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OVERSIGHT OF THE WESTERN ALASKA AND
WESTERN PACIFIC COMMUNITY DEVELOP-
MENT QUOTA PROGRAMS, AND H.R. 553,
THE WESTERN ALASKA COMMUNITY DEVEL-
OPMENT QUOTA PROGRAM IMPLEMENTA-
TION IMPROVEMENT ACT OF 2001

Thursday, July 19, 2001
U.S. House of Representatives
Subcommittee on Fisheries Conservation, Wildlife and Oceans
Committee on Resources
Washington, DC

The Subcommittee met, pursuant to other business, at 11:06
a.m., in Room 1324, Longworth House Office Building, Hon. Don
Young, presiding.

STATEMENT OF THE HON. DON YOUNG, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF ALASKA

Mr. YOUNG. The Subcommittee will come to order. Because I
have a lengthy opening statement, I will go ahead and read that
statement, and then by that time we hope to have a minority mem-
ber here.

I would like to welcome the witnesses for today’s hearing, and es-
pecially thank our guests who have traveled from Alaska for the
hearing.

This hearing will focus on three important issues. First, the Sub-
committee will review the success of Western Alaska Company De-
velopment Quota Program. Secondly, we will look at the progress
that has been made in developing a Western Pacific Community
Development Program. And, thirdly, we will hear testimony on
H.R. 553, the Western Alaska Community Development Quota
Program Improvement Act of 2001.

As most of you know, the Western Alaska CDQ Program was cre-
ated by the North Pacific Fishery Management Council as part of
the pollock Fishery Management Plan (FMP), which was imple-
ment in 1992. This was done as a means of bringing economic de-
velopment to the resource-poor areas of western Alaska. Other
than fisheries resources, the people of this region did not have ac-
cess to any other renewable resources. They could only watch as
large factory fleets were able to harvest the fishery resources be-
cause entry into these fisheries required large amounts of capital.
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In 1996, with the passage of the Sustainable Fisheries Act, the
Western Alaska CDQ Program was authorized into law. And I am
pleased to take a certain amount of credit with that, along with
Harold Sparck and his vision a long, long time ago, to try to bring
some type of resource development into these impoverished areas.

As the CDQ Program grew and proved a success, the North
Pacific Council and the Congress recognized the program’s value
and added more fisheries to the CDQ program.

As the program has matured, I have carefully watched the
progress of the CDQ communities as many have become increas-
ingly integrated into the commercial fisheries of the Bering Sea. As
this integration has occurred, it has become apparent that if the
communities are to continue to invest in fishing opportunities in
the Bering Sea, constraints on their ability to make timely business
decisions must be removed. This is a growing process, and we must
recognize it.

I am concerned that the constraints placed on the program by
the State of Alaska, to ensure compliance with the original intent
of the program, have not kept pace with the program’s growth.

Two issues in particular have constrained the communities’ abil-
ity to exercise control over their own financial futures. The first is
the frequency of the review and allocation of fishing quotas among
the six CDQ groups. The uncertainty surrounding an annual or bi-
ennial allocation to each CDQ group prevents them from making
long-term business decisions and is counterproductive to the goals
and intent of the original program—economic stability for the com-
munities.

The second constraint on the CDQ groups’ future success is the
review and required concurrence by the State of Alaska for any in-
vestment, regardless of how small or how large, even the invest-
ment of profits earned through already-approved CDQ projects. I
am unclear where the State of Alaska believes this authority is
granted to the State. I have reviewed this. It is originally my pro-
posal. Never a thought that was to come to mind, and in addition,
question whether this makes sense for the future of this program.

And for those reasons, the 106th Congress introduced H.R. 5567
to deal with the problems with the oversight of the program. While
that legislation was introduced too late in the session to see action,
I reintroduced this legislation in the 107th Congress. It had been
approximately 1 year and 2 months.

This legislation is not perfect, and I will admit that, but I believe
the need for intensive oversight is here. The program has matured
to the point that neither the State of Alaska, nor the National Ma-
rine Fisheries Service should have the ability to approve or dis-
approve everything that the CDQ groups do. It is time consuming,
and allows the approval process to be controlled by political whims
and by individuals who might not have any interest nor thought,
in fact, use their little bully pulpit for being God and deciding how
things shall be done.

The Sustainable Fisheries Act also asked the National Academy
of Sciences to review the current program and to make rec-
ommendations for the future program. I am pleased that a rep-
resentative of that review committee is here today, who will
present those recommendations. I am a little concerned that these
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recommendations were made in 1999, and very frankly, little atten-
tion has been paid to them by the agencies of the State, which
claim oversight authority for the program.

I think everyone here today understands I feel very strongly
about this program, and understand it has matured to the point
that intrusive oversight by any agency, Federal or State, is unnec-
essary and should be eliminated.

This CDQ program has been incredibly successful in giving the
people of this region access to the fisheries off their shores, in Fed-
eral waters, and has provided economic development and edu-
cational opportunities. While the program is beginning to show suc-
cess, we are a long way from providing long-term stable economic
development for this region. This program can get us there if al-
lowed to continue and to mature. I want to work with everyone
here to make sure it happens.

I look forward to hearing the testimony. You can be sure I will
have questions to get this discussion moving forward, to continue
the greatness of this program.

[The prepared statement of Mr. Young follows:]

Statement of The Honorable Don Young, a Representative in Congress from
the State of Alaska

I would like to welcome our witnesses for today’s hearing and especially thank
our guests who have traveled from Alaska for the hearing.

This hearing will focus on three important issues. First, the Subcommittee will
review the successes of the Western Alaska Community Development Quota Pro-
gram.

Secondly, we will look at the progress that has been made in developing a West-
ern Pacific Community Development Program.

Thirdly, we will hear testimony on H.R. 553, the Western Alaska Community De-
velopment Quota Program Implementation Improvement Act of 2001.

As most of you know, the Western Alaska CDQ program was created by the North
Pacific Fishery Management Council as part of the pollock Fishery Management
Plan (FMP), which was implemented in 1992. This was done as a means of bringing
economic development to the resource-poor areas of western Alaska. Other than
fishery resources, the people of this region did not have access to other renewable
resources. They could only watch as the large factory fleets were able to harvest the
ﬁslllery resources because entry into these fisheries required large amounts of cap-
ital.

In 1996, with the passage of the Sustainable Fisheries Act, the Western Alaska
CDQ program became authorized in law. I am pleased to take a certain amount of
credit for that action.

As the CDQ program grew and proved its success, the North Pacific Council and
Congress recognized the program’s value and added more fisheries to the CDQ pro-
gram.

As the program has matured, I have carefully watched the progress of the CDQ
communities as many have become increasingly integrated into the commercial fish-
eries of the Bering Sea. As this integration has occurred, it has become apparent
that if the communities are to continue to invest in fishing opportunities in the Ber-
ing Sga, constraints on their ability to make timely business decisions must be re-
moved.

I am concerned that the constraints placed on the program by the State of Alaska,
to ensure compliance with the original intent of the program, have not kept pace
with the program’s growth.

Two issues in particular have constrained the communities’ ability to exercise con-
trol over their own financial futures. The first is the frequency of the review and
allocation of fishing quotas among the six CDQ groups. The uncertainty surrounding
an annual or biennial allocation to each CDQ group prevents them from making
long-term business decisions and is counter productive to the goals and intent of the
original program - economic stability for the communities.

The second constraint on the CDQ groups’ future success is the review and re-
quired concurrence by the State of Alaska for any investment, even the investment
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of profits earned through already approved CDQ projects. I am unclear where the
State of Alaska believes this authority is granted to the State, and in addition, ques-
tion whether this makes sense for the future of the CDQ program.

For these reasons, in the 106’ Congress, I introduced H.R. 5565, to deal with some
of the problems with the oversight of the CDQ program. While that legislation was
introduced too late in the Congress to see action, I reintroduced the legislation in
the 107° Congress - H.R. 553.

This legislation may not be perfect, but I believe the need for intensive oversight
is gone. The program has matured to the point that neither the State of Alaska nor
the National Marine Fisheries Service should have the ability to approve or dis-
approve everything that the CDQ groups do. It is time consuming, it allows the ap-
proval process to be controlled by political whims, and is unnecessary.

The Sustainable Fisheries Act also asked the National Academy of Sciences to re-
view the current program and to make recommendations for the future of the pro-
gram. I am pleased that a representative of that review committee is here today and
will present these recommendations. I am a little concerned that these recommenda-
tions were made in 1999 and little attention has been paid to them by the agencies
which claim oversight authority over the program.

I think everyone here today understands that I feel the CDQ program has ma-
tured to the point that intrusive oversight by any agency - Federal or State - is un-
necessary and should be eliminated.

This CDQ program has been incredibly successful in giving the people of this re-
gion access to the fisheries off their shores, and has provided economic development
and educational opportunities. While the program is beginning to show success, we
are a long way from providing long-term, stable economic development for this re-
gion. This program can get us there if allowed to continue and to mature. I want
to work with everyone here to make sure that happens.

I look forward to hearing, the testimony and you can be sure I will have questions
to get this discussion moving forward for the good of the CDQ program.

Mr. YOUNG. I will now recognize the ranking member, Mr.
Underwood, to make a statement, and then I will welcome the first
panel.

Mr. Underwood.

STATEMENT OF THE HON. ROBERT A. UNDERWOOD, A
DELEGATE IN CONGRESS FROM GUAM

Mr. UNDERWOOD. Thank you, Mr. Chairman.

It is no secret that I am a firm supporter of local rights and capa-
bilities when it comes to resources management and uses. When
the Sustainable Fisheries Act was passed in 1996, the creation of
the Alaska and Western Pacific Community Development Programs
gave us all hope that native people would be able to benefit from,
and gain access to, natural resources, access that has been slowly
denied to them, for a variety of reasons, over time.

The North Pacific Fishery Management Council took the man-
date given to it and began a program bringing new access and
rights to the native people in the region. The State of Alaska took
an interest and also became involved in the program. A study by
the National Academy of Sciences, which has been commissioned
by Congress, has been completed, and finds the Alaska program to
be, in general, working successfully to achieve the goals set for it,
except for Mr. Young’s comment, which I accept. Money is being
brought into the native communities, reinvestment is taking place
in the fishing industry, and education and prospects are increasing
for the young people.

But what about the Western Pacific Program? This was author-
ized as well in the Sustainable Fisheries Act, but no program has
been created, no money has been brought into the native commu-
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nities, no reinvestment in fishing capability has taken place. What
is this about? I hope that NMFS is prepared, in testifying today,
to talk not only about the success and the problems associated with
the Alaska program, but also about the lack of a program in the
Western Pacific.

Western Pacific fisheries are important. The native communities
of the Western Pacific are important as well. A program should be
created which utilizes the knowledge of the local communities,
while allowing them access to traditional resources and the ability
to utilize these resources in a way that is beneficial to their com-
munities. Any program in Alaska or the Western Pacific must have
a mechanism for community input and for adapting to new situa-
tions and to new needs, both within and outside the program.

Thank you, Mr. Chairman, and I look forward to hearing from
these witnesses.

[The prepared statement of Mr. Underwood follows:]

Statement of The Honorable Robert Underwood, a Delegate in Congress
from Guam

Thank you, Chairman Gilchrest. It is no secret that I am a firm supporter of local
rights and capabilities when it comes to resources management and uses. When the
Sustainable Fisheries Act was passed in 1996, the creation of the Alaska and West-
ern Pacific Community Development Programs gave us all hope that native people
would be able to benefit from, and gain access to, natural resources. Access that had
been slowly denied to them, for a variety of reasons, over time.

The North Pacific Fishery Management Council took the mandate given to it and
began a program, bringing new access and rights to the native people in the region.
The State of Alaska took an interest and also became involved in the Program in
a positive way. The Study by the National Academy of Sciences, which had been
commissioned by Congress, has been completed and finds the Alaska program to be,
in general, working successfully to achieve the goals set out for it. Money is being
brought into the native communities, reinvestment is taking place in the fishing in-
dustry, and education and prospects are increasing for the young people.

But what about the Western Pacific Program? This was authorized as well in the
Sustainable Fisheries Act. But no program has been created, no money has been
brought into the native communities, no reinvestment in fishing capability has
taken place. Why is this? I hope that NMFS is prepared, in testifying today, to talk
not only about the success of the Alaskan program, but also about the lack of a pro-
gram in the Western Pacific.

Western Pacific fisheries are important. The native communities of the Western
Pacific are important. A Program should be created which utilizes the knowledge
of the local communities while allowing them access to traditional resources and the
ability to utilize these resources as they see fit. Any program in Alaska or the West-
ern Pacific must have a mechanism for community input and for adapting to new
situations and to new needs both within and outside the Program. Thank you, Mr.
Chairman, and I look forward to hearing from these witnesses.

Mr. YOUNG. I thank the gentleman. Thanks to Bob for being here
too. I appreciate it very much. And by the way, you have a good
point, and we will see if we can, as we review this, maybe crank
them up a little bit on the Western Pacific.

Mr. UNDERWOOD. Appreciate it.

Mr. YOUNG. All right, thank you.

We will now call Panel Number 1. Dr. Jim Balsiger, Ms. Chris
Elfring, and Mr. Jeffrey Bush. And I bet you, Mr. Bush, is that Jeb
Bush? Is that—I think we had better leave at Jeffrey, all right?
That would be good enough. And we will start out in the order
which I announced them. Doctor, you are first.
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STATEMENT OF JIM BALSIGER, ALASKA REGIONAL
ADMINISTRATOR, NATIONAL MARINE FISHERIES SERVICE

Mr. BALSIGER. Mr. Chairman and members of the Subcommittee,
thank you for inviting the National Marine Fisheries Service to
this hearing on the amendment of the Magnuson-Stevens Fishery
Conservation and Management Act regarding the community de-
velopment programs.

I am Jim Balsiger, Alaska Regional Administrator for the Na-
tional Marine Fisheries Service and the National Oceanic and At-
mospheric Administration in the Department of Commerce.

The Western Alaska Community Development Quota Program
was created in 1992 to provide fishermen, who resided in Western
Alaska an opportunity to participate on more favorable terms in
the Bering Sea and Aleutian Island fisheries, and to diversify their
local economies.

Currently, 65 communities with 27,000 inhabitants located near
the Bering Sea coast or on islands in the Bering Sea, are eligible
to participate in the CDQ program. These 65 communities have
formed six nonprofit corporations called CDQ groups.

In the last decade CDQ operations have increased significantly.
Several species other than pollock are now managed under CDQs.
Specific allocations of Bering Sea and Aleutian Islands groundfish
and crab have been assigned to the CDQ Program. And in 1998,
pollock CDQ allocation was increased from 7-1/2 percent to 10 per-
cent. As a result, by 2000, the year 2000, about 180,000 tons of
groundfish, halibut and crab were allocated to the CDQ program,
and the six CDQ groups had total revenues of about $63 million.
CDQ groups have accumulated assets worth approximately $187
million, including ownership of small processing plants, catcher
vessels, and catcher processors that participate in the groundfish,
crab, salmon and halibut fisheries.

The CDQ groups have used their CDQ allocations to develop
local fisheries, invest in a wide range of fishing businesses outside
the communities, and to provide residents with education, training
and jobs in the fishing industry.

Thus the CDQ Program has grown and matured. But for some
of the CDQ groups, this maturity also has brought the desire for
increased autonomy and reduced government oversight. Congress
recognized the need to evaluate the CDQ Program, and in its 1999
report, the Natural Resource Council concluded that the CDQ Pro-
gram appears on track to accomplishing the goals set out in the au-
thorizing legislation. The NRC report made a number of rec-
ommendations, the most important of which deal with the role and
the extent of government oversight in the CDQ Program, the CDQ
allocation process, and the ability to invest in non-fisheries related
projects.

More recently, the North Pacific Council recognized the need to
evaluate the CDQ Program and appointed a CDQ Policy Committee
early in 2001. The committee will prepare an analysis of a number
of issues, including many of the same issues addressed in the NRC
report and in H.R. 553.

The CDQ Program is jointly managed by the State of Alaska and
NMFS, with the State primarily responsible for the day-to-day ad-
ministration and oversight of the economic development aspects of
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the program, and for recommending CDQ allocations. NMFS and
the Council, on the other hand, are primarily responsible for man-
agement of the groundfish and halibut CDQ fisheries, and for gen-
eral oversight of allocations and economic development issues.

H.R. 553 would change the relationship between the State and
NMFS in making CDQ allocation decisions and in the management
of the economic development portion of the CDQ Program. Specifi-
cally, it would give more direct responsibility to NMFS for deter-
mining harvest shares, and would reduce the authority and respon-
sibility of the State.

The CDQ allocation process is the subject of debate in a number
of forums, including here in Congress with H.R. 553. In addition,
the CDQ allocation process will be addressed in Federal Court, pos-
sibly sometime later this fall or winter. In this case, NMFS is being
sued by APICDA, one of the CDQ groups, who contend that NMFS
cannot defer authority for CDQ allocations to the State, that the
evaluation criteria used for CDQ allocations must be published in
NMFS regulations, and that NMFS much make an independent
judgment about how to apply specific evaluation factors to make
CDQ allocations.

H.R. 553 would limit government oversight to investments fund-
ed by revenues received as royalties from CDQ allocations. How-
ever, current regulations require government oversight over all
CDQ investments made, regardless of the source of funds. NMFS
regulations currently require that CDQ groups invest in fisheries-
related projects. In addition, H.R. 553 would specify that the pur-
pose of the CDQ Program is to afford eligible communities a fair
and equitable opportunity to participate in Bering Sea fisheries,
and to assist eligible communities to achieve sustainable long-term,
diversified local economic development.

H.R. 553 would amend the community eligibility criteria to re-
move the requirement that a community meet criteria developed by
the Governor of Alaska, approved by the Secretary, and published
in the Federal Register. In addition, the bill would limit CDQ Pro-
gram eligibility in communities that meet all of the current MSA
eligibility criteria and were members of a CDQ group at the time
that H.R. 553 is signed into law.

NMFS supports the CDQ Program. Through this program, eco-
nomic opportunities available to residents of Western Alaska have
been improved in an area of Alaska that desperately needed that
economic opportunity. We can work with the existing program, or
if in its wisdom, Congress change the program, we can work with
that. However, this program has significant implications to West-
ern Alaska communities, and we believe it is well worth the time
and effort to carefully consider all aspects of the program.

The Council is currently—the North Pacific Fishery Management
Council is currently engaged in an ongoing review process, which
we support. A full analysis of all the issues regarding imple-
menting and managing the program will serve to identify major
problems and alternative solutions to ensure that the program
meets it goals.

We will work with the Council in every was possible to ensure
that their analysis and recommendations comply with legal re-
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%uirements, and can be effectively implemented by NMFS and the
tate.

The Council is considering all major aspects or questions about
the program, such as appropriate roles for NMFS and the State,
criteria for allocations, the number and content of evaluation cri-
teria, CDQ group generated criteria, and investment in non-fish-
eries related projects.

Mr. Chairman, that concludes my testimony. Again, I want to
thank you for the opportunity to talk to you today and discuss this
issue. The administration looks forward to working with you and
other members of the Committee on this and other fisheries-related
issues in the 107th Congress. Prepared to respond to any questions
you might have.

[The prepared statement of Mr. Balsiger follows:]



TESTIMONY OF
JAMES W. BALSIGER, PH.D.
ADMINISTRATOR, ALASKA REGION (AKR)
NATIONAL MARINE FISHERIES SERVICE
U.S. DEPARTMENT OF COMMERCE
ON
H.R. 553
THE WESTERN ALASKA COMMUNITY DEVELOPMENT QUOTA
PROGRAM IMPLEMENTATION IMPROVEMENT ACT OF 2001
BEFORE THE
COMMITTEE ON RESOURCES
U.S. HOUSE OF REPRESENTATIVES
WASHINGTON, D.C.

July 19, 2001

Mr. Chairman and Members of the Subcommittee, thank you for inviting me to this hearing on
H.R. 553, the Western Alaska Community Development Quota Program Implementation
Improvement Act of 2001. I am Jim Balsiger, Administrator for\the Alaska Region in the
National Marine Fisheries Service/National Oceanic and Atmospheric ~

Administration/Department of Commerce.

The CDQ Program

The Western Alaska Community Development Quota (CDQ) Program was created by the North
Pacific Fishery Management Council (Council) in 1992 as part of the inshore/offshore allocation

1
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of pollock in the Bering Sea and Aleutian Islands. The Council established the CDQ Program to
provide fishermen who resided in western Alaska an opportunity to participate in the Bering Sea
and Aleutian Islands fisheries that had been foreclosed to them because of the high capital
investment needed to enter the fishery. The purpose of the CDQ Program is to help western
Alaska communities diversify their local economies and to provide new opportunities for stable,
long-term employment. The Program focuses on nsing CDQ allocations to develop a self-

sustaining fisheries economy.,

Currently, 65 communities are eligible to participate in the CDQ Program. The CDQ
communities are located within 50 nautical miles of the Bering Sea coast or on an island in the
Bering Sea. Approximately 27,000 people live in the CDQ communities, wﬁich are small
villages populated predominantly by Alaska Native people. These 65 communities have formed
six non-profit corporations called “CDQ groups™ to manage and administer their CDQ
allocations, investments, and economic development projects. One CDQ group reﬁresents a
single community (St. Paul, Pribilof Island) and the remaining CDQ groups represent between

six and 20 communities.

Since 1992, the CDQ Program has expanded several times to include allocations of halibut, crab,
all of the remaining groundfish species (such as cod, Atka mackerel, flatfish, and rockfish), and
the prohibited species (salmon, halibut, and crab). Tn 1996, Congress amended the Magnuson-
Stevens Fishery Conservation and Management Act (MSA) to require CDQ allocations of Bering
Sea and Aleutian Islands groundfish and crab to the CDQ Program. In 1998, Congress increased

2
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the pollock CDQ allocation from 7.5 percent to 10 percent under the American Fisheries Act. In
2000, approximately 180,000 metric tons of groundfish, three million pounds of halibut, and
three million pounds of crab were allocated to the CDQ Program. The six CDQ groups had total
revenues in 2000 of approximately $63 million, most of this from pollock CDQ royalties. Since
1992, the CDQ groups have accumulated assets worth approximately $187 million, including
ownership of small local processing plants, catcher vessels, and catcher/processors that
participate in the groundfish, crab, salmon, and halibut fisheries. The CDQ Program has
surpassed the expectations of many people in accomplishing the goals set out for it. The CDQ
groups have used their CDQ allocations to develop local fisheries, invest in a wide range of
fishing businesses outside the communities, and provide residents with education, training, and
job opportunities in the fishing industry. In addition to the direct economic benefits of the CDQ
Program, another important accomplishment is that CDQ allocations and partnerships with the
established fishing companies have provided western Alaskans increased influence in Alaska
fisheries policy issues through their participation in the Council process and in other local,

regional, and state-wide forums.

