re-allocates holding CPUE constant. Some gillnetters
agree with this approach. Other gillnetters, and most trollers, feel that the
neutral impact approach means holding coast wide shares [that is gear
shares - Muse] constant regardless of changes in the number of license
holders.™**

In December, 1998, Minister Anderson announced a framework policy for allocation that
would be in place at least through 2008. Conservation received the highest priority,
followed by Native needs. Sport fishermen were given a priority on chinook and coho;
commercia harvests would be alowed if stock sizes permitted. Commercial fishermen
were allocated a 95% minimum share in sockeye, pinks, and chums.

Commercia target alocations were initialy to be assigned to each gear type on a coast-
wide basis. Allocations were to be made on the basis of sockeye equivaents. Sockeye
equivaents are calculated by weighting the harvest of different salmon species by their ex-
vessel price relative to sockeye salmon. Initially seiners were to receive 42%, gillnetters
34% and trollers 24% of the overall alocation. Although initial allocations were
coastwide,

For information and planning purposes, coast-wide target allocations by
gear type will be trandated, on an annua basis, into anticipated license area
allocations by gear and species. Over time there will be an attempt to move
to more clearly defined geographical area allocations.**

The framework policy noted that the fleet reduction programs were voluntary, that no
gear was being especially targeted, and that it would not be possible to predict the fina

14K elleher, page 34.
115 Canada. Fisheries and Oceans, 1998, “An Allocation Framework...”
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fleet composition by gear type. Adjustments to fleet alocations might be necessary in
response to relatively large reductionsin a gear type. A decision about such an allocation
adjustment would aso have to consider other issues such as conservation and
improvementsin gear selectivity. *°

5.8 This Remains a Common Property Fishery

In the long run, the program has not dealt with the common property nature of the fishery.
This suggests that in the long term, fishermen will increase their investmentsin the fishery
and expand effort in an effort to compete for any profits that might have been generated
by fleet reduction in the fishery. Experience suggests that these responses by the fishermen
to the changes in the fishery will increase operating costs and considerably reduce any
benefits that the program generated.

A recently completed cost-benefit analysis of the British Columbia commercial salmon
fishery suggests that, under one set of assumptions, the net present value of the fishery
under the management regime before the Mifflin Plan might have been -C$784 million.
Thisisthe present value to Canada of the difference between fishery revenues, private
harvesting costs, and public management expenses. This calculation was made over a 25
year period using a 5% discount rate. At the time the study was done the Mifflin Plan had
taken about 27% of the vessels from the fishery. The authors speculate that if it had
reduced harvesting costs proportionately, that is 27%, the net present value of the fishery
would have risen to C$82 million. That is an increase in the net present value of C$866
million over 25 years.™’

That estimate assumes that operating costs declined proportionately with the number of
fishing licenses and stayed down for the 25 year period over which the analysis was
carried out. If license holders and fishermen upgrade their operations and increase their
effort in response to reduced costs and increased profitability, an unknown part of the
benefits from the license retirement program will be lost.

116 Canada. Fisheries and Oceans, 1998, “An Allocation Framework...”
17 schwindt et al. Forthcoming. The estimates reported here are among several made in this paper on the
basis of different assumptions.
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Appendix: The Buyback Program in 1993

This program is discussed in this appendix because it was not directly connected with the
other fleet reduction programs, because it falls outside the narrative history of those
programs, and because it was a much smaller program meant to accomplish different
objectives. It is discussed here in order to prevent confusion between it and the two
programs that followed it, and because it has interesting characteristics of its own.

In 1993 the Department of Fisheries and Oceans ran a program to buyback commercial
salmon licenses. This program was started to support plans to reallocate some salmon
harvests to Natives. The Department budgeted C$6.4 million for the program.**®

The program sought to buy only vessel licenses. Vessel owners were asked to submit
offersto sdll licenses from their vessels. These were to be ranked in ascending order of the
ratio of the bid price to an average catch in sockeye equivaents for vessals using the same
gear type and of asmilar length. Salmon equivalents were calculated by weighing the
harvest of the different species by their ex-vessel price relative to sockeye salmon. These
averages were calculated for the period 1988 to 1991.

The bid price-average harvest ratios were the primary decision criteria, however other
criteriawere used as well. Data was collected on market prices, and an attempt was made
to avoid paying substantially more than market price for licenses. An attempt was made to
balance purchases across gear types. Consideration was given to whether or not the vessel
had additional licenses that would allow it to move into and increase effort in other
fisheries™

Purchase decisions were placed in the hands of a seven person “License Retirement
Selection Committee” made up of three gear representatives, one fisherman’s union
representatives, and three Native representatives,'®

The program began in December 1992 and bids for the first round were accepted until the
end of January 1993. The results for the first round were announced in mid-February. Two
subsequent rounds, in March and April evaluated bids received after January. License
holders could submit new bids in subsequent rounds if a bid had been rejected in an earlier
round. These three rounds used C$5.95 million of the C$6.4 million available.*

8 Mylchreest, pages 1, 5.

"9 Mylchreest, pages 2, 4.

2 The seventh member, an additional Native representative, was added mid-way through the program. Mylchreest, pages 2.
2 The committee accepted 87 bids, but bidders were free to drop out, and only 75 of the committee’s offers were ultimately
accepted by the bidders. Mylchreest, page 5. This may explain, in part, why the committee did not spend the full C$6.4
million.
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Over the three rounds the committee received 173 gillnet bids, 20 seine bids, and 311 troll
bids. While this represented bids from only 4% of the seine license holders and 8% of the
gillnet license holders, it represented 25% of the troll license holders. The program retired
31 gillnet licenses (18% of the bids) at an average of C$52,380 each, 11 seine licenses
(55% of the bids) at an average of C$190,000 each, and 33 troll licenses (11% of the bids)
at an average of C$67,812 each.'”

Total administrative costs for this program came to about C$41,000. This cost included
the expenses for contract program manager and program officer and costs of printing and
mailing.*®

2 Mylchreest, page 6.
3 Mylchreest, page 5.
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