Issues Facing the CDQ Program

The CDQ Program has grown and matured over the last eight years. The CDQ groups have
gained valuable experience managing their fisheries quotas and their investments. Their assets

and revenues are growing steadily and they are becoming increasingly influential in Alaska’s
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fisheries and economic development policy issues. For at least some of the CDQ groups, this

maturity also has brought the desire for increased autonomy and reduced government oversight.

Congress recognized the need to evaluate the CDQ Program in its 1996 amendments to the
MSA. It requested that the National Research Council (NRC) prepare a comprehensive report on
the performance and effectiveness of the CDQ Program. In its 1999 report, the NRC concluded
that the CDQ Program “appears on track to accomplishing the goals set out in the authorizing
legislation.” However, it made a number of recommendations for improvement of the CDQ
Program, many of which are the same issues identified by the CDQ groups, the Council, and in
H.R. 553. The most important of these common issues are (1) the role and extent of government
oversight in the CDQ Program; (2) the CDQ allocation process; and (3) the ability to invest in

non-fisheries related projects.

The Council also recognized the need to evaluate the CDQ Program and to identify issues of
concern and alternatives to address these issues. To assist them in this process, the Council
appointed a CDQ Policy Committee in early 2001. The committee met twice this spring and
submitted initial recommendations to the Council at the June meeting. Based on these
recommendations, the Council requested that staff prepare an analysis of a number of issues
including the respective roles of the National Marine Fisheries Service (NMFS) and the state of
Alaska in allocations and oversight; whether CDQ allocations should be permanent or made on a

fixed schedule; the evaluation criteria used for CDQ allocations; the addition of an appeals
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process; whether government oversight extends to all businesses owned by 2 CDQ group; and
whether to allow investments in non-fisheries related projects. Many of these issues also are
addressed in H.R. 553. Therefore, at the suggestion of NMFS, the Council included the elements
of H.R. 553 in its alternatives for analysis. The Council has scheduled initial review of the

analysis at its December 2001 meeting, with final action scheduled for February, 2002.

Role of government oversight

The CDQ Program is jointly managed by the state of Alaska and NMF S based on a program
design developed by the Council and implemented by NMFS in 1992. Under these regulations,
the State is primarily responsible for the day-to-day administration and oversight of the economic
development aspects of the Program and for recommending CDQ allocations. The State works
with the CDQ groups to develop a Community Development Plan (CDP) that describes how the
CDQ allocations will be used to benefit the eligible communities and to modify this plan as new
projecté develop. The specific criteria used to evaluate the CDP and to make CDQ allocation

recommendations are implemented in State regulations.

NMEFS and the Council are primarily responsible for managing the groundfish and halibut CDQ
fisheries, and for general oversight of the allocations and economic development aspects of the
Program. The CDQ Program was designed to address the needs of western Alaska residents, and

the State was considered best suited to evaluate the needs of its residents and communities, as



14

well as to make the difficult decisions about how to allocate the CDQ reserve among competing
users. The role of NMFS in the allocation of quota to the eligible communities under the
Program has been to review the record provided by the State for its recommendations and
determine whether the State considered relevant factors and provided a satisfactory explanation
for its action. If NMFS finds that the State followed the process requirements described in the
regulations and provided a reasonable explanation for its allocation recommendations, it

approves the State’s recommendations .

H.R. 553 would change the relationship between the State and NMFS in making CDQ allocation
decisions, and in the management of the economic development portion of the CDQ Program.
Specifically, it would give more direct responsibility to NMFS, on behalf of the Secretary of
Commerce, for determining “harvest shares,” or the percentage allocation of the CDQ reserve for
each species or species group to each CDQ group, and would reduce the authority and
responsibility of the State. In addition, H.R. 553 also would require that the criteria for
evaluating the CDPs and making CDQ allocations be implemented through NMFS regulations,
and NMFS would be responsible for evaluating the CDPs and allocations against this criteria.
These additional oversight responsibilities for NMFS will require additional staff and budget

resources to be devoted to the CDQ Program.

Currently, the MSA requires that the Council and NMFS establish the CDQ Program, and

allocate a portion of the quotas from Bering Sea fisheries to the Program. However, the MSA
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does not specifically instruct the Secretary to allocate CDQ to eligible communities or to CDQ
groups, nor does it contain requirements about how allocations of quota to the eligible

communities should be made. As a result, these activities have been delegated to the State.

The CDO Allocation Process

The CDQ allocation process is the subject of debate in a number of different forums, including
here in Congress with H.R. 553. The NRC considered the CDQ allocation process and noted that
the “extensive and variable criteria” used by the State for CDQ allocations caused
decisionmaking to be inconsistent and difficult to evaluate. It recommended that the criteria be
simplified. However, the NRC also acknowledged the difficuity of accomplishing this
recommendation and avoiding a situation where one criteria appears to take precedence or

decisionmaking appears to be inconsistent.

The CDQ allocation process also will be addressed in Federal court, possibly sometime late this
fall or winter. NMFS is being sued by the Aleutian Pribilof Island Community Development
Association (APICDA) over the 2001-2002 CDQ allocation process, which was completed in
January 2001. Among other things, APICDA contends that NMFS cannot defer authority and
responsibility for CDQ allocations to the State, that the evaluation criteria used for CDQ
allocations must be published in NMFS regulations, and that NMFS must make an independent
Jjudgment about how to apply specific evaluation factors to make CDQ allocations. Of particular

7
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concern to APICDA is that the State used population as a major factor in making the CDQ
allocations recommendations. APICDA believes that the Council never intended population to
be a basis for CDQ allocations and that NMFS regulations do not allow the State to use

population as a factor.
Fisheries-Related Investments

H.R. 553 would limit government oversight to investments funded by revenues received as
royalties from CDQ allocations, and would remove the authority of the government to review
and approve any expenditure of revenue from sources other than royalties. Our current
regulations require government oversight over all investments made by the CDQ group itself,
regardless of the source of income used for the investment. Based on 1999 financial statements,
approximately 73 percent of the CDQ groups’ $54 million in annual revenue was from

CDQ royaities. This is the portion of annual revenue that would be subject to oversight under
H.R. 553. The remaining 27 percent of revenues was from income from partnerships, interest
income, sale of property, leases, loan repayment, and other income. In addition, H.R. 553 would

prohibit government oversight of businesses owned by the CDQ group.

NMFS regulations currently require that the CDQ groups invest in fisheries-related projects.
However, the Council’s CDQ Policy Committee has developed a number of alternatives to allow
investment in non-fisheries related projects, including continuing to require all investments in
fisheries-related projects, as well as alternatives that range from no restrictions at all to specific

8
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limits on the amount of revenues that may be invested in non-fisheries related projects. The
NRC also addressed this issue in its 1999 report and recommended relaxing the requirement that
all CDQ revenues be spent on fisheries-related investments for at least some portion of the

revenues.

H.R. 553 would specify that the purpose of the CDQ Program is “(A) to afford eligible
communities a fair and equitable opportunity to participate in Bering Sea fisheries; and (B) to
assist eligible communities to achieve sustainable long-term diversified local economic
development.” This statement of purpose is very similar to the current wording of the Bering
Sea and Aleutian Islands Fishery Management Plan (FMP) with respect to the CDQ Program. In
the FMP, the Council expressed the purpose of the CDQ Program to provide a fair and
reasonable opportunity to participate in BSAI groundfish fisheries and to help western Alaska
communities diversify their local economies. However, when creating the CDQ Program, the
Council also expressed its intent that the CDQ allocations be used to develop a “self-sustaining
fisheries economy.” Therefore, the current CDQ regulations require the groups to invest only in
fisheries-related projects. The intent of the statement of purpose in H.R. 553 appears to support a

diversification of investments to include non-fisheries projects.

Community Eligibility Criteria

The MSA requires that communities eligible for the CDQ Program meet criteria related to

location, status under the Alaska Native Claims Settiement Act, and fishing and processing
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activity. H.R. 553 would amend the community eligibility criteria to remove the requirement at
§305(X(1)(B){iii) that a community “meet criteria developed by the Governor of Alaska,

approved by the Secretary, and published in the Federal Register.”

H.R. 553 also would require 2 community to be a member of a CDQ group to be eligible to
participate in the CDQ Program. Currently, the only way that a community can be a member of
a CDQ group is if the State and NMFS determined that the community met all of the eligibility
criteria in the MSA and NMFS regulations. FLR. 553 could be read as limiting CDQ Program
eligibility to communities that meet all of the current MSA eligibility criteria and were members

of a CDQ group at the time that H.R, 553 is signed into law.

In addition to our activities on the Western Alaska CDQ Program, we are working with the
Western Pacific Fisheries Management Council to-establish Western Pacific comumunity
development programs. NMFS recently published the Council’s eligibility criteria that Western
Pacific communities of indigenous peoples must meet to participate in development programs.
Wester Pacific Communities of indigenous peoples also must satisfy these eligibility
requirements in order to submit proposals for grants to fund fishery demonstration projects. Both
Commumnity Development Programs and funded fishway demonstration project proposals are
designed to encourage participation of indigenous peoples in Federally mandated Western
Pacific fisheries and to foster traditional indigenous fishing practices in the Western Pacific

Tegion.

10
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Conclusion

NMEFS supports the CDQ Program. Through this Program, economic oppommitie; availableto
residents of western Alaska .have been improved in an area of Alaska that desperately needs more
economic opporfunity, We can work with the existing program or if in its wisdom Congress
changes the program, we can work with that. However, this Program has significant implications
to western Alaska communities, and we believe it is well worth the time and effort to carefuily

consider all aspects of the Program.

The Council is currently engaged in an ongoing review process, which we suppott. A fult
analysis of ali the issues regarding implementing and managing the ‘Program will serve to
identify major problems and alternative solutions fo ensure that the Program meets its goals, We
will work with the Council in every way possible to ensure that their analysis and
recommendations comply with legal requirements, and can be effectively implemented by NMFS
and the State. The Couneil is considering all major aspects or questions about the Program, such
as appropriate roles for NMFS and the State, criteria for allocations, the number and content of
evaluation eriteria, CDQ group generated criteria, and investment in non-fisheries related

projects.

Mz, Chairman, this concludes my testimony. Again, I want to thank you for the opportunity to
testify today and discuss this important issue. The Administration looks forward to working with

you and other Members on the Committee on this and other fisheries-related issues in the 107
Congress. I am prepared to respond to any questions you and other Members of the Committee

may have,
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Mr. YOUNG. Thank you, Doctor. And when the panel is finished,
we do have some questions, but thank you very much.
Chris, you are up. Thanks for appearing today too.

STATEMENT OF CHRIS ELFRING, STUDY DIRECTOR,
NATIONAL RESEARCH COUNCIL’S COMMITTEE TO REVIEW
THE COMMUNITY DEVELOPMENT QUOTA PROGRAM

Ms. ELFRING. Good morning, Mr. Chairman and members of the
Subcommittee. I would also like to thank you for the opportunity
to speak about the Community Development Quota Program.

My name is Chris Elfring. I am both the Director of the Polar
Research Board, and a Study Director with the Ocean Studies
Board at the National Academy of Sciences.

In the Magnuson-Stevens Fishery Conservation and Manage-
ment Act of 1996, Congress mandated that the academies review
the CDQ Program. I served as the staff person supporting the Com-
mittee that was put together to accomplish the task. The Com-
mittee consisted of 10 volunteers with expertise in fields ranging
from marine ecology to fisheries economics. The Committee’s mem-
bers spent about 18 months in 1998 and ’99, talking with people,
gathering data, and deliberating on the strengths and weaknesses
of the program. They released their report, as you noted, in 1999.
My testimony today is an overview of the main findings of that
study. My written testimony provides more detail, and I have also
given staff a number of additional copies of the full report.

When the CDQ Program was implemented in late 1992, it allo-
cated a portion of the annual harvest of certain commercial fish
species directly to coalitions or villages, which because of geo-
graphic isolation and dependence on subsistence lifestyles, it had
limited economic opportunities. Our Committee’s task was to judge
whether the program was making progress in accomplishing its
goals.

Based on our study, the Committee concluded that the CDQ Pro-
gram is an innovative attempt to encourage community develop-
ment in Western Alaska’s coastal communities. although the pro-
gram is not perfect, the Committee believes that most of the prob-
lems can be attributed to the newness of the program and the inex-
perience of participants. We came away optimistic that overall the
program was on the right track.

Because the program was still relatively new at the time of our
evaluation, we didn’t have the data necessary to do any kind of
long-term trend analysis, and thus our evaluation was more of a
snapshot of the status of the program.

We found the six CDQ groups to be of varying sizes and philoso-
phies, and they took fairly different approaches to harvesting their
quota and allocating the returns. Although the six groups were not
equally successful, the Committee found significant examples of
benefits accruing to the communities. Benefits included direct reve-
nues from the fishery, as well as employment and the development
of fishing infrastructure such as docks.

All six CDQ groups incorporated some education and training
component for residents, although to differing degrees and with dif-
ferent emphases.
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The State of Alaska also has played its part relatively effectively.
It was efficient in reviewing the community development plans,
monitoring how the communities progressed in responding to prob-
lems. Some of these responses, like reallocating quota share among
communities, have been controversial, as might be expected.

Perhaps the greatest weakness of the CDQ Program was a lack
of open consistent communication between the CDQ groups and the
communities they represent, particularly a lack of mechanisms for
substantial input from the communities into the governance struc-
tures. There has also been a lack of outreach by the State to the
communities to help ensure that the communities and residents
were aware of the program and how to participate.

Some debate centered on uncertainty about intended bene-
ficiaries of the program. It is unclear whether the program is in-
tended primarily for the native Alaskan residents of the partici-
pating communities, or if not, whether the governance structure
should be modified to ensure that non-native participation is pos-
sible. Similarly, there is some dissatisfaction among people within
the fishing industry who are not involved, either directly or as
partners of CDQ groups, and who believe that the program unfairly
targets a particular population for benefits.

The Committee also commented on the requirement that all rein-
vestment of profits be only in fishery-related activities. Although
this is a logical initial requirement, since the objective is to help
the communities establish a viable presence in a capital-intensive
industry, the Committee concluded that over time there could be
more flexibility in the rules governing allocation of benefit.

The main goal of the CDQ Program, community development, is
by definition a long-term goal. Thus, there is a need for a set and
dependable program duration and the certainty that this brings to
oversight and management. This would allow CDQ groups to de-
velop sound business plans and reduce pressures to seek only
short-term results.

Another long-term issue is environmental stewardship. The CDQ
Program is in large part about economic development, but economic
sustainability is dependent on long-term assurance of a sound re-
source base. To be successful over the long term, the program will
need to give more emphasis to conservation issues.

Finally, while our report reviewed the CDQ Program in a broad
way, there is a need for periodic detailed review of the program,
perhaps every 5 years. This could be done by the State of Alaska.
Such a review would look in depth at what each group had been
doing, the nature and extent of the benefits, and how funds were
used. Care must be taken not to use strictly financial measures of
success. Profits gained from harvest and numbers of local people
trained are valuable measures, but they must be seen within the
full context of the program.

In summary, the CDQ Program, like any new program with com-
plex goals, had some problems in its start-up period. The Commit-
tee’s review found a need for continued attention to establishing
clear goals, defining eligible participants, and intended benefits,
setting an appropriate duration and establishing rules for partici-
pation. But overall, the Committee’s evaluation of the program was
positive. For a relatively new program, it appears to be en route
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to accomplishing the goals set out in the authorizing legislation, de-
velopment of increased commercial fishing activities in the partici-
pating communities, creation of job opportunities, and improvement
of the local fishing infrastructure.

Thank you for your attention.

[The prepared statement of Ms. Elfring follows:]

Statement of Chris Elfring, Polar Research Board, Ocean Studies Board,
Division on Earth and Life Studies, National Academy of Sciences

Good morning Mr. Chairman and members of the Subcommittee. Thank you for
this opportunity to speak to you about the Community Development Quota program.
My name is Chris Elfring and I am Director of the Polar Research Board at the
National Academies. In addition to my role as director of the PRB, I served as the
study director (lead staff person) for the National Research Council’s Committee to
Review the Community Development Quota Program, which was conducted in under
the oversight of the NRC’s Oceans Studies Board. As you know, the National Re-
search Council is the operating arm of the National Academy of Sciences, National
Academy of Engineering, and Institute of Medicine, and was chartered by Congress
in 1863 to advice the government on matters of science and technology.

In the Magnuson—Stevens Fishery Conservation and Management Act of 1996,
Congress mandated that the National Academy of Sciences review the CDQ pro-
gram in Alaska and evaluate its applicability in the western Pacific. In response,
we put together a committee of 10 volunteer experts who spent about 18 months
talking with people, gathering data, and deliberating on the strengths and weak-
nesses of what was then a relatively new program. The committee produced its final
report, complete with conclusions and recommendations, in 1999. My testimony
today provides an overview of the findings of that study. My written testimony pro-
vides additional detail and I've also provided staff with copies of the full final report.

STRENGTHS AND WEAKNESSES OF THE CDQ PROGRAM

The Community Development Quota (CDQ) program was implemented in Decem-
ber 1992 by the North Pacific Fishery Management Council. The CDQ program allo-
cates a portion of the annual fish harvest of certain commercial species directly to
coalitions of villages, which because of geographic isolation and dependence on sub-
sistence lifestyles have had limited economic opportunities. The program is an inno-
vative attempt to accomplish community development in rural coastal communities
in western Alaska, and in many ways it appears to be succeeding. The CDQ pro-
gram has fostered greater involvement of the residents of western Alaska in the
fishing industry and has brought both economic and social benefits. The program
is not without its problems, but most can be attributed to the newness of the pro-
gram and the inexperience of participants. Overall the program appears on track
to accomplishing the goals set out in the authorizing legislation: to provide the par-
ticipating communities with the means to develop ongoing commercial fishing activi-
ties, create employment opportunities, attract capital, develop infrastructure, and
generally promote positive social and economic conditions.

Because the program was still relatively new at the time of our evaluation (1998—
1999), the data necessary for detailed evaluation were limited and it was not yet
possible to detect long-term trends. The six CDQ groups, organized from the 56 eli-
gible communities (later expanded to 57), were of varying sizes and took varying ap-
proaches to harvesting their quota and allocating the returns generated. Although
not all groups have been equally successful, there were significant examples of real
benefits accruing to the communities. All six groups saw creation of jobs as an im-
portant goal and stressed employment of local residents on the catcher-processor
vessels and shoreside processing plants. All incorporated some kind of education and
training component for residents, although to different degrees and with different
emphases. Another benefit of the program is that the periodic nature of employment
in the fishing industry preserves options for the local people to continue some ele-
ments of their subsistence lifestyles. The CDQ program generates resources that
give local communities greater control of their futures. The State of Alaska also has
played its part relatively effectively it was efficient in reviewing the Community De-
velopment Plans, monitoring how the communities progressed, and responding to
problems. Some of these responses, like reallocating quota share among commu-
nities, have been controversial, as might be expected.

Perhaps the greatest weakness of the CDQ program as implemented is a lack of
open, consistent communication between the CDQ groups and the communities they
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represent, particularly a lack of mechanisms for substantial input from the commu-
nities into the governance structures. There has also been a lack of outreach by the
state to the communities to help ensure that the communities and their residents
are aware of the program and how to participate. For the CDQ program to be effec-
tive there must be a clear, well-established governance structure that fosters ex-
change of information among the groups’ decisionmakers, the communities they rep-
resent, and the state and federal personnel involved in program oversight.

Some debate has centered on uncertainty about the intended beneficiaries of the
program. It is unclear whether the program is intended primarily for the Native
Alaskan residents of the participating communities or, if not, whether the govern-
ance structures should be modified to ensure that non—Native participation is pos-
sible. Similarly, there has been dissatisfaction among segments of the fishing indus-
try that are not involved, either directly or as partners of CDQ groups, who believe
that the program unfairly targets a particular population for benefits. This conflict
is inevitable, given that the CDQ program is designed to provide opportunities for
economic and social growth specifically to rural western Alaska. This policy choice
specifically defines those to be included and cannot help but exclude others.

Although it is logical to require initially that all reinvestment of profits be in fish-
ery-related activities because the initial objective of the CDQ program is to help the
participating communities to establish a viable presence in this capital intensive in-
dustry, over time there should be more flexibility in the rules governing allocation
of benefits perhaps still requiring most benefits to be reinvested in fishing and fish-
eries-related activities but allowing some portion to go to other community develop-
ment activities. This will better suit the long-term goal of the program, which is de-
velopment of opportunities for communities in western Alaska.

The main goal of the CDQ program community development is by definition a
long-term goal. Thus there is a need for a set and dependable program duration and
the certainty that brings to oversight and management. This will allow CDQ group
decisionmakers to develop sound business plans and will reduce pressures to seek
only short-term results. However, calling for the program to be long-term does not
mean it must go on indefinitely nor that it must never change. Periodic reviews
should be conducted, and changes made to adapt rules and procedures as necessary.
There can be a balance between certainty and flexibility if the program is assured
to exist for some reasonable time (e.g., ten years) and if major changes in require-
ments are announced in advance with adequate time to phase in new approaches
(e.g., five years). The appropriate time scales will of course vary with the nature
of the change, with minor changes requiring little notice and major changes requir-
ing enough time for decisionmakers and communities to plan and adjust.

Another long-term issue is environmental stewardship. The CDQ program as cur-
rently structured is, in large part, about economic development, but economic sus-
tainability is dependent upon long-term assurance of a sound resource base the fish-
eries. Thus, to be successful over the long-term the CDQ program will need to give
more emphasis to environmental considerations. While this report reviews the CDQ
program in a broad way, there remains a need for periodic, detailed review of the
program over the long term (perhaps every five years), most likely conducted by the
State of Alaska. Such a review should look in detail at what each group has accom-
plished the nature and extent of the benefits and how all funds were used. For a
program like this, care must be taken not to use strictly financial evaluations of suc-
cess. Annual profits gained from harvest and numbers of local people trained are
valuable measures, but they must be seen within the full context of the program.
It is a program that addresses far less tangible elements of “sustainability,” includ-
ing a sense of place and optimism for the future.

LESSONS FOR OTHER REGIONS

What emerges from a review of the western Alaska CDQ program is an apprecia-
tion that this program is an example of a broad concept adapted to very particular
circumstances. In Alaska, where there were clearly definable communities, the fish-
ery was already managed by quota with a portion of the quota held in reserve, and
the communities had previous experience working within corporate-like structures.
Others interested in the application of CDQ-style programs are likely to have dif-
ferent aspirations and different contexts. Wholesale importation of the Alaska CDQ
program to other locales is likely to be unsuccessful unless the local context and
goals are similar.

One region where the expansion of the CDQ concept has been considered is in the
western Pacific, but such an expansion would need to be approached cautiously be-
cause the setting and communities are very different.
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The major differences between the fisheries and communities of the two regions
are: the general lack of management by quota or total allowable catch (TAC) in the
western Pacific; the pelagic nature of the valuable fisheries in the region; and the
lack of clear, geographically definable “native” communities in most parts of the re-
gion. Application of the CDQ program to the western Pacific would require the
Western Pacific Regional Fishery Management Council to define realistic goals that
fit within council purposes and plans. Definitions of eligible communities would
need to be crafted carefully so the potential benefits accrue in an equitable fashion
to native fishermen.

Any new program, especially one with the complex goal of community develop-
ment, should be expected to have a start-up period marked by some problems. Dur-
ing this early phase, special attention should be given to working out clear goals,
defining eligible participants and intended benefits, setting appropriate duration,
and establishing rules for participation. There should be real efforts to communicate
the nature and scope of the program to the residents of any participating commu-
nities, and to bring state and national managers to the villages to facilitate a two-
way flow of information. In addition to these operational concerns, those involved
the residents and their representatives must develop a long-term vision and coher-
ent sense of purpose to guide their activities.

CONCLUSIONS AND RECOMMENDATIONS

Here are the detailed conclusions and recommendations as presented in the com-
mittee’s final report, “The Community Development Quota Program in Alaska” (Na-
tional Research Council, 1999).

Conclusion 1: Community Development Strategies

Although the Community Development Plans developed by the different CDQ
groups are similar in some important respects, the specific elements included vary
considerably. Each CDQ group derives income from the large-scale pollock fishery
through royalties and employment, and each seeks to develop nearshore fisheries
using smaller vessels. The diversity of infrastructural investments, training pro-
grams, and financial strategies adopted by the CDQ group does, in our judgment,
appropriately reflect varying circumstances and reasoned approaches to diverse
problems. To some extent the development plans were shaped by uncertainty about
the duration of the CDQ program and by the restriction that the CDQ plans must
focus on fishery development. For example, the uncertainty may have encouraged
at least one CDQ group to seek a quick financial gain through sale of their proc-
essing quota rights in perpetuity. We found this permanent conveyance to be incon-
sistent with the philosophy and intent of the CDQ program. Finally, the economic
and cultural development of these communities may at times be advanced through
non-fishery employment or investments. Hence, we found no strong reason to re-
quire communities to use funds generated from their CDQs to invest only in fish-
eries.

Recommendations

¢« We recommend that the State of Alaska prohibit permanent conveyance of com-
munity development quotas into the hands of commercial enterprises outside
the communities. An important aspect of the community development sought in
western Alaska is the continuing and direct involvement of local people in fish-
eries of the Bering Sea. Sale of the CDQs to commercial interests outside the
communities will create an inappropriate separation of the people from the re-
gional resources.

We recommend that the restriction that CDQ revenues to be invested only in
fishery-related activities should be removed, at least for some portion of the rev-
enues. Many of the communities will find that fishery investments are still the
ones they wish to undertake. However, since community development is broader
than fishery development, funds should also be available for other activities that
will enhance community infrastructure or land-based economic activity. This
broadening of the allowed investments would also remove uncertainty about
whether particular investments are indeed “fishery related” and thus allowable
under current rules.

Conclusion 2: Participation and Benefits

The CDQ program has had an important positive economic impact on western
Alaskan communities. Significant revenues have been generated and employment
has been enhanced, especially for the mobile members of the community. In addi-
tion, the general educational and training programs have been as beneficial as spe-
cific fisheries employment.
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Recommendations

¢ The Community Development Plans (CDPs) should be careful to balance the mix
of local fishing with wage-earning opportunities with fishing partners. This is
important because local fishery development can occupy less mobile village resi-
dents, while wage-earning opportunities in the industrial fleet are especially im-
portant for younger adults. A focus on local fisheries opportunities, where they
exist, for permanent village residents will more closely tie the CDQ program to
the village economics.

To improve the effectiveness of developing a well-trained workforce, the CDQ
groups need a strategic plan for education and training programs. This would
include internships and technical training for direct employment with the in-
dustrial fishing partners of the CDQ groups, formal university education in
fields pertinent to the development goals of native residents, and training of ad-
ministrators and board members of CDQ organizations. The ultimate objectives
would be to develop both the business acumen and labor productivity of village
residents.

Conclusion 3: Governance and Decision-Making

The CDQ groups were given a unique governance structure that includes ele-
ments of both State and federal oversight, which is appropriate given the goals of
the program. But the extensive and variable criteria used by the State and federal
governments in allocating quota among the groups causes decisionmaking to be in-
consistent and difficult to evaluate. That the lists of evaluation criteria are not en-
tirely consistent with one another in either content or order of listing presents addi-
tional opportunity for confusion among the CDQ groups and the public in evaluating
the logic and fairness of the decisions made by the governor and ratified by the Sec-
retary of Commerce.

Recommendations

e State and federal criteria for the allocation of quota based on performance and
plans should be less complicated than they are and should also be consistent
with one another. We recommend that changes be made to simplify the criteria,
in consultation with the CDQ groups.

The committee notes that the criteria currently are used for two purposes: to
allocate quota equitably and to encourage good management. One way to clarify
some of the confusion created by using the criteria in this way would be to sepa-
rate these two purposes into two allocations of quota. A “foundation quota”
would address issues of equity and a “performance quota” would address issues
of performance. The foundation quota (likely more than half of the allocation)
would be allocated on measures of population, income, employment, and prox-
imity to the fishery being allocated. The performance quota (the remainder)
would be allocated based on clearly defined performance measures such as ac-
complishments of the CDP goals, compliance with fishing regulations (e.g., re-
garding bycatch), quality of community development plans, and so forth.

One way to improve responsiveness of the CDQ groups’ managers to the commu-
nities would be to improve communication. Although the idea of locating the
headquarters of the CDQ groups near potential business partners and the State
government may have made sense in the early years of the program, as it ma-
tures and the management proves its business capability, relocation of the head-
quarters to the communities may have significant benefits in terms of respon-
siveness to the desires of the community members.

Communication would be further improved if the confidentiality rules and the
rules for making information available to constituents were improved. NMFS
and the state needs to collaborate to resolve any potential conflicts between
state laws regarding the confidentiality of financial data and the evaluation of
the CDQ program objectives. Information on the number of people employed by
the program and the earnings in each of the communities should be provided.
Although some of the CDQ groups have created newsletters, a requirement that
newsletters to communicate with constituents, town meetings, or other forms of
communication appropriate to reach community members might be a helpful
step in improving communication in the communities.

Conclusion 4: Development of Human Resources

Education, training, and other activities to develop human resources in the par-
ticipating communities are an explicit part of the CDQ program mandate and a key
element in ensuring the program’s success because stable, healthy communities de-
pend as much on people as on economics.
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Recommendations

e To be truly effective, the CDQ groups must have education and training ele-
ments. These elements should not be haphazard, but carefully planned and co-
ordinated so they meet community needs. Both vocational training and support
for higher education will help members of the community acquire the skills and
knowledge needed for more advanced technical and managerial positions. The
number of people receiving education and training should be provided.

¢ CDQ groups need to do a better job disseminating information that describes
the educational and training opportunities open to the use of program funds.
They also need to improve their recordkeeping of education and training initia-
tives so the results can be monitored over time. A common framework for re-
cording and reporting their efforts would be useful.

Conclusion 5: Program Duration

The CDQ program must be a long-term program because it deals with a long-term
issue: development of healthy, sustainable communities in coastal Alaska. Long-
term economic development requires stability in the underlying policy base so deci-
sion-makers can make choices that balance current and future needs.

Recommendations

¢ The original CDQ program was a three-year trial. It was subsequently extended
and then made a more permanent part of the fishery management system with
the passage of the Magnuson—Stevens Fishery Conservation Act reauthorization
in 1996. This program has been successful in bolstering community development
in western Alaska. It has passed a crucial point in its evolution and we should
expect the allocation of harvests to the CDQ groups to become a long-standing,
if not permanent, feature of the federal fishery management system in the
North Pacific.

The committee recommends that the CDQ program should be reviewed on a
periodic basis to determine if the preliminary trends observed by the committee
continue in the future. Reviewing the CDQ program in another five years may
provide important additional information on the effects of the program and pro-
vide valuable suggestions for its management.

Conclusion 6: Economic Sustainability and Environmental Stewardship

Economic sustainability implies programs and policies that offer the greatest as-
surance of economic options over the long-term to a population that chooses to re-
main in specific locations. That is, given alternative economic futures for a people
(or for a community), economic sustainability would entail choosing that future with
the lowest probability of inducing economic decline as measured by a range of indi-
cators. Economic sustainability 1s but one part of the larger problem of ecological
and socio-cultural sustainability. Clearly, communities that squander their local en-
vironmental resources (or that fail to maintain cultural and social processes and
structures) will be incapable of economic sustainability. Large-scale commercial fish-
ing activities can have negative impacts on ecosystems, either independently or
through interaction with natural fluctuations. Because the CDQ program is de-
signed specifically to increase participation in fisheries activities and at the same
time improve the long-term economic conditions of the participating communities,
greater emphasis should be given to environmental stewardship.

Recommendations

¢ Concern for the long-term health of the Bering Sea ecosystem needs to feature
more prominently in the CDQ program. Local concerns about environmental
stewardship need to be able to be expressed in a meaningful way throughout
the program’s management structure, beginning with effective communication of
local concerns to the CDQ group management and continuing on up through the
Council process. The quota allocation process can be used to increase the em-
phasis on environmental stewardship.

¢ Economic sustainability is dependent upon sound environmental stewardship. In
order for the CDQ program to help build a sustainable economy in the region,
it is imperative that the underlying resource base-the fisheries-be used in ways
that are sustainable over the long-term. This will require explicit, in-depth, con-
tinuing analysis of the condition or health of the fishery resource and manage-
ment that can respond and adapt to changes in this condition.

Conclusion 7: Relevance of the CDQ Experience to the Western Pacific

The CDQ program was designed specifically to address the issues and environ-
ment of western Alaska and thus is not appropriate, in its current form, for the
Western Pacific Region. If similar goals such as inclusion of native communities in
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fisheries are desired in the region, a program could be tailored to the conditions of
the western Pacific, although fisheries in the region are not now generally managed
by quota. There should be real efforts to communicate the nature and scope of the
program to the residents of the participating villages to facilitate a two-way flow
of information. In addition, geographic criteria for eligibility would be difficult to
apply because the communities are widely dispersed. As the Western Pacific Re-
gional Fishery Management Council considers the Alaskan CDQ experience and the
differential performance of the CDQ groups, it should recognize that CDQs con-
stitute only one possible model for community-development in fisheries. But if CDQ-
type programs are seriously considered for the western Pacific the committee rec-
ommends:
¢ CDQ-type programs in the western Pacific would need to define realistic goals
that fit within Council purposes and plans, and definitions of eligible commu-
nities would need to be crafted carefully.
e To assist in the design of such programs, lessons can be learned from detailed
study of the Alaskan experience related to program structure, costs, oversight,
performance evaluation, and other administration issues.

FINAL THOUGHTS

What emerges from a review of the western Alaska CDQ program is an apprecia-
tion that the program is an example of a broad concept adapted to very particular
circumstances. Other interested in the application of CDQ-style programs are likely
to have different aspirations and different contexts. Wholesale importation of the
Alaskan CDQ program to other locales is likely to be unsuccessful unless the local
context and goals are similar.

Any new program, especially one with the complex goal of community develop-
ment, should be expected to have a start-up period marked by some problems. Dur-
ing this early phase, special attention needs to be given to work out clear goals, de-
fine eligible participants and intended benefits, set appropriate duration, and estab-
lish rules for participation. In addition to these operational concerns, those in-
volved—the residents and their representatives—must develop a long-term vision
and coherent sense of purpose to guide their activities.

For the CDQ program to be effective there must be a clear, well-established gov-
ernance structure that fosters exchange of information among the groups’ decision-
makers, the communities they represent, and the state and federal personnel in-
volved in program oversight. Greater openness of information is critical, as is reg-
ular detailed review.

Although it is logical to require initially that all reinvestment of profits be only
in fishery-related activities because the initial objective of the CDQ program is to
help the participating communities establish a viable presence in this capital-inten-
sive industry, over time there should be more flexibility in the rules governing allo-
cation of benefits—perhaps still requiring most benefits to be reinvested in fishing
and fisheries-related activities but allowing some portion to go to other community
development activities. This will better suit the long-term goal of the program,
which is development of opportunities for communities in western Alaska.

The main goal of the CDQ program—community development—is by definition a
long-term goal. Thus, there is a need for a set and dependable program duration
and the certainty that it brings to oversight and management. This will allow CDQ
group decision-makers to develop sound business plans and reduce pressures to seek
only short-term results. However, calling for the program to be long-term does not
mean it must go on indefinitely nor that it must never change. Periodic reviews
should be conducted, and changes made to adapt rules and procedures as necessary.
There can be a balance between certainty and flexibility if the program is assured
to exist for some reasonable time and if major changes in requirements are an-
nounced in advance with adequate time to phase in new approaches. The appro-
priate time scales will of course vary with the nature of the change, with minor
changes requiring little notice and major changes requiring enough time for deci-
sion-makers and communities to plan and adjust.

Mr. YOUNG. Thank you very much.
Mr. Bush.
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STATEMENT OF JEFFREY BUSH, DEPUTY COMMISSIONER,
DEPARTMENT OF COMMUNITY AND ECONOMIC DEVELOP-
MENT, STATE OF ALASKA

Mr. BusH. Thank you, Mr. Chairman, and members of the Sub-
committee. My name is Jeffrey Bush, and I am the Deputy Com-
missioner of the Alaska Department of Community and Economic
Development.

First of all, I wish to thank you for holding this hearing on the
status of the Western Alaska Community Development Quota or
CDQ Program. As I hope will become apparent from my remarks
today, and those of others, this is an exciting and very successful
program, bringing many benefits to the people and communities of
Western Alaska.

I have served since 1995 as a member of the State’s CDQ Team,
which implements the CDQ Program on the State’s behalf. Because
oversight and administration of the CDQ Program is within the
Alaska Department of Community and Economic Development,
Governor Knowles asked me to prepare testimony and appear be-
fore this Subcommittee.

I will limit my current comments to significant policy issues fac-
ing the CDQ Program that are potentially impacted by H.R. 553.
The bulk of my testimony, which contains a history of the program,
and more detailed State comments on H.R. 553, I have submitted
in writing for inclusion in the record.

Allocation of CDQ quota is a harvest privilege that expires upon
the expiration of each allocation period. Although pollock remains
the mainstay of the program, representing over 80 percent of the
royalties received by the groups, a total of 25 species with an an-
nual royalty value of approximately $40 million are allocated to the
groups under the program. As shown in the graphs submitted with
my written testimony, pollock royalties have grown from $20 mil-
lion in 1998 to $33 million in the year 2000. And the growth in the
total net worth for the groups is even more impressive, having dou-
bled in the last 2 years, with total assets for the groups now in ex-
cess of $150 million.

The State and the North Pacific Fishery Management Council
recognize that there must be changes in the government’s oversight
role as the CDQ Program evolves. In response to the issues raised
in H.R. 553, the Council formed a CDQ Policy Committee in March
2001 to review the appropriate role of government oversight of the
CDQ Program, including criteria used in the allocation process.
The Committee, consisting of representatives from all CDQ groups,
from private industry, and from the State and Federal oversight
agencies, met for four full days in April and May of this year, and
reported its findings to the Council at the June 2001 Council meet-
ing.

Issues addressed by the CDQ Policy Committee, and now subject
to Council staff analysis, include whether CDQ allocations should
continue to be periodic or become permanent, and the frequency of
those allocation periods; whether some portion of the CDQ quota
should be a fixed foundation quota based on each group’s demo-
graphic characteristics, such as population; whether to adopt re-
vised criteria for the State to use in analyzing applications and
whether to require the State to score each group on each defined
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criteria before making allocation recommendation; whether to
adopt an administrative appeal process for any group dissatisfied
with an allocation; the extent of government oversight over various
group activities, including investments by subsidiary corporations;
and whether to expand allowable activities of CDQ groups to in-
clude non-fisheries related investments.

The Council is scheduled to review this analysis and adopt any
appropriate changes to the program at a December 2001 meeting.

The State believes that the Council remains the best forum to
address, in the first instance, issues regarding the operation and
management of the CDQ Program. The Council process will ensure
that all interested parties are able to voice their positions, and will
result in a product that will be best for the program and the people
it serves.

The quota given to the six CDQ groups constitutes a grant of a
public resource to achieve a government-sanctioned goal of fos-
tering economic development in Western Alaska. The net effect of
H.R. 553 would be to shift the focus of the program away from a
community-centered program to a more profit-making regime. In
its 1999 report on the CDQ Program, the National Research Coun-
cil stated, quote: “The Committee warned that for a program like
this, care must be taken not to use strictly financial evaluations of
success.” Unquote. The challenge for all of us is to strike the right
balance between profit motivation and fostering local economic de-
velopment.

I would briefly like to comment on three specific provisions pro-
posed in H.R. 553.

H.R. 553 would remove the current program requirement that
group investments be fisheries related. This issue has garnered
much debate in recent years among program participants. Recog-
nizing that the opportunities for fisheries-related investments in
the region are limited, the State has long supported some loosening
of the current limitations.

However, although it is important that some allowance now be
made for investing in non-fisheries-related activities, it is equally
important that this allowance be done in a manner that maintains
the program’s integrity. Each group is under pressure from its
member communities to provide other benefits to their residents
who have many serious and very worthwhile needs. But we must
ensure that this program is not used as a replacement for edu-
cation or other state-funded responsibilities in this region.

The majority of the CDQ groups and the CDQ Policy Committee
have recommended that the Council allow each group to invest up
to $500,000 annually in non-fisheries-related economic development
projects. This appears to be a rational approach to the issue, and
the State is supportive of the Committee’s recommendation.

H.R. 553 would remove from government oversight projects un-
dertaken by subsidiaries of CDQ groups. The State feels the need
for accountability to the program and to the region’s residents does
not end with a group’s initial investment in a subsidiary, many of
whom are wholly owned and virtually indistinguishable from their
parent group. We understand that some of the CDQ groups support
increased flexibility in their investments at the subsidiary level.
However, it is critically important that we continue to meet the
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public policy goal that the benefits derived from the program con-
tinue to flow to the region’s residents.

In addition, concerns have been raised in the past by some CDQ
groups and fishing industry representatives, that constraints
placed upon the CDQ groups under the current program might cost
the groups business investment opportunities. Although the State
is unaware of any such lost investment opportunities, we are com-
mitted to minimizing even the potential for them.

We welcome the current efforts of the Council to address this
issue and identify those situations where State oversight it appro-
priate and those where it is not. The Council’'s CDQ Policy Com-
mittee has identified this as a significant issue for analysis, and we
anticipate the Council will review this issue carefully when it con-
siders recommendations to the program.

H.R. 553 proposes to give primary allocation responsibility to the
National Marine Fisheries Service. By implication, the role of the
State in making allocation recommendations would be reduced or
eliminated. The State believes that it is in the best position to work
with the CDQ groups to identify the needs and opportunities in
Western Alaska, as well as maximize benefits to the residents of
the region. The Alaska Department of Community and Economic
Development has several local government and community develop-
ment people on staff who work directly with the communities
throughout the State, including those in this program, on a regular
basis. Department experts in fisheries development and marketing
work directly with industry players to promote Alaska’s fisheries
economy. Other State departments handle State fisheries manage-
ment, local transportation infrastructure development, and water
and sewer projects. In short, we believe that State Government
personnel are better able to respond to the issues that affect our
residents than Federal agency representatives, most of whom are
located at a great distance from the State.

In conclusion, I wish to again thank you, Mr. Chairman, for the
opportunity to address this Subcommittee regarding this exciting
and very successful program. Congress, the North Pacific Fishery
Management Council, the State, and the people of Western Alaska,
can all be proud of the benefits realized as a result of the CDQ Pro-
gram. Thank you.

[The prepared statement of Mr. Bush follows:]

Statement of Jeffrey Bush, Deputy Commissioner, Alaska Department of
Community and Economic Development

Mister Chairman and members of this Subcommittee:

Thank you for the opportunity to comment on the current status of the Western
Alaska Community Development (CDQ) program and the proposed federal legisla-
tion, H.R. 553, regarding that program. My name is Jeffrey Bush, and I am the
Deputy Commissioner of the Alaska Department of Community and Economic De-
velopment. In that capacity, I have served since 1995 as a member of the State of
Alaska’s “CDQ Team”, which implements the CDQ program on the state’s behalf.
Because oversight and administration of the CDQ program is within the Alaska De-
partment of Community and Economic Development, Governor Knowles asked me
to prepare testimony and appear before this subcommittee.

I will limit my oral comments to policy issues currently facing the CDQ program
that would be impacted by H.R. 553, including program purpose and accountability
and the role of state and federal governments in oversight of the program. The bulk
of my testimony, which contains a history of the program and more detailed State
comments on H.R. 553, is hereby submitted in writing for the record.
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History of program

Under the CDQ program, a portion of the annual fish harvest in the Bering Sea/
Aleutian Island (BS/AI) groundfisheries is allocated to six coalitions of western Alas-
ka villages, known as “CDQ groups”. Allocation of CDQ quota is a harvest privilege
that expires upon the expiration of each allocation period.

The CDQ program is an innovative attempt to accomplish community develop-
ment in western coastal Alaska, which is in one of the more impoverished regions
in the United States. In many ways the program is succeeding. During its short ten-
ure, the CDQ program has created significant employment opportunities in the BS/
Al groundfisheries for residents of Western Alaska, and CDQ groups are steadily
increasing their equity ownership in Seattle and foreign-based harvesting compa-
nies. However, the challenge of creating contemporary economic stability in remote
villages, whose residents have been reliant on subsistence lifestyles for centuries,
is a long-term undertaking.

With the passage of the Magnuson Act in 1976 the groundwork was laid for do-
mestic participation in the fisheries. The concept of allocating part of the total al-
lowable catch directly to disadvantaged western Alaskan communities was discussed
by the North Pacific Fishery Management Council (NPFMC) beginning in the mid-
nineteen eighties. Based on recommendations from the NPFMC, the Secretary of
Commerce first approved CDQ pollock allocations in early 1992.1 The allocation to
CDQ groups was set at 7.5% of the overall pollock Total Allowable Catch (TAC) for
the Bering Sea and Aleutian Islands management areas. The allocations were for
the two-year period of 1994-95.

During the last half of 1992, communities and fishermen’s groups along the Ber-
ing Sea coast began to organize in response to the pending CDQ regulations.

The program began with 55 communities that were determined eligible by criteria
developed by the NPFMC in conjunction with the State of Alaska and NMFS. By
1999, the total number of eligible communities had grown to 65. 50 C.F.R. 679.30
lists the eligibility criteria:

e The community is located within 50 nautical miles of the Bering Sea, provided

it is not located on the Gulf of Alaska coast.

e The community is certified by the Secretary of the Interior pursuant to the Alas-

ka Native Claims Settlement Act to be a native village.

¢ The Community’s residents conduct more than half of their current commercial

or subsistence fishing effort in the waters of the BS/AIL

¢ The community has not previously developed harvesting or processing capability

sufficient to support substantial groundfish fisheries participation in the BS/AI,
unless the community can show that benefits from an approved CDP would be
the only way to realize a return from previous investments. The community of
Unalaska is excluded under this provision.

According to the 2000 U.S. Census, there are approximately 27,000 people resid-
ing in the 65 CDQ communities. The boundaries of the program extend from the
northernmost community of Little Diomede in the Norton Sound Region to the
southwest community of Atka in the Aleutians Islands. The CDQ quota is divided
among six community organizations, which were self-determined and were based
primarily on geographical proximity and cultural boundaries. All six of the organiza-
tions are non-profit corporations organized under Alaska law.

The CDQ groups are:

¢ Aleutian Pribilof Island Community Development Association (6 communities)

« Bristol Bay Economic Development Association (17 communities)

« Central Bering Sea Fishermen’s Association (1 community)

¢ Coastal Villages Region Fund (20 communities)

¢ Norton Sound Economic Development Corporation (15 communities)

e Yukon Delta Fisheries Development Association (6 communities)

In June of 1995, the NPFMC approved a three-year extension of the pollock CDQ
program as part of the inshore-offshore debate. In 1996, the CDQ program gained
permanency when it was placed into law during the reauthorization of the
Magnuson Act. Senator Stevens was instrumental in the reauthorization of the Act
and the establishment of the CDQ program in perpetuity. He was recognized for his
work by the renaming of the Act, which became the Magnuson—Stevens Act.

In 1998, Congress passed the American Fisheries Act (AFA), which included pro-
visions to permanently extend the allocations of pollock to the CDQ program and
increase the CDQ pollock allocation to 10 percent of the TAC through December 31,

1The final regulations implementing the program actually were not published until December
1992.
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2004.2 Another major impact of AFA was the requirement that virtually all vessel-
owning entities in the BS/AI fisheries be at least 75 percent owned and controlled
by U.S. citizens by October 1, 2001. This meant that foreign-owned companies need-
ed to divest their majority ownership interests in vessels engaged in Bering Sea
fisheries. This opened the door for CDQ groups to acquire equity interests in top
performing seafood companies that otherwise would not have been available. The
groups became sought after business partners for the Seattle and foreign dominated
owners, not only because of their quota but also because of the political capital the
groups brought as Alaskan partners. By the end of 2000, all CDQ groups had ac-
quired ownership interests in the offshore pollock processing sector.

Although pollock remains the mainstay of the program, representing over 80 per-
cent of the royalties received by the groups, other BS/AI groundfisheries have been
added to the program since its inception and are allocated out to the groups. Halibut
and sablefish were first allocated for the 1995 fishing season, and crab and the so-
called multi-species fisheries, including pacific cod, Atka mackerel and others, began
in 1998. At present, 25 species, with an annual royalty value of approximately $40
million, are allocated to the groups under the program. Pollock royalties alone to-
taled nearly $33 million in 2000.

1992-2000 Pollock CDQ Royalties
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The groups continue to grow in net worth, with current total assets in excess of
$152 million.

1992-2000 CDQ Assets
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Government Quersight

The U.S. Secretary of Commerce approved the CDQ program regulations in 1992.
Under those regulations, the day-to-day oversight of the CDQ program was dele-
gated to the State of Alaska, which was charged with full review of CDQ proposals
and making allocation recommendations to the Secretary. NMFS is tasked with im-
plementing federal regulations and providing final allocation recommendations to
the Secretary, who retains overall authority over the allocation process.

The federal and state governments have each added staff to respond to monitoring
needs. Approximately five federal and three state positions are dedicated to CDQ
program administration. Federal responsibilities include daily monitoring of catch,
debriefing of fishery observers, writing regulations, and review of the overall

2If no action is taken by the end of 2004 to extend the 10 percent allocation, the CDQ pollock
allocation will revert to 7.5 percent.
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program. As in the open-access fishery, federal funds support the fishery manage-
ment and allocation decision-making process.

The State is responsible for the ongoing monitoring of each CDQ group’s perform-
ance, ensuring compliance with CDQ plans and regulations, providing professional
assistance, reviewing quarterly and annual reports, and participating in the alloca-
tion process. Beyond requiring quarterly reports, the state also conducts regular
meetings with each group, requires annual audit and compliance reports, and re-
tains the right to conduct an internal or management audit of any CDQ group. With
this unique combination of federal and state agency oversight, a thorough regulatory
environment has been developed.

As part of the CDQ program allocation process, the state CDQ Team, comprised
of the governor’s designees, establishes a schedule for the receipt of applications, ini-
tial application evaluation, public hearings and final application review. Each group
must decide which activities are best suited for its region and constituents and sub-
mit a Community Development Plan (CDP) application. The CDP must include the
allocation requested for each species, a description of the goals and objectives of the
CDP, the length of time necessary to achieve these goals, the number of individuals
expected to be employed through the program, and a description of vocational and
educational training programs the CDP will generate. The CDP details the fishery-
related infrastructure in the applicant’s region and describes how the CDQ group
plans to enhance existing harvesting and processing capabilities.

After taking the CDP applications and public testimony into consideration, and
applying the criteria set out in state regulation, the state develops the recommended
allocations. The state must then consult with the NPFMC before the recommenda-
tions can be submitted to NMFS, who conducts a separate review to ensure that
the state complied with applicable federal procedural requirements in making its al-
location recommendations. NMFS then provides their recommendations to the Sec-
retary of Commerce for final approval and implementation.

Current Review of Government Ouversight

The state recognizes that there must be changes in the state’s oversight role as
the CDQ program evolves. As the program has grown, state CDQ regulations have
been revised on several occasions. The last revision took place in August of 1999.
More recently, in response to a few of the CDQ groups’ concerns, the state began
working with the CDQ groups in early 2000 to recommend program changes to fur-
ther streamline and simplify the CDP amendment process. After review and ap-
proval of the state’s conceptual changes by the NPFMC, NMFS drafted proposed
federal regulatory changes to provide the groups more discretionary authority in
their business transactions. These proposed changes were presented to the NPFMC
in October 2000. During this period, Congressman Young introduced H.R. 5565,
proposing to make substantial changes to governments’ oversight roles regarding
the program; that bill was subsequently reintroduced this session as H.R. 553.

In response to the issues raised in H.R. 553, the NPFMC formed a CDQ Policy
Committee in March 2001 to review the appropriate role of government oversight
of the CDQ program, including criteria used in the allocation process. The com-
mittee, consisting of representatives from all CDQ groups, private industry, and the
state and federal oversight agencies, met for four full days in April and May, and
reported its findings and recommendations to the Council during the June 2001
meeting. The Council accepted the report and has now tasked its staff with pre-
paring a comprehensive analysis of the various options identified by the committee.
Issues addressed by the CDQ Policy Committee and now subject to NPFMC staff
analysis include:

¢ Whether CDQ allocations should continue to be done periodically, or made per-
manent
Whether some portion of the CDQ quota should be a fixed “foundation” quota
based on each group’s demographic characteristics, such as population
Whether to adopt revised criteria for the state to use in analyzing applications,
and whether to require the state to “score” each group on each defined criteria
before making allocation recommendations
¢ Whether to adopt an administrative appeal process, either within the state allo-
cation process or through NMFS or the NPFMC, whereby any group dissatisfied
with an allocation could appeal
The extent of government oversight over various group activities, including in-
vestments by subsidiary corporations
Whether to expand the allowable activities of CDQ groups to include non-fish-
eries related investments

The NPFMC is scheduled to review this analysis and adopt any appropriate
changes to the program at its December 2001 meeting.
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The NPFMC has repeatedly expressed support for the CDQ program. The Council
is the best forum to address, in the first instance, issues regarding the operation
and management of the CDQ program. The Council process will ensure that all in-
terested parties are able to voice their positions and will result in a product that
will be best for the program and the people it serves.

Specific Comments Regarding H.R. 553

The quota given to the six CDQ groups constitutes a grant of a public resource
to achieve a government-sanctioned goal of fostering economic development in west-
ern Alaska. As such, the CDQ program was not designed as a direct allocation of
quota to businesses, but rather was set up with government oversight to ensure ac-
countability that the public resources were being used to achieve certain social and
economic goals. This legislation would shift the focus of the program from a commu-
nity-centered program to a profit-making regime. The state endorses individual ini-
tiative, however we do not want to lose sight of the original purpose of the CDQ
program. As you know, the 1999 report from the National Research Council, The
Community Development Quota Program in Alaska, stated, “The committee warns
that for a program like this, care must be taken not to use strictly financial evalua-
tions of success.” NRC Report, page 3. The challenge for all of us is to find the right
balance between the profit motive and fostering local economic development in these
regions.

I would like to briefly comment on three specific provisions proposed in H.R. 553.

H.R. 553 would remove the current program requirement that group investments
be “fisheries related.” H.R. 553 sec. 2, Proposed M-S Act sec. 305(6)(j)(1)(B) and sec.
305(6)(G)(8)(B)(ii).

This issue has garnered much debate in recent years among program participants.
The goal of the CDQ program, as set out by the NPFMC at the program’s formation
and codified in federal regulations, is to provide fishery related economic opportuni-
ties for western Alaska residents. The National Research Council stated, “We rec-
ommend that the restriction that CDQ revenues [are] to be invested only in fishery-
related activities should be removed, at least for some portion of the revenues.” NRC
Report, page 76. Recognizing that the opportunities for fisheries-related investments
in the region are limited, the state has long supported some loosening of the current
limitations. 3

However, although it is important that some allowance now be made for investing
in non-fisheries related activities, it is equally important that this allowance be done
in a manner that maintains the program’s integrity. Each group is under pressure
from its member communities to provide other benefits to their residents, who have
many serious and very worthwhile needs. But we need to ensure that current gov-
ernment program funding levels are maintained and that this program is not used
as a replacement for education or other state-funded responsibilities in these re-
gions.

The majority of the CDQ groups and the CDQ Policy Committee have rec-
ommended that the Council allow each group to invest up to $500,000 annually in
non-fisheries related, economic development projects. This appears to be a rational
approach to the issue and the state is supportive of the committee’s recommenda-
tion.

H.R. 553 would remove from government oversight projects undertaken by subsidi-
aries of CDQ groups. H.R. 553 sec. 2, Proposed M-S Act sec. 305(6)(j)(8)(C)(ii).

The state feels the need for accountability to the program and to the region’s resi-
dents does not end with a group’s initial investment in a subsidiary. Thus, whether
the CDQ group acts through its CDQ royalties or through its investment returns,
and whether it acts directly or through one or more of its subsidiaries (many of
whom are wholly owned and virtually indistinguishable from their parent group),
the group needs to remain accountable to its communities. We understand that
some of the CDQ groups support increased flexibility in their investments at the
subsidiary level. However, it is critically important that the public policy goal that
the benefits derived from the program continue to flow to the region’s residents con-
tinues to be met.

In addition, concerns have been raised in the past by some CDQ groups and fish-
ing industry representatives that constraints placed upon the CDQ groups under
the current program might cost the groups business investment opportunities. Al-
though the state is unaware of any CDQ business investment opportunity that has

30n January 18, 2000, before the U.S. Senate Subcommittee on Oceans and Fisheries, I testi-
fied that the state would support an expansion of allowable investments to include some non-
fisheries related activities, provided the expansion was done carefully and within well-defined
regulatory parameters.
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been lost as a result of federal or state regulatory constraints, we agree that there
is a need for quick review of all CDP amendments, and we are committed to mini-
mizing even the potential for lost business opportunities. Beginning with the con-
solidation of all state CDQ staff in a central location in the Department of Commu-
nity and Economic Development in 1999, the state has placed a high priority on the
expeditious processing of CDP amendments. Our success in these efforts is clear: for
example, when Coastal Villages Region Fund sought state approval of its multi-mil-
lion dollar investment in American Seafoods Company, the state CDQ Team was
able to review and approve the amendment in just three working days.

In addition, we welcome the current efforts of the NPFMC to address this issue
and identify those situations where state oversight is appropriate and those where
it is not. The Council’s CDQ Policy Committee has identified this as a significant
issue for analysis, and we anticipate the Council will review this issue carefully
when it considers recommendations to change the program.

H.R. 553 proposes to give primary allocation responsibility to NMFS. By implica-
tion, the role of the state in making allocation recommendations would be reduced
or eliminated. H.R. 553 sec. 2, Proposed M-S Act sec. 305(6)(G)(6).

The state believes that it is in the best position to work with the CDQ groups
to identify the needs and opportunities in Western Alaska, as well as maximize ben-
efits to the residents of the region. The Alaska Department of Community and Eco-
nomic Development has several local government and community development peo-
ple on staff who work directly with communities throughout the state, including
those in this program, on a regular basis. Department experts in fisheries develop-
ment and marketing work directly with industry players to promote Alaska’s fish-
eries economy. Other state departments handle state fisheries management, local
transportation infrastructure development, and water and sewer projects. In short,
we believe that state government personnel are better able to respond to the issues
that affect our residents than federal agency representatives, most of whom are lo-
cate at a great distance from the state.

In conclusion, I wish to again thank you, Mister Chairman, for the opportunity
to address this committee regarding this exciting and very successful program. Con-
gress, the NPFMC, the state of Alaska, and the people of Western Alaska can all
be proud of the benefits realized as a result of the CDQ program.

Mr. YOUNG. I thank you, Mr. Bush. I only have—I have a series
of questions for you and the other members, but I always get sort
of tickled, because I am reading one of your comments in your pres-
entation. It says: in June 1995 the NPFMC approved a 3-year ex-
tension of pollock CDQ Program as part of the inshore debate. In
1996, the CDQ Program gained permanency and was placed in law
during the reauthorization of the Magnuson Act. Quote: “Senator
Stevens was instrumental in reauthorizing of the Act and the es-
tablishment of the” program.

You just made a very bad error. I don’t know who wrote this for
you, but it passed out of this Committee a year and a half before
Senator Stevens ever got his hands on it. I made this permanent.
And whoever wrote this for you, if you wrote it, shame on you. If
you didn’t write it, shame on the person who wrote it for you. Be-
cause there is a little bit of—well, we take pride in authorship.
This whole idea came right from Harold Sparck. And I took it and
ran with it with the help of a lot of people, and that is why I am
so intensely passionate about the program, and why I want to
make it succeed. So after that little slight chastisement, I will ask
you some more questions.

Mr. Bush, the National Academy of Sciences’ report recommends
that groups be allowed to invest earnings in businesses outside of
the fishing industry. This is 1999. In some cases because of poor
returns, there are no local fisheries for the groups to invest in.
What other options are available under the current rules, and why
hasn’t the State been willing to discuss expanding the use of the
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monies for other community economic developments outside the
fisheries? That is the second question.

And how can they create a diverse economy, which you state in
your testimony, when you only allow investment in fisheries?

Mr. BusH. Mr. Chairman, if I may, first of all, with respect to
the current rules relating to fisheries-related investments, those
rules were placed in the Act or—excuse me—in the regulations at
the time that the Council created this program or created the de-
tails of the program through the regulatory process. Those restric-
tions are in Federal regulations. The State, and actually, myself
personally, have argued actually for several years that those re-
strictions need to be loosened up, that other economic development
activities in the region need to be supported through this program
particularly because, as you state, there are limited investment op-
portunities in fisheries in some of the areas and communities of
this region. Therefore, the State has long supported it, and I think
that it is safe to say that—Mr. Balsiger may be better equipped
than I am to answer the rest of the question regarding the Coun-
cil’s approach—but I think the Council is becoming more open to
the possibility of allowing non-fisheries-related activities now than
they have in the past, and therefore—and I am very happy about
that and supportive of that—the CDQ Policy Committee that the
Council created has recommended that loosening up of investment
opportunity or the investment restrictions, and we are supportive
of that as well.

Mr. YOUNG. Have you ever recommended that to the Council?

Mr. BusH. Yes, Mr. Chairman. I first recommended it—I am
going to say it was 1998. It may have been 1999 was the first time
I recommended it to the Council.

Mr. YouNG. Well, my concern, I don’t think there would be any
action by the State or the Council if I hadn’t introduced this bill,
because I saw total stagnation and rejection in the idea that these
actual groups have grown. Some of them have not, some of them
have. And this is really my driving force behind this because I
don’t believe that we ought to be the parental fathers of these
groups, as the BIA has been, as the Government has been with
both my native groups. They say, “Oh, you can’t do it because you
don’t have the capability of doing it. We know what is best for you.
Don’t question our wisdom because you are really a child.” That is
really where I am coming from, I want you to know that. And so
I am going to be watching that, you know, as we go through this
process, how we will be following the actions of the State.

And one of my criticisms of State oversight has been that the an-
nual allocations do not allow the groups any long-term certainty—
I think I heard that in your testimony—for making business deci-
sions. I can’t understand how, if I had 14 percent this year and
then I might only have 10 percent next year because of a shift in
population or some other reason, how can they make any long-term
recommendation? In fact, I do believe the State wouldn’t be re-
sponding to this right now if I hadn’t introduced this bill. How can
they make a long-term economic decision with the uncertainty
which is placed upon them by the State?

Mr. BusH. Mr. Chairman, if I might respond. I think that part
of the problem, at least during my tenure with this program, in
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terms of the allocation periods, has been that we have had several
different species added to the program over the years, and those
came online in different allocation cycles. We have most recently
reached the point—and I think it was in the year 2000—where the
allocation cycles finally came together, and we allocated for a 2-
year cycle.

Mr. YOUNG. Is that consistent now, you are on a 2-year cycle?

Mr. BusH. We are on a 2-year cycle, Mr. Chairman, yes. In fact,
if we were not, right now we would be in the midst of an allocation
cycle, but we are not. We are on a 2-year cycle.

Mr. YOUNG. Has there been any thought about extending that,
say, to a 5 or 10-year, the length of the Magnuson Act?

Mr. BusH. Mr. Chairman, that has been discussed. The Council’s
Policy Committee is recommending a 3-year allocation cycle set, a
fixed 3-year allocation cycle. The State is supportive of that. The
issue, of course, with longer allocation cycles—it is a tradeoff—the
longer the allocation cycle, the argument becomes the less account-
able the group becomes in terms of its potential successes or fail-
ures. And so you have to—and the other problem that I believe ex-
ists with longer allocation cycles, is adjustments that may become
necessary based upon changing conditions.

And I will use as an example what happened with opillio crab
in the Bering Sea when the crab stocks collapsed a couple of years
ago. The State had, at that point, allocated a great deal of opillio
crab to one of the CDQ groups because it was located where most
of the opillio crab was caught. And that was a significant percent-
age of its allocation returns on an annual basis. When those crab
stocks collapsed, it was, I think, to everyone’s advantage, for the
State to be able to take another allocation look, and in fact, we ad-
justed other species to that group in order to make up for the fact
that its crab allocation had collapsed.

But I think that that is the only significant issue that I see with
longer allocations, and I believe that is something that can be dealt
with, and that is why the State is supportive of a 3-year allocation
cycle at this time.

Mr. YOUNG. The other thing—and then I will let the gentleman
from Guam ask some question in a moment, and then I will come
back to you, back to the rest of the panel.

Has there been any thought about—because I notice you men-
tioned in your testimony about the quotas being set because of pop-
ulation, which is very controversial by certain groups and very ac-
cepted by other groups. Has there been any other criteria such as
location, proximity, and a total equation of the end results; has
that been thought of at all?

Mr. BusH. Yes, Mr. Chairman. The State regulations have, I be-
lieve the last count was 21 different criteria. The first—there is no
question—the first criteria on the list is demographic criteria,
which includes population.

Mr. YOUNG. But is that the dominant factor?

Mr. BusH. No, not at all, Mr. Chairman. Locale is a significant
one, and essentially proximity to the resource. And the crab exam-
ple I just gave you is a perfect example. Halibut is another one.

Mr. YOUNG. And sections of Pribilof would be another one?
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Mr. BUsH. Yes. The Pribilof Islands, for example, we have always
given crab allocations and significant halibut allocations to those,
irrespective of their size, because of their locale in the region or
nearness to the resource.

Mr. YouNG. Okay. My time is up. I do apologize. Mr. Under-
wood?

Mr. UNDERWOOD. Thank you very much, Mr. Chairman.

Perhaps as I have indicated, and this is a very fortuitous oppor-
tunity for those of us from the Western Pacific, to learn a little bit
Elore about the implementation of the program as it occurs in Alas-

a.

Maybe unbeknownst to you, but certainly as we are looking at
this report, you know, it has been retitled here in the inside page,
The Community Development Quote Program in Alaska and Les-
sons for the Western Pacific. And so—

[Laughter.]

Mr. UNDERWOOD. So at least all the members have that up here.

Perhaps, Ms. Elfring, if you could, tell us a little—I know this
is a little bit perhaps outside the scope of your study, but if you
could give us a couple of suggestions about how this program would
work better in the Western Pacific, or highlight some of the issues
which you thought were particularly difficult in implementing the
program in Alaska.

Ms. ELFRING. Well, we did actually try—and by the way, I will
blame that on our press. They like covers to be nice and neat and
clean. If we give them too many words, they stick them on the in-
side.

But basically we did try, and after looking at it in Alaska, say,
“Well, how would this work in the Western Pacific or how would
it not work?” And the Committee’s main conclusion there was a big
caution, that essentially the CDQ Program was very specifically de-
signed to meet conditions in Alaska, and not all of those same con-
ditions apply in the Western Pacific. And the were careful not to
say you couldn’t design something that would work, but you can’t
pick this program up and apply it.

The two main things that they were worried about were—one
was your current fisheries management is not by quota. Alaska al-
ready managed by quota, and there was a way of working within
that to make this program work. Similarly, Alaska already had sort
of a natural geographic way of breaking people into groups, and
that is more difficult in your setting as well. And the third one may
have to do with fisheries technology in terms of the scale. There
is already a lot of industrial-sized fisheries going on in Western
Alaska. Smaller scale in much of the Western Pacific.

So I think their main recommendation on that is if you choose
to go that route, go very, very carefully, and decide what the goals
are there and set the program up to those goals.

Mr. UNDERWOOD. Well, thank you very much for those insights.

Dr. Balsiger, in my earlier statement I drew attention to the fact
that NMFS has not facilitated the process for the Western Pacific.
Do you have any knowledge as to why that is the case?

Mr. BALSIGER. Mr. Congressman, I know that the rules and regu-
lations have been slow in development, but I understand that there
are, either published this week or very close to it. I can certainly
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get back to you with the specifics on the status of the regulations
that we are waiting for.

The agency is supportive of CDQ programs. We are anxious to
make it work in the Western Pacific as well as it has in Alaska,
but for specific details, I will get back if I can.

Mr. UNDERWOOD. Well, apparently it is more anxious in Alaska
than it is in the Western Pacific because the regulations have
taken some time.

And, Mr. Bush, I would just like to ratify the comments made
earlier by the Chairman, because it was one of the pieces of legisla-
tion that I was trying to work some amendments on, and I know
that early on, that the Western Pacific part of this, the establish-
ment of the program for offshore territories as well, was another
element of that legislation as we were working to it. You know, in
the interest of, for all of you who may testify in front of Commit-
tees, be mindful of who you are testifying in front of, because it will
always be perhaps to your benefit or to your detriment.

What is the—if you could encapsulate just in a few words, what
is the problem with the communities making a decision about the
resources that they obtained from these activities to go beyond fish-
eries? After all, the whole idea of engaging in these activities is to
provide economic benefit to the communities, and this is a resource
issue for them. This is meant to diversify. But what is the issue
at stake there?

Mr. BusH. Mr. Congressman, the issue with respect to non-fish-
eries-related investments, as I understand it, is that the resources
at stake in this program, when the program initially began, were
given to the communities with the understanding that they would
be used for fisheries-related development only.

Mr. YoUuNG. Will the gentleman yield?

Mr. UNDERWOOD. Sure.

Mr. YOUNG. The CDQ means for what?

Mr. BusH. It stands for Community Development Quota.

Mr. YOUNG. It does not say anything about Community Develop-
ment Fisheries. It says “quota” and means development. And that
is my contention that the State has misinterpreted what was the
intent, that you have to use, if it is possible, to bring back develop-
ment of that community, if they use the resources from the—money
from the resources which they have harvested. And that is my dif-
ference with the state. Thank you.

Mr. UNDERWOOD. Please continue.

Mr. BusH. And, Mr. Chairman, if I might respond very briefly to
what you just said. I mean, the State is only implementing the pro-
gram as it has been presented to us by the Council and the Federal
regulations, which have that restriction in it. As I said, the State
is very supportive of expanding it to other community economic de-
velopment activities. But as I understand it, that was part of the,
sort of the political equation when the program initially began, be-
cause there were some very strong opponents to essentially taking
the resource away from their private interests and giving it to the
communities, and there were some people who, from a political per-
spective, felt that that should be used only for fisheries develop-
ment. I am not saying that that decision, from a policy perspective,
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was correct, and in fact, I think I agree with the Chairman, that
in fact it was not.

Mr. UNDERWOOD. All right. Thank you for that. And I ask unani-
mous consent to submit a statement for the record from the Chair
of the Western Pacific Fishery Management.

Mr. YoUuNG. Without objection, so ordered.

[The statement of Ms. Guthertz follows:]

Statement of Judith Guthertz, Chair, Western Pacific Fishery Management
Council, on H.R. 553

Chairman Gilchrest and Members of the Subcommittee, I begin my testimony by
greeting you and the Members of the Subcommittee on Fisheries Conservation,
Wildlife and Oceans, with a heartfelt aloha, hafa adai, talofa. I am Dr. Judith
Guthertz, Chair of the Western Pacific Fishery Management Council and Council
member representing the Territory of Guam.

The Council supports H.R. 553. Although the bill makes no substantial changes
to the Western Pacific Community Development Program, it gives separate recogni-
tion to native Alaskans in the development of Community Development Programs.
There are, however, technical changes that are contained in an addendum to this
testimony.

Managing the resources of Pacific Islands communities has always been based on
consensus building, an approach given recognition by Congress when it reauthorized
the Magnuson—Stevens Act in 1996. Section 305 of the Act which supports the
Council’s community-based approach to fishery management in the Western Pacific
serves as a perfect illustration.

However, forces beyond the control of the Council have effected major changes in
this region’s fisheries, most of which have not suffered the same overfishing as on
the mainland. Nevertheless, our fishermen and the Council have continued to pur-
sue every opportunity to adapt to new fishing and management opportunities during
a period of great uncertainty. The Western Pacific Community Development Pro-
gram and Demonstration Project are ways in which the Council can help fishermen
respond, adapt to and ensure their survival through community-based management.

While we have no problems with the Western Pacific Community Development
Program, we are very concerned and frustrated by the failure of the National Ma-
rine Fisheries Service to implement this program in a timely manner. Since 1996,
the Council has worked diligently with the Fisheries Service, our advisory bodies
and leaders within the indigenous communities on the eligibility criteria for partici-
pation in the Development Program and Demonstration Projects. These criteria,
however, have not been implemented to date. We are deeply disappointed. In a let-
ter received by the Council in April, the Fisheries Service is only now willing to pub-
lish the eligibility criteria in the Federal Register. These criteria were transmitted
to the agency in June 1998, the same year Demonstration Project funding became
available.

Over the past five years, indigenous U.S. Pacific Islanders could have benefitted
from several fishery opportunities had the Development Program and Demonstra-
tion Projects been operational. For example, in August 1998, the Council completed
an amendment to the Bottomfish Fishery Management Plan to reserve twenty per-
cent of the limited entry permits for part of the Northwestern Hawaiian Islands for
use by eligible indigenous communities. Delays in the approval of the eligibility cri-
teria for the Development Program have prevented the awarding of these permits.
This program and other related initiatives, such as a Native Observer Program,
could be of immense value in establishing greater participation of Pacific islanders
in fishing and fishery management in the region.

The Council is also working with American Samoa, Guam and the Northern Mar-
iana Islands to include similar programs for the U.S. EEZs surrounding these is-
lands. For example, in 1997 the Council recommended the establishment of a 50
nautical mile area closure around the American Samoa archipelago in which only
pelagic fishing vessels smaller than 50 feet could operate. These closed areas were
designed to protect an emerging small-vessel longline fishery in American Samoa
from competition by large longline and purse seine vessels. Unfortunately, the Na-
tional Marine Fisheries Service disapproved this management measure in 1999, cit-
ing the lack of need for the closed areas.

With almost predictable inevitability, however, there has been significant expan-
sion in the number of large vessel longliners operating in American Samoa, from
3 in 1997 to 20 as of July 2001, and more are expected by the end of 2001. The
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continuing expansion and evolution of the fishery has now prompted the Council to
begin working on a limited entry program for longline fishing in American Samoa.
Both the limited entry program and area closures would be ideal candidates for con-
sideration under the aegis of the Community Development Programs and Dem-
onstration Projects. However, these opportunities are being lost through bureau-
cratic negligence, resulting in a loss of faith by American Samoan fishermen in the
management process and frustrating the Council in developing measures to protect
and foster the emerging American Samoa longline fishery.

The situation in Guam and the Northern Mariana Islands is likewise stifled by
the National Marine Fisheries Service disregard of the needs and unique situation
of U.S. Pacific Islanders. When the Fisheries Service closed the Hawaii swordfish
fishery, by banning shallow set longline fishing in the entire North Pacific, an un-
reasonable constraint was placed on fishery development in Guam and the Northern
Mariana Islands. This gear type is used throughout the tropical Pacific to catch yel-
lowfin tuna. This method of fishing is now denied to U.S. Pacific islanders in Guam
and the Northern Mariana Islands. There is no site-specific data to support such
a ban in these waters. Further, these U.S. Pacific Islanders cannot avail themselves
of the Development Programs and Demonstration Projects which might provide as-
sistance in developing new fishing opportunities.

Similarly, the Council and the U.S. Pacific Islands have not been able to make
use of parallel provisions under the Magnuson—Stevens Act that permit foreign fish-
ing nations to negotiate access to U.S. EEZs in this region. It was expected that rev-
enues from these Pacific Insular Area Fishing Agreements (PIAFAs) would support
research to develop and implement the Development Programs and the Demonstra-
tion Projects. This research is outlined in Marine Conservation Plans for each of the
island areas, which were transmitted to the Fisheries Service in 1998-2000. The
MCPs were approved by the Southwest Regional Administrator and forwarded to
NMFS HQ where they currently languish. It is ironic that this very same Regional
Administrator is now the Acting Assistant Administrator, with whom the final ap-
proval authority lies.

The Western Pacific Region covers a vast area of the Pacific and a political com-
position unique in the United States with its melange of territories, uninhabited and
military controlled islands, a state and commonwealth. Unlike the mainland U.S.
and Hawaii, our people in the territories cannot vote for a President, have no voting
representation in the House of Representatives, and have no representation at all
in the U.S. Senate. The Council process allows all our people direct participation
in federal fishery management. The uniqueness of our area was addressed in the
1996 reauthorization in several key areas. To quote from the Act itself: “the Pacific
Insular Areas contain unique historical, cultural, legal, political, and geographical
circumstances which makes fisheries resources important in sustaining their eco-
nomic growth.” Despite these important and potentially beneficial provisions, we re-
main frustrated at the indecision of a disinterested bureaucracy stemming, in part,
to the political uncertainties of who will be appointed as the new Assistant Adminis-
trator, but primarily the result of poor leadership and lack of management account-
ability. Mr. Chairman, although the Magnuson—Stevens Act is up for reauthoriza-
tion, due to the intransigence of the Fisheries Service the people of the Pacific is-
land community have no experience by which to evaluate the performance of these
provisions. We hope that during the upcoming hearings, we will be able to provide
reports of some activity.

Thank you for this opportunity to speak candidly with you and the Committee on
our attempts to achieve the goals and intent of the Magnuson—Stevens Fishery Con-
servation and Management Act, particularly those sections which refer to the U.S.
Pacific Islands.

Addendum: Technical changes to Magnuson Act and H.R. 553:

In H.R. 553, the new subsection (k), paragraph (2) makes reference to “a commu-
nity development quota program that is not in compliance with this subsection”
which refers to substantive conditions under the original subsection 305 (i). The ref-
erence “this subsection” should be revised to read “subsections (i) through (k) of this
section.”

In the note section of 305 establishing Western Pacific Demonstration Projects
(Section 111(b) of the Sustainable Fisheries Act, Public Law 104-297), the statutory
reference in paragraph (6) might be revised to read “section 305()(1)(B)(i) through
@iv)”.

Attachments:

September 30, 1997 Letter to OHA trustees from Simonds
March 17, 1998 Memorandum from Simonds to interested parties
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June 18, 1998 Letter to Mr. Rolland Schmitten from Kitty Simonds
December 9, 1998 Memorandum from Simonds to C. Karnella
December 29, 1998 Letter to A. Stayman from Governor P. Tenorio
January 6, 1999 Letter to K. Simonds from C. van Bergeijk

June 22, 1999 Letter to R. McInnis from Simonds

August 12, 1999 Letter to G. Matlock from K. Simonds

August 20, 1999 Letter to K. Simonds from G. Matlock

October 1, 1999 Letter to P. Dalton from K. Simonds

August 28, 2000 Letter to R. Ziobro from K. Simonds

April 20, 2001 Letter to Kitty Simonds from R. Lent

May 18, 2001 Letter to W. Hogarth from J. Guthertz

May 18, 2001 Letter to W. Hogarth from R. Shiroma

June 7, Letter from W. Hogarth to R. Shiroma

[NOTE: The attachments have been retained in the Committee’s official
files.]

Mr. UNDERWOOD. I certainly would like the opportunity to talk
with you, Ms. Elfring, about some of the issues attached to imple-
mentation in the Western Pacific.

Mr. YouNG. Doctor, you mentioned the purpose of the program
is to diversify their local economies. How can the communities do
that in areas where the fisheries have been closed? I asked the
same question of Mr. Bush. What is your answer to that?

Mr. BALSIGER. Mr. Chairman, I agree with Mr. Bush on this
issue, and I think he is correct that the policy was developed
through the Council, where there was a lot of public testimony,
which was summed up in the Council’s recommendation and NMFS
regulations, initially restricting investments to fishery-related pro-
grams, but we have no problem or difficulty with seeing that ex-
pansion and diversification. I agree it is an appropriate time to con-
sider that now.

Mr. YOUNG. Secondly, Doctor, the National Academy of Sciences
report has been out for 2 years, and yet was not looked at until
my bill was introduced in Congress, by the State or by the Council.
They did not look at the recommendations. And while I understand
the Council has been busy with other things like stellar sea lions,
and you have been that busy too, what is your estimate of why the
State ignored that?

Mr. BALSIGER. Well, Mr. Chairman, thank you. I don’t believe
that the report was ignored. We actually—I know that the State,
as well as the National Marine Fisheries Service, spent some time
reviewing that, and it took us a couple of years, I guess, perhaps
a year and a half, to get the Council CDQ Policy Committee to-
gether, but it is a relatively, very public process, and that would
be1 thefreason I think. The process now is fully engaged. They have
a lot of—

Mr. YOUNG. Do you think it would be engaged if I had not intro-
duced this bill?

Mr. BALSIGER. The bill was certainly very inspirational in terms
of accelerating it.

Mr. YOUNG. Thank you.

[Laughter.]

Mr. YOUNG. Why I say that, neither the State nor the Council
had the time to review it. You know, why should the Congress, why
should I be comfortable in leaving all the oversight authority and
all the decisions being made, why should I be comfortable leaving
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it with the Council or with the State? Two years is a long time, es-
pecially when it affects decisions on how certain groups want to ad-
vance the development of their communities.

I heard testimony yesterday about need for water and sewer—I
heard Mr. Bush say this—things in the community. That is what
it is all about. That is community development, you know. So,
again, I am hoping that you understand—and I am not picking on
you, Doctor, at all, or you, Mr. Bush—that report that Chris put
out was a good report, and it sat on the shelf and there was very
little attention paid to it until we got interested in introducing this
legislation, because we are up for renewal, as you know. The
Magnuson Act will be renewed this year, if not this year, next year,
but this term. And this is a crucial part of the Magnuson Act, a
CDQ Program. And we will have testimony from other witnesses
later on, and difference of opinion. I understand that. Again, I feel
very passionately about this program, and I want it to succeed.

Mr. Underwood, I am going to do things I get in trouble with,
but would you chair this meeting, and if you have any other ques-
tions, which I believe you will have, because I had some written
here that I haven’t asked, and if you will ask some of those ques-
tion. And if I am not back immediately, you will bring up the next
panel and I will be back as soon as I can. But unfortunately, or
fortunately, I have to go vote, and you don’t have the opportunity
to vote. So if you would do that, I deeply appreciate it.

Mr. UNDERWOOD. Okay. I will let you go if you vote no on this.

Mr. YouNG. Well, I don’t know. This is the Commerce report. I
don’t think you want me to vote no.

[Laughter.]

Mr. YOUNG. All right, see you later.

Mr. UNDERWOOD. [Presiding] All right. Thank you very much.

Just to finish off this panel, go back to Dr. Chris Elfring. In your
report, the study results led your team to the conclusion that there
is a gap in communication between the CDQ groups and the com-
munities they represent, that is part of that. How can that be if
these groups are made up of people from the communities? Perhaps
you could explain some of that. I mean, it is a natural human phe-
nomena, I know, to have disagreements, but—

Ms. ELFRING. I was going to say, that is how people work when
they form groups. Sometimes people feel excluded from those
groups.

Some of the Committee’s members would be better able and
could go into this more depth with you than I can, but essentially,
as you talk to local people, there is always a filtering down of
knowledge, and what gets to residents and local people is always
less than the people who were in the key decision-making circles,
and I think the Committee was feeling some sense that—and
maybe again, it could be attributed to newness of the program,
word wasn’t out yet--but that there really needed to be more effect,
that there weren’t just a select group of decision makers making
what were really community decisions. And again, that is probably
not insurmountable, and it may already have changed somewhat in
the 2 years since our report has come out.

Mr. UNDERWOOD. Well, how were the groups selected? Did they
vary from community to community?
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Ms. ELFRING. I actually think some of the other folks here might
be better able to answer that than I am, because I am not—

Mr. UNDERWOOD. Mr. Bush?

Mr. BusH. Mr. Chairman, I am not an expert on this, but I un-
derstand that there are a variety of methods. They range from elec-
tions to appointments by the communities, but they do come from
the communities directly. I should also point out that, as a re-
sponse I think in part to the report, the communication issue was
placed within State regulations that were adopted in 1999 after the
report came out, specifically putting in as a criteria the groups’
communications—an allocation criteria, the groups’ communication
efforts with their communities. And so we do look at how the com-
munications go to the communities by the groups when we make
allocation decisions. And I can say that in response to this report,
there have been changes made, and you could hear directly from
the groups, but the groups are making an effort, I believe, to try
to communicate with the residents of the communities, not just
with the single members, in many cases, from each community,
who sit on their board.

Mr. UNDERWOOD. Dr. Elfring, you are appropriately placed be-
tween the Federal and the State representative, so perhaps you
could—although the report didn’t go into any commentary on this,
do you have any suggestions or comments on the problems and the
differences associated between State regulation and Federal regula-
tion?

Ms. ELFRING. Yes. The main Committee conclusion related to
that really was that we had no problem with there being both State
and Federal oversight, but the Committee was concerned about in-
consistency. There was inconsistency in the evaluation criteria.
There was some inconsistency in other issues. And that that made
business planning really difficult, and that was probably the main
issue that the Committee had with those different oversight roles.

Mr. UNDERWOOD. Was there any specific issue in the evaluation
criteria or—

Ms. ELFRING. At the time—and again, I think some of this has
evolved—in the book is two tables, and one is the State criteria,
one is the Federal criteria. And one had a list of, I think, it is 20
or so items, and the other had summarized them down to 7. And
it is just that different. If you are trying to plan, who do you plan
for? Which of these two oversight layers do you pay the most atten-
tion to?

Mr. UNDERWOOD. Well, I guess that is also an important ques-
tion to ask the community groups themselves.

Dr. Balsiger, Mr. Bush has indicated a couple of times in his re-
sponse to the question about the use of the revenue or the income,
to be free to use for purposes beyond fisheries. Mr. Bush has stated
that this was pursuant to Federal regulations. It that consistent
with your understanding?

Mr. BALSIGER. Mr. Congressman, yes, sir, it is. Of course, that
Federal regulation was designed to implement the program that
the North Pacific Fishery Management Council had derived, and
there was—that was the result of a lot of public testimony, and as
it filters through that semi-political process, the Council, at that
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time, wanted those investments to be in fisheries-related indus-
tries, and that is why the regulations were so written.

As I mentioned earlier, the Fishery Service has no policy against
expanding or diversifying those kinds of investments, and of
course, as one of the things that the Council analysis, which is on-
going right now, is looking at, and the Council would address in
the near future—

Mr. UNDERWOOD. Well, since you work with the Council a great
deal—I assume you work with the Council a great deal—is there
a shift in thinking on this particular issue over time?

Mr. BALSIGER. Mr. Chairman, we did have public testimony on
this issue in Kodiak in June, and there was public testimony on
both sides of the issue. And so I think that we are giving it the
fullest analysis we could. I can’t predict what the Council decision
would be when it makes its final decision, but there certainly is a
lot of interest in that particular issue.

Mr. UNDERWOOD. So would it be fair to say that what—in Mr.
Young’s proposed legislation here, he specifically authorizes that it
could go beyond fisheries. I just want to make sure I understand
this entirely. You indicated that Mr. Bush was correct in saying
that the restrictions were pursuant to regulations. The regulations
in turn were based on a period of commentary on the regulations
made earlier. Is it your assumption that that is not specifically re-
stricted in existing legislation? In other words, is there really a
need for this particular part of the proposed legislation?

Mr. BALSIGER. Mr. Congressman, if the Council process, which I
have suggested is one way to proceed or to go through, there is no
guarantee that the Council recommendation would ultimately
change its opinion on how the investments of CDQ monies ought
to be made. And so, if your ultimate goal is to ensure with 100 per-
cent certainty that investments are not restricted to fisheries, that
probably is important to get in the bill, because the Council is
going to consider that in its political process and may reach a
slightly different conclusion.

Mr. UNDERWOOD. Well, I understand the Council is free to make
a different conclusion, but I am saying that if they concluded, for
example, today without this legislation, that diversification is en-
tirely supportable, can they do that and still be consistent with the
law as it is written today? That is what I am asking.

Mr. BALSIGER. I am sorry. I understand your question. I believe
that the current legislation would allow the Council to recommend
a broad diversification of investments, and if they did that, the
agency would write regulations to that respect.

Mr. UNDERWOOD. In your statement you mention funded fishway
demonstration project proposals. Could you please describe what
these are and what their purposes are?

Mr. BALSIGER. I am sorry, Mr. Chairman. My parochial hat
doesn’t have that information with me. I certainly would be happy
to get back to you with those.

Mr. UNDERWOOD. Okay. I have also three other questions. I know
that it is a little bit out of your scope, but pertaining to the devel-
opment of the Western Pacific Community Development Group,
just lastly, Dr. Elfring, you mentioned that there were the—when
I asked you about the implementation of this in the Western
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Pacific—and correct me if I am wrong—I am understanding that
there are problems associated with this that would be different
from Alaska because I suppose the communities that are being as-
sisted by this activity are less diverse than they are in the Western
Pacific. I mean, I am trying to understand exactly what that par-
ticular concern is. Maybe you could elaborate on that.

Ms. ELFRING. Yes. I think the Committee’s concern there wasn’t
so much about the diversity of the communities, but the broad geo-
graphic extent. I mean, there is a sort of natural grouping to the
Alaska communities and how they were put together. And again,
I think the Committee didn’t believe that was insurmountable, but
it made it a different scenario, and some of the procedures that you
go through to form these groups would need to suit your geography
basically.

Mr. UNDERWOOD. And what the other concern you mentioned?

Ms. ELFRING. The first concern was how fisheries are allocated
in general. I mean, Alaska was at an advantage, if you want to call
it that, in how the program was initially set up because it already
managed by quota. And so thus you could say, well, we are going
to take a part of this quota, and it won’t be individual, it will be
community. You know, there was already a reserve portion, so in-
stead of having to eat into someone else’s part of that quota, you
had a part that was unclaimed—put quotes around that—so there
was already an existing management scheme that this fit very well
into.

Mr. UNDERWOOD. Very good. Okay, thank you. This panel is ex-
cused. Thank you very much for your testimony.

I ask unanimous consent that the testimony from the North
Pacific Fishery Management Council be inserted into the record at
this point.

[The information referred to follows:]

July 13, 2001

Honorable Wayne Gilchrest, Chairman

Subcommittee on Fisheries Conservation, Wildlife, and Oceans
U.S. House of Representatives

Room H-2-187 Ford House Office Building

Washington, D.C. 20515

Dear Chairman Gilchrest:

Thank you for your invitation to Mr. Rick Lauber, Chair of our Council’s CDQ
Policy Committee. Unfortunately, he is unable to attend the CDQ hearing on July
19. In lieu of his participation I would like to briefly describe the recent activities
of our Council regarding CDQ issues, and highlight some of the specific issues
raised through our CDQ Policy Committee process. A full copy of that Committee’s
report to the Council at our recent June meeting is attached.

First of all, I would like to take this opportunity to assure you and the Resources
Committee that this Council fully supports the CDQ program, noting the myriad so-
cial and economic benefits the program has created for rural, Western Alaska coast-
al communities. The Council originated this program in 1992 through the pollock
allocations associated with our inshore/offshore amendments and the allocations
which were created as part of the halibut and sablefish IFQ program. In 1995 the
Council extended the program to all BSAI groundfish and crab species, as part of
our license limitation program (LLP). The Sustainable Fisheries Act of 1996 institu-
tionalized that program as part of the BSAI Fishery Management Plans. We recog-
nize its permanence in statute and vigorously support its continuation. The Council
has consistently supported this program and its limitation to the BSAI fisheries and
communities. Of recent interest to the Council are certain administrative and policy
issues associated with the CDQ program. These are seen as a fine-tuning of the pro-
gram and in no way detract from our overall support.
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The Council formed the CDQ Policy Committee in December 2000 to address
issues related to CDQ oversight responsibilities of the State of Alaska and National
Marine Fisheries Service (NMFS). The committee is comprised of representatives
from each of the six CDQ groups, two CDQ industry partners, one member each
from the State and NMFS, and is chaired by former Council Chairman Rick Lauber.
The committee was tasked with providing policy recommendations to the Council on
changes that may be needed to regulations governing the role of NMFS and the
State in program oversight, the CDQ allocation process, and the administration of
the program. The Council requested a report from the committee no later than June
2001. The committee met on April 26-27 and May 24 - 25 of this year and identified
nine priority policy issues and several alternatives and options under each issue
which the committee felt warranted analysis. This list was eventually narrowed to
eight issues within the committee process. The committee also made specific rec-
ommendations to the Council on each of these issues, in an effort to provide the
Council with more information on the committee’s priorities and preferences for fu-
ture modifications to the CDQ Program. The attached report lists each of the issues
as identified and addressed by the committee, as well as the relevant committee dis-
cussion, motion, and final vote on each of the recommendations.

The Council received the committee’s report in June 2001 and adopted the com-
mittee’s recommended suite of alternatives and options for analysis, with a few ad-
ditional alternatives provided by NMFS. The Council is scheduled to review the
draft analysis, prepared cooperatively by Council staff and NMFS, in December
2001, with a final decision scheduled for February 2002. The Council would receive
public testimony on the draft analysis at both the December 2001 and February
2002 meetings, prior to making a final decision.

While the committee did not reach consensus on several issues, the majority/mi-
nority opinions are represented in the attached committee report. Several of the
issues and recommendations are related to government oversight responsibilities
and stem from issues raised in Congressman Young’s proposed legislation
(H.R. 553, the Western Alaska CDQ Program Implementation Improvement Act of
2001). Please note again that while the committee has provided specific rec-
ommendations to the Council on some of these issues, the full suite of alternatives
and options identified by the committee and NMFS will be analyzed and reviewed
before the Council makes its formal recommendations. The comprehensive list of al-
ternatives and options under consideration is attached. A summary of the key
{ssu%s,balnd the CDQ Policy Committee’s initial recommendations to the Council, are
isted below.

e Issue 1: Periodic or Permanent CDQ Allocations

The State currently makes periodic, competitive allocations among the CDQ
groups. This issue addresses whether to continue this practice, establish a fixed
allocation cycle in regulation, or make permanent allocations to the CDQ groups.
The committee recommended establishing a fixed allocation cycle of 3 years, with
a clause provided for mid-cycle changes in extraordinary circumstances.

e Issue 2: Define the Role of Government in Oversight of the CDQ Program

The current BSAI FMP references that the CDQ Program is a joint program be-
tween NMFS and the State of Alaska, and NMFS regulations specify require-
ments for the State in overseeing the CDQ allocation process, contents of the
CDPs, the process for amending the CDPs, and periodic reports. The committee
noted that significant confusion exists regarding the oversight roles of NMFS
and the State because there is not explicit language in the current regulations
outlining those responsibilities. Given that concern, the committee recommended
specifically identifying and limiting government oversight to the following pur-
poses in regulation:

1. Ensure community involvement in decision-making;

2. Detect and prevent misuse of assets through fraud, dishonesty, or conflict
of interest by verifying CDP milestone compliance and financial perform-
ance;

3. Ensure that internal investment criteria and policies are established and
followed;

4. Ensure that significant investments are the result of reasonable business
decision, i.e., made after due diligence and with sufficient information to
make an informed investment decision; and

5. Ensure compliance with legal program requirements.

Please note the Council’s addition of the general, overarching issue of further de-
fining the respective oversight roles of NMFS and the State of Alaska (described in
the attached list of Council issues and alternatives for analysis). While the
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committee identified Issue 2 to limit the specific roles of government in the over-
sight of the CDQ Program, the Council added a fundamental issue which pertains
to the respective roles of the Federal and State agencies that jointly oversee the pro-
gram. Issue 2 and the general issue are thus related; the committee recommended
government oversight duties in Issue 2, and the general issue addresses which gov-
ernment agency should be responsible for these duties and ultimately approving the
CDPs and the final allocations to the CDQ groups. In addition to status quo, the
following alternatives will be analyzed: modifying the current responsibilities of
NMFS and the State to include NMFS regulations to guide the State’s process in
making allocation decisions; eliminating NMFS” role in the allocations and allo-
cating the CDQ reserve to the State for direct allocation to the CDQ groups; and
revising the FMP and regulations so that NMFS has primary responsibility for the
CDQ allocations.

Issue 3: CDQ Allocation Process - Type of Quotas

Currently the CDQ and prohibited species quota (PSQ) are specified by species,
area, and gear type, and each CDQ group is eligible to receive a percentage allo-
cation of each CDQ or PSQ reserve as recommended by the State of Alaska and
approved by the Secretary of Commerce. The committee recommended con-
tinuing this competitive process, as opposed to making some portion of the CDQ
allocations fixed or based on demographic characteristics.

Issue 4: CDQ Allocation Process - Evaluation Criteria

The State has published a list of evaluation criteria in regulation (6 AAC 93, in-
cluded in the committee report) and decides how to apply that criteria in making
CDQ allocations. The State explains its application of the criteria in its written
allocation recommendations to the Council and NMFS. No specific criteria are
published in NMFS regulations. The committee recommended a specific list of
nine evaluation criteria to use in determining the CDQ allocations, several of
which mirror the current State criteria. These criteria are included in the at-
tached committee report. Because the committee is comprised of representatives
from all six CDQ groups, the process by which the committee developed and
agreed to these criteria (noting two objections) is similar to the process proposed
in H. R. 553, whereby the CDQ groups would be tasked to develop and agree
on the evaluation criteria, which must then be used by the State and NMFS.

Issue 5: Public Comment on Allocation Recommendations: Appeals Process

The State currently issues its CDQ allocation recommendations a few days be-
fore the Council meeting at which the State consults with the Council. The CDQ
groups may testify to the Council about the State’s allocation recommendations,
and the Council must take comments into consideration in deciding whether to
support the State’s recommendations. If the State’s allocation recommendations
change as a result of these comments, they must re-consult with the Council.
NMFS issues a final agency decision if it approves the State’s allocation rec-
ommendations. NMFS regulations do not require a public comment period on the
State’s allocation recommendations after they are submitted to NMFS; they also
do not require publishing the agency decision in the Federal Register. Noting
concerns with the lack of an appeals process, the committee recommended devel-
oping a comment period for the State’s allocation recommendations such that the
State is required to, among other things: 1) upon issuing the initial recommenda-
tions, provide an explanation of changes from the previous year’s allocations; 2)
accept pubic comments on the initial recommendations; and 3) issue final rec-
ommendations and provide a written response to public comments, including any
changes from the initial allocation recommendations.

Issue 6: Extent of Government Oversight (definition of a CDQ project)

The current NMF'S regulations are not explicit on the extent of government over-
sight authorized by the definition of a CDQ project. This issue primarily address-
es whether government oversight extends only to the activities of the CDQ
group, or whether it also extends to businesses that the CDQ groups own.
H.R. 553 also addresses this issue, and proposes that oversight would only apply
to the activities of the CDQ group itself.

The committee recommended a proposal by the State of Alaska to reduce the re-
quirements for expenditures that require review and prior approval by the State
and NMFS and to clarify that oversight of the CDQ Program includes the activi-
ties of businesses that the CDQ groups own. The committee also recommended
including a rebuttable presumption in regulation, such that if a CDQ group owns
50% or more of a subsidiary company, the burden is on the CDQ group to prove
that it does not exercise effective management control over that subsidiary (as
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defined by control of the daily operations and management of the company). If
it is determined that they do not exercise effective management control, then any
activity of that entity is treated as a standard investment (not as a CDQ-owned
business) and thus subject to lower oversight and reporting requirements.

Issue 7: Allowable Investments by CDQ Groups (fisheries-related projects)

NMEFS regulations (50 CFR 679.1(e)) implement what NMFS understands as the
Council’s intent - that the revenue generated by the CDQ allocations is to be
spent only on “fisheries-related” projects to benefit the communities in the CDQ
groups. Current regulations do not include specific investment guidelines or a
list of allowable investments, and some decisions about acceptable investments
have been based on policy or practical considerations (scholarships, stocks, etc.).
H. R. 553 also addresses this issue and would expand the type of investments
that could be made with CDQ royalties and assets.

The committee recommended modifying the regulations to incorporate some flexi-
bility in the type of project in which the CDQ group can invest. The committee
recommended that CDQ groups be allowed to invest up to 20% or a maximum
of $500,000 of their pollock royalties in non-fisheries related projects, and that
those projects must be economic development projects in the region of Alaska
represented by the CDQ group. To date the Council has supported the concept
of fisheries-related projects only, but will be considering possible adjustments
when they take final action on these issues.

Issue 8: Other CDQ Administrative Issues

The committee noted that the State has proposed several minor administrative
changes, primarily related to streamlining the reporting and CDP amendment
process. The committee supported incorporating these changes in the analysis.

The committee was initially created on the basis that it would be disbanded upon
completion of its task to address the priority policy issues and provide recommended
changes to the Council. Upon receiving the committee report, however, the Council
decided to keep the committee intact for a minimum of one year, in order to address
on-going and upcoming CDQ policy issues on an as-needed basis. One potential re-
sponsibility of that committee may be to review the draft analysis before it is sub-
mitted to the Council in December 2001, and make final recommendations to the
Council on these issues.

The Council recognizes the importance of this program to the rural communities
of western Alaska, and continues to support its implementation. Given the rapid
growth and evolving nature of the program since its inception in 1992, the Council
also supports moving ahead with an analysis of the policy issues surrounding the
program. A review of these issues will help ensure that the program is appropriately
structured to adapt to changes in the fisheries, and will continue to benefit these
communities to the fullest extent possible. Thank you for considering these com-
ments relative to your upcoming hearings.

Sincerely,
David Benton
Chairman

cc: Dave Whaley, Legislative staff
Robin Samuelsen, Council member

Attachments:
Report and Recommendations of the NPFMC CDQ Policy Committee (June 2001)

Draft Issues and Alternatives for CDQ Policy Analysis (June 2001)

[NOTE: The attachments have been retained in the Committee’s official
files.]

Mr. UNDERWOOD. We can have the second panel come up. The
second panel: Mr. Larry Cotter, Mr. Robin Samuelsen, Ms.
Merculief, Mr. Crow, Mr. Asicksik and Mr. Alstrom.

Good afternoon, and welcome to the Committee, and we will start
off with Mr. Cotter.
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STATEMENT OF LARRY COTTER, CHIEF EXECUTIVE OFFICER,
ALEUTIAN PRIBILOF ISLAND COMMUNITY DEVELOPMENT
ASSOCIATION

Mr. COTTER. Good afternoon, Mr. Chairman. I would like to
thank you for inviting me to testify today.

I have been involved in the CDQ Program since its inception. In
fact, I was a voting member of the North Pacific Fishery Manage-
ment Council when the program was initiated and development
and adopted.

I currently serve as the Chief Executive Officer for the Aleutian
Pribilof Island Community Development Association, otherwise
known as APICDA.

The CDQ Program is arguably the most important economic de-
velopment program ever implemented in Western Alaska. APICDA
is proud of its accomplishments since its formation some 8-1/2
years ago in December 1992. On an annual basis APICDA provides
in excess of 170 jobs to local residents from our member commu-
nities, generating a local resident payroll of approximately $2.5
million a year. In addition, APICDA has provided nearly $1 million
in training and education scholarships for over 200 residents.
APICDA’s focus has been on shore-side economic development in
our member communities. We have invested in excess of $20 mil-
lion in infrastructure and business development in our commu-
nities during the last years. We have also invested in several large
Bering Sea class harvesting and processing vessels that operate as
profit centers and generate revenue that we use in support of our
shore-side operations.

None of this would have been possible without the CDQ Pro-
gram. The CDQ Program, however, is not without its problems, al-
though most of them can be attributed simply to growing pains.
Federal CDQ regulations delegate substantial responsibility to the
State of Alaska as part of the CDQ allocation process. The State
develops a recommended allocation for each of the groups, and the
Secretary of Commerce ultimately approves or disapproves the allo-
cation. The intent of the regulations are to insure that a fair and
equitable allocation process is used by the State when making its
recommendations.

In our opinion, there is no credibility to the current State deci-
sion-making process on allocations. Decisions made by the State
are made behind closed doors. Although there is 20 some criteria,
there is no ranking or relative weight associated to those that we
are aware of, and the groups ultimately, simply have no idea how
a}lllocations are made or what thinking process is used in making
them.

Unfortunately, the Secretary of Commerce appears to have dele-
gated his or her responsibility in the allocation process, to the
State. National Marine Fishery Service and NOAA, acting on be-
half of the Secretary, maintain that the Federal Government’s role
is essentially ministerial, that is, the State will make the decisions,
and the Secretary will simply determine whether or not the State
followed the process outlined in the regulations.

As a result, the Secretary has abrogated its responsibility to de-
termine whether or not the State is making fair and equitable allo-
cation recommendations. At the very least, since this i1s a Federal
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program, we would expect that NMFS would ensure that the proc-
ess used by the State is fair and equitable and not arbitrary and
capricious.

The position adopted by NMFS and NOAA results in a denial of
due process to any CDQ group who wishes to object to or challenge
allocation recommendations developed by the State. Since the State
of Alaska CDQ regulations do not provide for an appeal of its rec-
ommendations, and NMFS has withdrawn from the process, there
is no one to appeal to except the courts.

We believe that it is now in the best interest of the CDQ groups,
their members, their partners and the public, for each group to re-
ceive a fixed CDQ allocation that extends for the life of the pro-
gram. The CDQ Program, in each of the six groups, has matured
sufficiently that it is no longer necessary or in the best interest of
the program itself, in our opinion, for the groups to compete
against each other for CDQ allocations.

Individually and collectively the groups need financial stability.
Fixed allocations will eliminate politics from the allocation process,
reduce costs for both the Government and the CDQ groups, allow
each of the groups to better utilize their personnel, and increase fi-
nancial stability for each of the groups since we will know in ad-
vance what our allocation will be for the future.

Rules and regulations exist for the purpose of outlining the
boundaries of acceptable behavior. The concept of oversight as a
simple mechanism to ensure that rules and regulations are ad-
hered to is an appropriate and acceptable tool in our opinion. How-
ever, when oversight results in micro management or unnecessarily
burdens those being overseen, it creates an unnecessary bureauc-
racy which increases costs and reduces the efficiency of the cor-
poration.

In APICDA’s opinion, it is inappropriate to continue requiring
the different groups to receive approval from the State of Alaska
and the Secretary of Commerce before a group can make an invest-
ment or make adjustments in its budgets or operating plans. Why
should the State of Alaska or the Secretary of Commerce be able
to substitute their decision in place of the decision made by a group
of board of directors from a CDQ organization? If the decision is
within the scope of the program and adheres to the rules and regu-
lations regarding investments, the current oversight requirements
are unnecessary, costly, inefficient and inhibiting.

Our proposal on oversight is very simple. The CDQ groups
should be required to operate within the law and live within the
rules and regulations of the program, to amend their community
development plans when appropriate, to provide timely copies of
the amendment to the State and to the National Marine Fishery
Service, and to provide reasonable advance notification to the State
of Alaska and/or NMFS when new investments are to be made.
Nothing else is really necessary. The State and/or NMF'S can do an
annual audit to ensure that the groups have operated with the law.

Another issue of significance is the extent of allowable invest-
ments by CDQ groups. When establishing the CDQ Program, the
North Pacific Council limited the scope of investments to those that
are directly or indirectly related to the fishing industry. There are
increasing calls by different CDQ groups for this policy to be
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modified to allow limited or unlimited investments in non-fishery-
related projects investments. APICDA and one other CDQ group,
Central Bering Sea, are unique among the six CDQ groups, in that
our communities are located immediately adjacent to the ground-
fish and shellfish fishing grounds, and the other four CDQ groups
are not. As a result, we are in a position to use our CDQ alloca-
tions to develop local economies in our member villages that are
based upon and rely upon those fisheries. That is the focus of our
program. By virtue of our location, APICDA is required to expend
substantial sums on infrastructure. Anyone familiar with the Ber-
ing Sea realizes that development is expensive and risky. The in-
tent of the CDQ program is to provide a mechanism to support
that. We could support providing the necessary flexibility for the
other CDQ groups to develop non-fishery-related resources adjacent
to their communities, and to develop outside investments using
CDQ funds, if sufficient CDQ allocations are set aside for those
CDQ groups who have the capability to reasonably complete the de-
velopment of sustainable local economies.
Thank you, Mr. Chairman.
[The prepared statement of Mr. Cotter follows:]
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Testimony of Larry Cofter
Before The Honorable Wayne T, Gilchrest, Chairman
Subcommittee on Fisheries Conservation, Wildlife & Oceans
United States House Committee on Resources

July 19, 2001
‘Washington, D.C.

Intreduction

I would like to thank you, Mr. Chairman, and the members of your committee for
inviting me to testify today.

During the past fifteen vears, I have been fortunate to participate in the community
development quota program from its inception as a concept in the 1980s to its present
state, When the program was first articulated, I was a voting member of the North Pacific
Fishery Management Council. 1 was present during the deliberations, debate,
development and subsequent adoption of the program. After concluding my tenure on the
Council, I assisted several Aleut villages in forming their CDQ organization and
establishing their program. Ultimately, I became the Chief Executive Officer of the
Aleutian Pribilof Island Community Development Association (APICDA), a position 1
hold today. : ‘

The CDQ program is arguably the most important economic development program ever
implemented in Western Alaska. Since its inception in December 1992, millions of
dollars have been invested in local economic development and thousands of jobs have
been created in some of the poorest regions of the United States.

APICDA is proud of its accomplishments since its formation. On an amnual basis
APICDA provides in excess of 170 jobs to local residents from our member
communities, generating a local resident payroll of approximately $2.5 million. In
addition, APICDA has provided nearly $1 million in training and education scholarships
for over 200 residents. APICDA has also initiated, participated in, or completed on its
own the following projects:

. Dredging of Zapadni Bay Harbor on St. George Island;

. Construction of a new, sub-port facility {(Tract I} on St. George
Island, in partnership with the St. George Tanaq Corporation;

. Construction and formation of Puffin Seafoods, L.I.C. on St
George Island, in partnership with the St. George Fishermen’s
Association;

. Construction of a dock facility in Nelson Lagoon;

. Filling four acres of APICDA-owned land adjacent to the new

dock facility in Nelson Lagoon;
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. Formation of the Nelson Lagoon Storage Company, LL.C. (a
vessel, gear, and pot storage operation in Nelson Lagoon) in
partnership with the local fribal council;

. Construction of a gear storage warehouse in False Pass;

* Extension of water and electric services to the city dock in False
Pass; )

’ Tormation of Bering Pacific Seafoods, L.1.C. in False Pass,
including renovation of the barge Dipper;

. Construction of a small dock and attendant floating barges in Atka;

. Formation of Atka Pride Seafoods, in partnership with the Atka
Fishermen’s Association;

. Construction of a major dock facility in Atka;

. Construction of Nazan Bay Inn in Atka;

. Construction of a vessel haul-out in Nikolski;

. Construction and formation of the Nikolski Lodge, 1L.L.C.;

. Purchase of 250,000 pounds of halibut/sablefish IFQs;

. Purchase of five thirty-two foot longline vessels (all of which have
been converted to thirty-five feet);

. Purchase of three medium size vessels;

. Equity investments in five large Bering Sea commercial fishing
vessels (the F/LL Prowler. the ¥/LL Ocean Prowler, the F/LL
Bering Prowler, the F/V Golden Dawn, and the F/V Farwest
Leader) and one factory trawl vessel (the F/T Starbound);

. Purchase of two commercial charter sport vessels (the Grand
Aleutian and the Augusta D); and

. Formation of OceanLogic, L.L.C.

These purchases and projects represent a total investment well in excess of $20 million.
None of this would have been possible without the CDQ program.

The CDQ program is not without its problems, although most of them can be attributed to
growing pains. Chief among our concerns is the process utilized by the state of Alaska
and the National Marine Fisheries Service (NMFS) to allocate CDQ quotas among the six
groups. Secondarily, we hiave concerns with the level and scope of government oversight
of the program and the attendant bureaucracy.

Purpose of the CDQ Program

The purpose of the CDQ program was to develop stable local economies based upon the
fishing industry in the participating villages, When developing and adopting this
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program, the members of the North Pacific Fishery Management Council and the industry
were insistent that the CDQ allocations be utilized in a meaningful way to extend
participation in the North Pacific fisheries to the participating communities. There was
fear that the program could degenerate into a quasi-welfare program. To ensure that
would not happen, the Council developed a process by which the CDQ organizations
would be required to comply with rigorous planning and reporting requirements.

This approach required that the individual groups develop in depth community
development plans (CDPs), each of which would contain comprehensive budgets,
business plans, descriptions of projects and programs, and establishment of management
teams and community outreach systems. The CDPs would be comprehensively
evaluated, and the performance of each group reviewed. The state of Alaska would meet
with the groups individually, discuss each group's CDP and performance, gain clarity and
understanding of each group's program, and ultimately make a recommendation for
allocation among the six groups. The recommended allocation would subsequently be
forwarded to the North Pacific Fishery Management Council for its review and
recommendation, if any, and then to the Secretary of Commerce for a final decision to
approve or disapprove the allocation.

In general, the system devised by the Council has worked well. CDPs are important
documents and tools for each of the groups. The requirement that we have CDPs has
forced us to focus our present and long-term attention on critical planning and
development details. The problem is that the current CDQ allocation process has serious
difficulties and, in our opinion, is flawed beyond repair.

The CDQ Allocation Process

Federal CDQ regulations delegate substantial responsibility to the state of Alaska as part
of the CDQ allocation process. The state is required to provide a notice of a pending
CDQ allocation, publish the format in which the CDPs are to be submitted, conduct a
public hearing on the CDPs, and develop allocation “recommendations” among the
groups. The recommendations, with supporting rationale, are then forwarded to the North
Pacific Fishery Management Council for its review and comment, if any, and then to the
Secretary of Commerce for his or her final “approval or disapproval” The federal
regulations provide criteria which are to be used by the state when developing its
recommendations. The intent of the regulations are to ensure that a fair and equitable
allocation process is used by the state when making its recommendations

The allocation process, unfortunately, is not fair and equitable, and the recommendations
made by the state are, in our opinion, arbitrary and capricious. The state of Alaska does
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hold a public hearing, but it is a perfunctory event in which each of the groups is allowed
to provide a twenty minute overview of their program, followed by some brief questions
from the state’s CDQ team. There is no credibility to the subsequent state decision-
making process. Although the state has developed some twenty criteria to follow in
making allocation decisions, there is no relative weight assigned to the criteria so that a
CDQ group can determine what criteria has greater importance than another. The state
conducts a cursory “private” meeting with each group prior to making its allocation
recomnmendations, but the meetings are one and one-half hours in length and do not allow
time for any substantive exchange of views or clarifications of past or future projects or
programs. The state does not provide an annual report card to the groups, so no group has
a clear idea of how they are doing in the eyes of the state: we may think we are doing
great, and perhaps we are, but the state may not share our perspective and none of us will
know that until the state recommends a reduction in our allocation, The decisions made
by the state are made behind closed doors. None of the groups have any idea whether the
state understands their program.

Unfortunately, the Secretary appears to have fully delegated his or her responsibility or
participation in the allocation process to the state of Alaska. The National Marine -
Fisheries Service (NMFS) and NOAA, acting on behalf of the Secretary, maintain that the
federal government’s tole is essentially ministerial; that is, the state will make the
decisions, and the Secretary will simply determine whether or not the state followed the
process outlined in the regulations. By limiting its participation to determining whether
or not the “{” is dotted and the “t” is crossed, the Secretary has abrogated the federal
government’s responsibility to determine whether or not the state is making fair and
equitable allocation recommendations. This is in conflict with the intent of the federal
regulations — if the Congress wanted the CDQ program to be a state program it should
have stated as much: the fact that the CDQ program is a federal program should provide,
at the very least, that the appropriate federal agency will ensure that the process used by
the state is fair and equitable and not arbitrary and capricious.

The position adopted by the NMFS and the National Oceanographic and Atmospheric
Administration (NOAA) also results in a denial of due process to any CDQ group who
wishes to object to or challenge allocation recommendations developed by the state of
Alaska, By taking itself out of the allocation process, the U.S. Department of Commerce
has eliminated itself as an entity to which a CDQ group can appeal or object with respect
to a CDQ allocation recommendation from the state. Since the state of Alaska CDQ
regnlations do not provide for an appeal of its recommendation, there is no one to appeal
to except the courts. This, in part, is why APICDA has filed lawsuits in federal and state
court against the Secretary and the state of Alaska, respectively, challenging the state’s
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2001 and 2002 CDQ allocation recommendations and the approval of those
recommendations by the Secretary.

The current CDQ allocation process is terrible. Each of the six groups are pitted against
one another, so cooperation among groups between allocations is inhibited. Some groups
are fearful that the state will reduce their allocation if the group challenges the state or
does not follow the stated or unstated political manifesto of the state. There is no
credibility to the process. Allocations are for a period of one to two years. All of the
groups know for a fact that the series of one-year pollock CDQ allocations used by the
state between 1998 and 2000 were simply designed to place political pressure en one
particular CDQ group to conform. How can long term, prudent financial decisions be
made when an arbitrary political process can substantially reduce a CDQ allocation on a
whim or as part of some grand political strategy? And where can a CDQ group turn for
relief? Not the state of Alaska — it does not have an appeal process. And, not the
federal government — it has decided to abrogate its responsibility to the process.

The current CDQ allocation process is a process based upon the subjective application of
criteria and politics, with decisions made in secret behind closed doors, and one without
oversight, credibility or the right of appeal or challenge.

We believe that it is now in the best interests of the CDQ groups, their members, their
partners, and the public, for each group to receive a fixed CDQ allocation that extends for -
the life of the program. The CDQ program and each of the six groups has matured
sufficiently that it is no longer necessary, or in the best interests of the program itself, for
the groups to compete against each other for CDQ allocations. Individually and
collectively, the groups need financial stability. Since each of the groups is still
developing a diversified investment portfolio, and since the focus of our investment
strategy is the commercial fishing industry, instability is our constant companion and
enemy. The elimination of the uncertainty associated with periodic CDQ allocations will
eliminate one very critical part of the instability we currently endure. Fixed allocations
will make it easier for the groups to work together, to share ideas and programs that are
benefiting CDQ residents, to invest together, and to provide the opportunity for a
substantially improved planning horizon. Fixed allocations will also eliminate politics
from the allocation process, reduce costs for both the government and the CDQ groups,
and allow each of the groups to better utilize their personnel.

If fixed allocations are implemented, the oversight process described below should be
used to ensure that each group is operating within the parameters of the CDQ program
and the respective group’s CDP. In the event that a group strays from compliance,
regulations should be enacted to allow the Secretary to temporarily reduce the offending
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group’s allocation until they bring themselves back into compliance (at which time their
allocation is reinstated in its entirety). An appropriste mechanism needs to be
incorporated commensurate with this regulation to ensure that an accused offending
group has access to due process.

Oversight of the CDQ Program

With regard to government oversight of the CDQ program, the sfate of Alaska serves as
the primary entity in charge of oversight. Initially, the state had & paternalistic approach
to CDQ oversight. This may have been appropriate at the time, simply to ensure that the
viarious groups understood the consequences of their actions. As the years have passed,
however, the CDQ program has matared substantially: the respective board of directors
and management teams have grown and become quite sophisticated, and the array of
assets and business activities of each of the CDQ organizations has increased
substantially.  Nevertheless, the paternalistic approach remains, albeit in a more
sophisticated form.

- Rules and regulations exist for the purpose of vutlining the boundaries of acceptable
behavior. The concept of oversight as a simple mechanism to ensure that rules and
regulations are adhered to is an appropriate and acceptable tool. However, when
oversight resulis in micro-management or wimecessarily burdens those being overseen —
whether purposeful or not — the oversight has a negative effect and inhibits the ability of
the groups to effectively manage their businesses, to compete, and to meximize their
flexibility the same as any other private sector corporation. It also creates an unnecessary
bureaucracy, which increases costs and reduces the efficiency of personnel.

In APICDA’s opinion, it is inappropriate to continue requiring the different groups to
receive approval from the state of Alaska and the Secretary of Commerce before a group
can make an investment or make adjustments in its budgets or operating plans. Why
should the state of Alaska or the Secretary of Commerce be able to substitute their
decision in place of the decision made by a CDQ group board of directors? If the
decision is within the scope of the program, and adheres to the rules and regulations
regarding investments, these “oversight” requirements are paternalistic, unnecessary,
costly, inefficient and inhibiting.

APICDA recognizes that the CDQ program is different because the fish and shellfish
allocated come from a common property resource. As such, it is appropriate that the
CDQ groups be held to a different standard in terms of reporting and oversight. We
believe oversight would be best accomplished by reporting from the CDQ organizations
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coupled with an annual audit conducted by the state or NMFS. We do not believe
anything in addition is necessary.

Our proposal on oversight is very simple: the groups should be required to operate within
the law, and live within the rules and regulations of the program; to amend CDPs, when
appropriate, and provide timely copies of the amendments to the state and/or the NMFS;
and, to provide reasonable advance notification to the state of Alaska and/or the NMFS
when new investments are being made. Nothing else is really necessary, unless one is
interested in building a government bureaucracy or using this program as a political tool
for other unrelated objectives.

Allowable CDQ Investments

Another issue of significance is the extent of allowable investments by CDQ groups.
When establishing the CDQ program, the North Pacific Fishery Management Council
limited the scope of investments to those that are directly or indirectly related to the
fishing industry. This comports with: 1.) the Council’s intention that the CDQ program
result in stable local economies based upon the fishing industry, and 2.) the Council’s
philosophy that the CDQ program result in participation in the fishing industry by Bering
Sea and Aleutian Islands (BSAJ) residents. This makes considerable sense given that the
CDQ program is funded by groundfish and shellfish allocations taken from the common
property resources of the BSAIL

There are increasing calls by different CDQ groups for this policy to be modified to allow
limited or unlimited investments in non-fishery related projects or investments. APICDA
and CBSFA are unique among the six CDQ groups in that our communities are located
immediately adjacent to the groundfish and shellfish fishing grounds and the other four
CDQ groups are not. As a result, we are in a position to use our CDQ allocations to
develop local economies in our member villages that are based upon and rely upon
groundfish and shellfish fisheries. That is what we have done, and that is what we are
continuing to do.

It is impossible for APICDA to support a change in regulations that would allow
any non-fishery related projects or investments without a corresponding change in
the CDQ allocation process that results in fair and equitable, fixed allocations.

It is true that APICDA supports a very small population in comparison to most of the
other groups. But population was never an allocation criteria adopted by the North
Pacific Council or by the Secretary. By virtue of our location, APICDA is required to
expend substantial sums on infrastructure and local fishery-related business development.
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Anyone familiar with the Bering Sea and Aleutian Islands knows that development in that
region is a hugely expensive and a risky venture. The intent of the CDQ program was to
provide a mechanism to support that development and help offset that risk. Modifying
the program to allow for non-fishery related investments without ensuring that the groups
that have the continuing ability, need, and mandate to develop local fishery economies,
destroys the original intent of the program and the promises of those who created it.

If, on the other hand, the allocation approach we identified above is enacted, APICDA
could support allowing CDQ funds to be used for non-fishery related purposes. Good
arguments can be made that stable economies will never result in many or most Western
Alaska villages unless those economies are based upon a combination of local resources
adjacent to the respective community(ies) and outside investments.

Many of the villages participating in the CDQ program do not have a reasonable locus to
Bering Sea or Aleutian Islands fishery resources, but do have access to other resources. If
sufficient CDQ allocations are set aside for those CDQ groups that are located adjacent to
groundfish and shellfish resources to allow them to reasonably complete the development
of sustainable local economies based upon the fishing industry, we could support
providing the necessary flexibility for the other CDQ groups to develop the resources
adjacent to their communities and to develop outside investments. Otherwise, we
sacrifice our future in fisheries for someone else’s future in non-fisheries. That is not
what was intended when this program was developed.

Conclusion

Mr. Chairman and members of the committee, I want to thank you again for the
opportunity to testify before you and offer APICDA’s comments. Despite the natural
growing pains associated with the CDQ program, there is no question that this is the most
important program in Western Alaska. The simple ability for communities and their
residents to plan their future, to be in control of their destiny, and to have something to
actually look forward to is a unique experience for most of the CDQ communities. This
program has empowered our communities and our residents to dream and have
confidence in a worthwhile future. There is no question that the CDQ program has
clearly established during its first eight years that it is not a pipe dream — it works.

Yes, we have growing pains. Yes, we need some help to work out our problems. And,
yes, this is a program worth keeping.

Thank you, Mr. Chairman.
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Mr. UNDERWOOD. Thank you for your testimony.

Mr. Samuelsen. I am going to have to try to insist that we try
to stick within the 5 minutes, although Mr. Cotter squeezed an ad-
dition of 2-1/2 minutes out of this. Go ahead, Mr. Samuelsen.

STATEMENT OF H. ROBIN SAMUELSEN, JR., CHAIRMAN,
BOARD OF DIRECTORS, BRISTOL BAY ECONOMIC DEVELOP-
MENT ASSOCIATION

Mr. SAMUELSEN. Thank you, Mr. Chairman. That is the nature
of Mr. Cotter.

For the record, my name is Robin Samuelsen. I am from the
Bristol Bay Economic Development Corporation. Behind me I have
Hazel Nelson, who is our vice president.

Mr. Chairman, I make up—BBEDC makes up 17 villages within
the Bristol Bay Region. I am also a tribal chief, Mr. Chairman, and
I want to make one clarification. The CDQ Program is not a Alaska
Native program. We represent everybody that lives within our com-
munities, regardless of ethnic background.

The CDQ Program is entering its tenth year, and I can honestly
say that no one thought this program would survive, let alone
thrive. We were against adversity like never seen before in the
Alaska fishing community. Outside interests were united in de-
stroying the community development program.

We are from isolated villages. The lowest prices I could find in
the Bristol Bay Region for gasoline was $3.00 a gallon just before
I came down. Heating fuel was 2.45, and the lowest price I could
find for a gallon of milk was $6.18. In 1997 and 1998 the Federal
and State Government declared my region an economic disaster.
Our salmon did not return. This year we are missing 12 million
salmon to ocean fish. We are facing another disaster in the year
2001, not only from a biological standpoint, but also from the farm-
raised Chilean salmon that is flooding our marketplace.

Our people live in cash plus subsistence economy. They have
done that for thousands of years in Bristol Bay.

Ten years ago not one person from my region was employed in
the Bering Sea. Today we have over 350 people working from our
communities. These are not slime-line positions. These are upward
mobility positions. People are in upper management and are work-
ing their way up.

We have invested in pollock, crab, cod, halibut with partners
from Alaska to Washington. These investments have proven them-
selves very valuable. BBEDC’s primary focus has been in-region de-
velopment, increasing the skills of our residents. We have teamed
up with the University of Alaska, Fairbanks, and many of our peo-
ple do not have high school diplomas. In order to enter into a
slime-line position, they need a GED. We have gotten many people
their GEDs. Our dropout rate in our high schools is reversing, and
things are finally looking up.

We haven’t forgotten about our elementary kids. You need to
teach them young. So we have introduced our kids to the 9 to 5
work world, and we have got all four school districts signed on.

Bristol Bay used to be the salmon capital of the world, but then
again, our salmon prices have plummeted. Our internships are
very important. We employ these young people both inside the
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region and outside the region. There has never been a program like
the CDQ Program. Combined, it has helped my people like no other
program has, and I believe that if it were not for the competitive
nature of this program, between us, the CDQ groups, and the need
to live up to our community development plans, coupled with
strong Federal and State oversight, we in the CDQ Program will
not have come as far as we have.

This leads me to the oversight issues. State, Federal and the
North Pacific Fishery Management Council have all done a good
job of ensuring that this use of a public resource is doing what it
is supposed to do. The Council and NMF'S specifically put the State
of Alaska into lead oversight day-to-day management role, and they
are the most qualified for the job. Neither NMFS nor the Council
wants to take on this responsibility.

The CDQ groups have a lengthy process to go through before any
allocations of resources are made to them. We must submit a CDP,
provide quarterly and annual reports, participate in public hear-
ings.

I won’t read through all my testimony because I don’t have the
time, but, yes, Chairman Young has been successful. If it wasn’t for
Chairman Young introducing H.R. 553, I don’t think the Council
would have taken this issue, I don’t think the State would have
looked at this issue, and the CDQ groups have been crying out, but
because of other issues such as stellar seal lions, the American
Fisheries Act, a whole host of lawsuits and putting the North
Pacific Fishery Management Council, as well as NMFS, under a
regulatory lawsuit siege, the priorities were set forth by the courts.
And if it wasn’t for you, Mr. Young, and introduction of this bill,
I don’t think the Council would have looked at the problems of the
CDQ community that they are having in oversight, but thanks to
you and the introduction of this bill, I think that the Council is
moving forward. We are going to look at—the Council formed a
Committee that has brought forth recommendations. The Council
will take the recommendations in October, and ship them out for
final analysis, and hopefully will act on them in December.

I just got lectured about time. Mr. Chairman, thank you.

[The prepared statement of Mr. Samuelsen follows:]
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“Implementation of the Commuuity Development Quota Program
in Western Alaska”

Mr. Chairman and members of this Subcommittee:

On behalf of the residents of the the Bristol Bay Economic Development Corporation I want to
thank you for providing BBEDC the opportunity to comment on the past and present status of the
Western Alaska Community Development (CDQ) program and the legislation, HR. 553,
regarding the program. My name is Harold R. Samuelsen Jr.; I am the President and CEO of
BBEDC. I have been involved in this program ever since the North Pacific fishery Management
Council created it. BBEDC is made up of 17 villages and has a population of approximately
6,000, of whom are mostly Alaskan Natives.

Review of the Western Alaska CDQ Program

The CDQ program is entering its tenth year and I can honestly say that no one thought that this
program would survive let alone thrive. Well I am happy to report to you here foday that this
program has thrived on many fronts. It has improved the lives of many in our remote
communities. The CDQ program is the only program that is bringing hope to the people we
represent. The CDQ program is providing economic self-sustaining economies, but those
economies do not happen overnight. Our commercial salmon fisheries have all but collapsed
because of poor returning spawning salmon and the negative impacts of farmed raised salmon
flooding the market at subsidized wholesale prices.

“Remember we are isolated rural communities not connected by any road system to an urban area.
‘We have airline service however it's a very expensive airline service. The price for a gallon of
gas is $3.00, heating fuel per gallon is $2.45, a gallon of fresh milk is $6.18. Our cost of living is
the highest in the nation.

We have a cash plus subsistence economy. Most of our members participate in subsistence
activities, gathering berries, putting up different forms of smoke, salted and frozen fish. Moose,
bear and caribou provide a stable meat source. To participate in subsistence activities one needs
cash for fuel, boats, guns and ammo, the CDQ related employment provides this much-needed
cash.
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BBEDC'S CDQ Experience

Ten years ago not one person from my region was working in the pollock fisheries of the Bering
Sea. Today we have about 350 people working not only in the Bering Sea, but also in the State
of Washington as well as in our region. The CDQ employment is very important for our regions
residents.

BBEDC has made investments in Poliock, Crab, Cod and halibut with partners from Alaska to

Washington, BREDC is looking to increasing its equity ownership in vessels and companies in
the Bering Sea. These investment partnerships have return significant profits to our region, and
provided many excellent employment opportunities. Iam just not talking slime line jobs either.
Our people are working their way up in every more responsible positions.

BBEDC’s primary focus in-region is on developing the skills of our residents. Our young people
are now going off to college in greater numbers, a very positive sign. Why? Because we at
BBEDC have formed a trust fund that is providing scholarships to our village residents. This
fund is inflation proofed and will be providing scholarships for years to come, with or without a
CDQ program.

We have teamed up with the University of Alaska and have focused on getting our young adults
2 GED, our high school drop out rate is very high, and this program is another huge success. Not
all of our people are four-year college material, to address this we set up an extensive Voc/Tech
training program. Many of our residents have taken advantage of the in-region training, while
others are going to trade schools outside the region.

Nor have we forgotten about our elementary kids and the need to introduce them to the 9to 5
world. We created an “Education Initiative” o prepare young residents to compete successfully
in the job market by emphasizing work readiness skills. We have four school districts in Bristo!
Bay and all four districts have signed on to this program.

Bristol Bay is the salmon capital of the world. We have a limited entry system that allows a
person to participate in the salmon fisheries. Since the inception of the limited entry law, the
unumber of local permit holders has been dwindling. This is due to selling permits cutside the
region, to permits being seized for bad loans that cannot be repaid or IRS seizures for back taxes,
BBEDC formed the Bristol Bay Permit Brokerage to work closely with the people of Bristol Bay
to minimize permit losses. For example, 588 Bristol Bay residents were in the arrears with or
bad problems with the IRS in 1999, but very few permits were seized. The IRS made a
commitment not to take any local limited entry permits as long as that person was working
through BBEDC’S permit brokerage.
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We employ over 40 internships a year both within and outside the region. These interns are
finding full time jobs after completing our internship program; our success rate has been around
95%, Our interns ages range from 14 to 70 years old.

BBEDC has set up a Regional Business and Infrastructure Development program that helps
local people develop business plans and start new business. BBEDC also has a Regional
Fisheries Development program, which identifies potential new commercial seafood
development opportunities within Bristol Bay. Halibut is a prime example; my people love to
fish halibut and it provides much needed cash in the early spring months.

Without CDQ’s none of these programs would be here today. Combined, they have helped my
region like no other program has. 1 personally believe that if it were not for the competitive
nature of this program between the CDQ groups and the need to live up to our own Community
Development plans coupled with strong Federal and State oversight, we in the CDQ program
would not have come as far as we have. That leads me into the oversight issue.

Government Oversight

State, Federal and the North Pacific Fishery Management Council all have done a good job of
ensuring that this use of a public resource is doing what it is supposed to do. The NPFMC and
NMFS specifically put the State of Alaska in the lead oversight role, as they are the most
qualified for the job. Neither NMFS nor the council wants to take on this responsibility.

Let me make it quite clear that my Board of Directors support the continued oversight by the
State of Alaska. This oversight moves the program forward and insures that benefits flow back
to the region. Many program have come and gone, in our region. Millions of dollars have been
spent with little or no benefits to the regions residents. Congress must insure that the CDQ
program is bringing the benefits back to the region and that the CDQ program is helping the
regions residents. This Mr. Chairman will not be possible, in my opinion, without continuing
state oversight.

The CDQ groups have a lengthy process to go through before any allocations of the resource are
made to them. We must submit a CDP application, provide quarterly and annual reports and
participate in a public hearing and one-on-one meetings with state regulators. In our CDP, we
submit an allocation request for each species, a description of the group’s goals and objectives,
specific milestones for the allocation period, including how many people we are going to provide
employment, vocational and educational training programs for any fishery related infrastructure
development within our region.

Qur CDP is our plan against which our success is measured for the next allocation period. Once
this is submitted to the State of Alaska and a public hearing is held, the State of Alaska makes its
allocation recommendation. These recommendations are then presented to the NPFMC for their
comments then submitted to NMFS. The Secretary of Commerce has final approval of the
CDP’s and implementation. This process has proven itself and it works.
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As the CDQ program has grown, changes in the oversight roles have had to change as well. All
the CDQ groups as well as the State of Alaska and NMFS sat down to address changes that we
all felt were necessary. We call this concept a “Brave New World”. This evolved into a revised
concept called a “Bright New World” in subsequent meetings. This concept addressed many
changes to the program that the CDQ groups wanted and most of the CDQ groups supported.

In early 2000 we again all sat down because one or two of the CDQ groups were not happy
with the way things was turning out. We opted to strive for a streamlined, simple CDP process,
which we did and then the State presented these changes to the NPFMC who accepted these
changes. NMFS drafied these changes into regulatory changes and submitted them to the
Secretary of commerce for final approval.

Meantime, Congressman Young introduced H.R. 5565. H.R. 5565 was never brought before the
BBEDC Board or myself. This bill took us completely by surprise. With all do respect to
Congressman Young, BBEDC could not support the bill. The changes proposed in H.R. 5565
was a substantial departure to the program as well as the government’s oversight roles regarding
the CDQ program at the council level.

During this time, APICDA, filed a lawsuit in state and federal court challenging the 2001-2002
allocations and the process used by the government agencies in making those allocations.
BBEDC along with two other CDQ groups filed in federal court and intervened in this lawsuit to
support the State of Alaska and NMFS allocation awards for the 2001-2002 CDQ allocations.
This lawsuit is still pending in the courts.

The NPFMC formed a CDQ Policy Committee in March 2001, made up of all CDQ groups, the
State of Alaska, NMFS and two industry people. I represented BBEDC on the committee. The
charge of this committee was to review the issues raised in H.R. 553, Bright New World and and
to make recommendations for changes to the program. The committee met in May and June for
four days and reported its recommendations during the June NPFMC meeting. The NPFMC
accepted the report and tasked its staff to analyze the various options identified by the
committee. For more detailed information, I suggest that you look at the written testimony of the
NPFMC. The NPFMC has scheduled final action on these recommended changes in its
December 2001 meeting.

BBEDC supports the current process and the involvement of the NPFMC, State of Alaska and
NMFS in oversight of the CDQ program, as well as the changes recommended by the committee
and chosen as the preferred alternative by the Council. BBEDC feels very strongly that without
oversight this program would not have achieved what it has achieved to date.

Here are a few issues addressed by the committee:
1. Should the program be expanded to allow the CDQ groups to invest in non-fisheries

related investment?
2. Should the CDQ allocations continue to be done periodically or made permanent?
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3. Should the allocations be based on a fixed foundation quota based on demographic
characteristics, such as population or proximity to resource?

4. Revise the criteria for the state to use in applications and should a scorecard be developed
and used by the state on each defined criteria before making allocation recommendations,
so that the process is more transparent?

5. Should we adopt an administrative appeal process within the state, NMFS or NPFMC
allocation process?

Comments on H.R. 553

1 would like to comment on a few things in H.R. 553. One thing this bill would do is remove the
requirement that groups must invest in fisheries related investments. The policy group addressed this
issue and came up with a solution that would allow CDQ groups to invest up to $500,000.00 annually in
non-fisheries related projects. However, this investment had to be made in-region and had to be
economic development projects. This concept was approved by just about ali the CDQ groups, state and
federal oversight teams thought this concept was fine and addressed the problem that allowing only
fisheries related investments was too restrictive in some areas where there are few such opportunities.
BBEDC feels that limiting the exemption is essential to keep the CDQ program largely a fisheries
development program.

HXR. 553 would also remove from government oversight projects undertaken by a CDQ group or its
subsidiaries funded by “second tier” income form financial or business investments, as opposed to primary
royalty income derived directly from quota lease payments. This is the most contentious issue. It appears
to be driven by fears of government interference rather than reality. I would note for the record that the
CDQ policy committee recommended some changes that would lessen state oversight of legitimate fishing
businesses over which the group’s don’t exercise management control. The state and NMFS have always
responded in a timely manner on amendments to CDP. Iknow of no investment delays caused by
oversight by the state or NMFS.

Exempting income other than royalties from oversight open “Pandora’s Box”. A CDQ group would set up
shell corporations then invest a major chunk of its income in this shell company that uses its profits
outside Alaska and returns nothing to the commanities. No jobs or training for the people of the region.

If this provision passed it would allow CDQ groups like BBEDC to invest in an Arizona golf course once
we create a corporate veil. This was never the intent of the CDQ program, it was never the intent of the
NPFMC, and it was only the intent of one CDQ GROUP who lobbied hard for H.R.553. If you want to
destroy the Western Alaska CDQ program this is the avenue to do just that.

BBEDC also opposes shifting the primary allocation responsibility to NMES as envisioned in H.R. 553..
The NMFS regulatory process is slow and cumbersome and would hurt the CDQ groups as well as
potential partners. BBEDC believes that the state is and has been the best entity to lead in making the
CDQ allocations.
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In closing, Mr. Chairman, I would suggest and hope that HLR.553 be tabled and not proceed any further.
Congressman Young has not only put the CDQ program on the front burner here in ‘Washington, but with
the State of Alaska, NMFS and the NPFMC.

By his actions and introduction of H.R. 553, he has helped the CDQ group’s iron out their problems and
differences with the CDQ oversight management agencies. Once the NPFMC adopts the changes in
December of this year I believe we will have a stronger CDQ program that would continue bringing
opportunities back to the people we represent.

T'wish to thank you Mr. Chairman and members of the committee for the opportunity to address this
committee. A big thank you to Congressman Young for his past and contined support of the CDQ
program. We are adjusting the CDQ rules and oversight in Alaska through the NPFMC process and 1
strongly feel that is where the problems and issues necd to be addressed, not here in Washington D.C,
Thark You.
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Mr. YOUNG. [Presiding] Thank you, and thanks for—you stayed
right in time. In fact, you had 15 seconds left. That is all right.
Ms. Merculief, you are up next.

STATEMENT OF PATIENCE MERCULIEF, ADMINISTRATIVE
DIRECTOR AND CDQ QUOTA MANAGER, CENTRAL BERING
SEA FISHERMEN’S ASSOCIATION

Ms. MERCULIEF. Thank you, Mr. Chairman, for the opportunity
to be here today. It is an honor to be here on behalf of the members
of the CBSFA community. I apologize for the fact that Mr. Phillip
Lestenkof, President of CBSFA, is not here today because he is in
fact in the middle of our halibut fishery.

I first ask that our written testimony be included in the record
in its entirely, and second, we have provided you with a portfolio
of the CBSFA halibut fishery in action, and I hope that the mem-
bers of the Committee and the staff can improve their under-
standing by looking at pictures of our halibut fleet and harbor in
action. A picture is often worth a thousand words.

It is the CDQ Program and almost 1-1/2 million pounds of CDQ
and IFQ halibut that has allowed the St. Paul fleet to develop. It
allows access to the fish, provides the resources to finance indi-
vidual CBSFA fishermen, to purchase boats and also purchase ad-
ditional IFQ halibut in Area 4C, the area surrounding St. Paul.
Without the CDQ Program, this would be another situation where
the residents of St. Paul would have sat by in poverty, and watched
people from Seattle, Anchorage, Kodiak, or Dutch Harbor, benefit
from the halibut resource in the waters around St. Paul. Whatever
improvements are necessary, the bottom line is that this program
is a success.

In the community of St. Paul, a community of about 600 people,
120 people are making at least a portion of their living fishing.
There are 20 boats fishing and at least 10 captains are netting
more than $30,000. Five of those are netting over 50,000 a year
from the halibut fishery. The total gross revenue to the community
of St. Paul from the halibut CDQ fishery is approximately $3 mil-
lion. All of this has happened in the last decade because of the
CDQ Program. 55 percent of the United States commercial fishing
industry catches their fish within 65 miles of St. Paul Island. Yet
there would not be an economically viable in-shore fishing fleet in
the community without the CDQ Program.

The future depends on the CDQ Program too. If CBSFA receives
adequate allocations and is not burdened with excessive regulation
by the State, there is potential for:

No. 1. Icicle Seafoods moving a processor to the harbor to process
cod, pollock and other flat fish. CBSFA, Icicle and the City of St.
Paul have signed an MOU to allow this to happen; and

No. 2. With the eventual return of crab, the continued harvest
and processing of crab for the benefit of the CDQ groups that are
not located near the resource. CDQ crab harvesting and processing
on St. Paul benefits all of the CDQ groups;

No. 3. The ability of the community to develop the necessary in-
frastructure, such as construction of the local authorized small-boat
harbor, so that CBSFA can upgrade its boats and other groups can
take advantage of the immense resource surrounding St. Paul;
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No. 4 The revenues to finance individual fisherman’s acquisition
of larger vessels and additional fish quotas so that fishermen can
expand and diversity into other fisheries; and

No. 5. The training, internship and other educational programs
to allow the local residents to participate successfully in these pro-
grams.

There are two impediments, first the State’s focus on population
in allocating quotas, rather than commercial fishery development
potential; and secondly, the over regulation that diverts revenues
and focus of the CDQ groups from the market in commercial fish-
ery to bureaucratic administrative activities.

Allocation is always a tough issue. CBSFA admits that there is
justification for the State concentrating to some extent on popu-
lation as the criteria. However, there are other equally important
criteria. These are: (1) proximity of the community to the resource,
(2) the commercial fishing development potential in a community,
(3) the need of a communities’ fishermen to have access to a portion
of the resource, and (4) the infrastructure required to allowed par-
ticipation in the commercial fisheries in the waters around the
community. These are all legitimate policy criteria, and are,
CBSFA contends, the purposes for the program, they should be
considered on an equal basis as population.

As the St. Paul developing halibut fleet demonstrates, access to
the resources, financing and education, and infrastructure and
markets are all important benefits that allow Alaskans in Western
Alaska to participate in the private sector economy. It is time to
follow the Alaskan Native Claims Settlement Act, rather than the
old BIA model. ANCSA started with Government oversight, but
succeeded by allowing the corporations to become successful in the
market like other non-native corporations. The initial CDQ over-
sight may be justified, but now it is time to move toward the
ANCSA model.

In conclusion, the CDQ Program is one of the most innovative
and successful economic development programs that creates eco-
nomic opportunities in rural areas in those communities adjacent
to our fishery resources. As the National Resource Council and this
hearing demonstrate, there are areas which needed improvement,
and we urge the community to pass H.R. 553 with changes, and
make the improvements needed. The improvements, however, only
make a great program even better.

Chairman Young, CBSFA thanks you for your leadership in cre-
ating the program and your continued leadership in introducing
legislation to make some mid-course corrections. We also thank you
for conducting this hearing. With your consistent involvement, the
CDQ Program will reach its potential. It will continue to be the
model program we all want. On behalf of all the people on St. Paul
Island in the Pribilofs, thank you.

[The prepared statement of Ms. Merculief follows:]

Statement of Patience Merculief and Tony Smith on behalf of the Central
Bering Sea Fishermen’s Association (CBSFA)

Good morning. My name is Patience Merculief and with me is Tony Smith,
CBSFA’s legal representative, who has been involved with the CDQ program since
its inception on St. Paul’s behalf and who will assist me with this testimony. I was
born and raised on St. Paul Island and currently work for the Central Bering Sea
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Fishermen’s Association (CBSFA). It is an honor for me to be present today on this
issue of critical importance to my community.

First, Mr. Chairman, I would like to apologize for the fact that Mr. Phillip
Lestenkof, President of the Central Bering Sea Fishermen’s Association, is unable
to be here in person to present the views of CBSFA. As my testimony will dem-
onstrate, the CDQ Program has given the fishermen on St. Paul Island, Alaska, an
opportunity to be very successful commercial fishermen. Without the CDQ Program,
it is doubtful that the Aleut Natives on St. Paul Island would be anywhere near
as successful as they are, but this hearing is in the middle of the most important
commercial fishing season (the halibut season) for Mr. Lestenkof and the members
of CBSFA. As we speak, Mr. Lestenkof is, weather permitting, on the waters of the
Bering Sea fishing for halibut in a very small vessel as a day boat commercial fish-
erman. He is able to do this because of the CDQ Program. Mr. Lestenkof has a
record of being one of the successful fishermen on St. Paul Island, and it is commer-
izlialdﬁshing, not his position as CBSFA President, that is his past and future liveli-

ood.

While I ask that Mr. Smith discuss CBSFA’s main concerns before this body, I
wanted to state that the CDQ program is critical to the livelihoods of many resi-
dents on St. Paul Island and has played a key role in our community’s development.
While recognizing the positive impacts of the CDQ program, CBSFA also acknowl-
edges that the program, its needs, and the needs of its beneficiaries have evolved,
and therefore, adjustments are required to reflect the new realities.

The fact is that because of the CDQ Program, I will become an intern at a major
seafood company this fall, my brother is able to support himself and his family as
one of the top halibut fishermen in the fleet and my father, as City Manager of St.
Paul Island, is constantly working with the CDQ Program to develop the commer-
cial and public infrastructure that benefits the Aleuts in the community and all the
commercial fishermen fishing in the Bering Sea. I can assure the Subcommittee, the
Congress, the Administration and anyone interested that the CDQ Program works
and has made a difference in our lives. For this, I personally want to thank Chair-
man Young and the others who have developed this program.

I will now turn this over to Tony Smith for more detailed comments on the pro-
gram and what CBSFA views as its future. Thank you.

Thank you. Good morning. My name is Tony Smith. I have attached a current
resume summarizing my experience as it pertains to the subject matter of the hear-
ings. Suffice it to say that I have been involved in the development of the CDQ Pro-
gram since it first was conceived both as a government official and as counsel to
communities, CDQ organizations and associations of CDQ groups. In the course of
my testimony, I will point out some areas where we believe the program needs im-
provement, but in terms of sound public policy benefiting the ecosystem of the Ber-
ing Sea and the coastal communities in Western Alaska, this program is a winner.
It is a program that, in my view, should be a model for coastal communities world-
wide, and especially on the Russian side of the Bering Sea.

As this testimony will demonstrate, the CDQ Program has given the fishermen
on St. Paul Island, Alaska, an opportunity to become successful commercial fisher-
men. Without the CDQ Program, the Aleut Natives on St. Paul Island would not
have had this opportunity as the fisheries were fully utilized by others. The program
has also allowed this remote coastal village located in the middle of one of the
world’s richest fisheries, to participate in the fishery off its shores. While 55% of
the United States’ commercial fisheries is within 65 miles of St. Paul Island, with-
out the CDQ Program, the residents could not have commercially participated or
been able to develop the necessary infrastructure. CBSFA and St. Paul demonstrate
the benefits of the program noted by the National Research Council.

The idea of giving the local residents an opportunity and a stake in the sustain-
ability of the commercial resources in their coastal areas is also one of the most ef-
fective ways to assure that the resource is well-managed. Unlike the distant water
commercial fleet, which can move to other fishing grounds around the world if the
resource is over fished, the residents of St. Paul Island, Alaska, and the other West-
ern Alaska coastal communities, are not able to pick up their communities and move
to distant grounds when a fishery declines as a result of mismanagement, or other-
wise.

This alone is an important benefit of the CDQ Program.

The CBSFA Success Story.

The community of St. Paul Island, Alaska, consists of approximately 800 Aleut
Natives. It is the largest Aleut community in the world and 97 percent of the resi-
dents are Aleut Natives. In the short period of time that the CDQ Program has been
in existence, the community has been given the opportunity by the program to



81

develop an inshore day boat commercial halibut fishery. The result is a fleet of lo-
cally-owned vessels that is a major source of employment and is the major livelihood
of a substantial number of the residents of St. Paul.

CBSFA, with the implementation of the CDQ Program, began training and financ-
ing CBSFA members in acquiring commercial fishing boats. Eventually, when the
opportunity presented itself with the 1995 allocations of halibut in area 4C around
the Island, this program was expanded to include acquiring IFQ halibut allocations
when the halibut IFQ program began. CDQ funds were used to finance CBSFA
members in buying IFQ halibut allocations from other commercial fishermen for the
surrounding waters, on the open market. This program is ongoing, but the results
are remarkable and Aleut fishermen have been able to buy IFQ allocations on the
open market so that they can benefit from the resource around their home.

On St. Paul Island, one hundred eighty Aleuts now earn all, or a portion, of their
living from the halibut fishery. CBSFA and its members have received over 900,000
pounds of CDQ allocations in Area 4C and approximately 600,000 pounds of IFQ
allocations. Thus, St. Paul residents have access to catch approximately 1.5 million
pounds of halibut off their shores. At the recent ex-vessel price of $1.50 a pound,
this is $3.00 million dollars of revenue for a community of 600 from a fishery off
their shore that use to go to fishermen from all over the world. It is also a three
month fishery, that can be harvested by small boats fishing during the day when
the weather is acceptable.

There are twenty captains of commercial day fishing vessels on St. Paul. Five of
those captains are earning over $50,000 per year after expenses and a number of
others are earning more than $30,000 per year from the halibut fishery. The halibut
fishery is a day fishery where the CBSFA fishermen fish on 20 to 36-foot boats.
Some of the most successful captains are now trying to upgrade their boats to larger
vessels in order to participate in other commercial fisheries for additional species
where the fishermen have to venture further from port.

As a result of the CDQ Program, St. Paul has been able to attract commercial
processors and fish buyers to the Island to process the approximately 2.0 million
pounds of halibut available in Area 4C. For example, CBSFA and the City of St.
Paul presently have entered into an MOU with Icicle Seafoods, another processor,
to move one of their processors to St. Paul in order to process cod, pollock and other
species, if certain improvements to the harbor are made. The CDQ funds will be
critical to allow their small Native community to make those improvements. When
it happens, all of the catcher vessels in the Bering Sea will benefit.

Congress has authorized a small boat harbor as part of the St. Paul Harbor Im-
provement Project. Right now, there is no mooring area in the harbor. As a major
portion of the small boat harbor facilities are non-navigation facilities which the
Corps of Engineers will not construct, the CDQ Program provides the funds so these
facilities can be built. When completed, St. Paul will be a dynamic small boat com-
mercial fishery in the middle of America’s most productive commercial fishery. The
local Native people will be a part of this—all because of the CDQ Program.

Not only this, but for the first time in its history, the CDQ Program has given
the Aleut residents of St. Paul an opportunity to earn their livelihood, and take care
of their families, in the private sector based on their skill, determination and ability
as commercial fishermen. Prior to the CDQ Program, the residents of St. Paul de-
pended on the fur seal harvest, government employment, and employment with var-
ious non-governmental organizations (NGOs) that are active in the Pribilofs because
of the importance of the wildlife located there. The CDQ program has offered the
alternative opportunity of real participation in the private sector. The trans-
formation of the economy from politics to individual initiative and market forces is
another substantial benefit of the CDQ Program.

The Establishment of the CDQ Program.

The CDQ Program was initially established by the North Pacific Fishery Manage-
ment Council (NPFMC) in 1991 to allow fishermen residing in Western Alaska com-
munities an opportunity to participate in the Bering Sea/Aleutian Islands ground
fisheries and other near-shore fisheries as part of the Council’s Pollock Fishery
Management Plan. The reason given was to provide a means to initiate or support
commercial fisheries activities which will result in sustainable, regionally based
commercial fisheries economies. The National Research Council notes the
“... program was designed to improve social and economic conditions ... by helping
communities build their capacity to engage in commercial fishing.”

When the NPFMC program was statutorily incorporated into the Sustainable
Fisheries Act (Magnuson—Stevens) in 1996, the purpose was expressed as creating
an opportunity for the residents of the coastal communities to participate commer-
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cially in the Bering Sea fisheries. The regulations implementing Magnuson—Stevens
state that the goal is:
”... to allocate CDQ (Community Development Quota in certain species) to
eligible Western Alaska communities to provide the means for starting or
supporting commercial fisheries business activities that will result in an on-
going, regionally based, fisheries related economy.” 50 C.F.R. 679.1(e)(N).

The regulations are consistent with the initial intent of the NPFMC in estab-
lishing the CDQ Program.

Thus, Magnuson—Stevens codified the NPFMC’s CDQ Program for the Bering Sea.
In the House Committee Report, accompanying the House-passed version of
Magnuson—Stevens in October 1995, the Committee recommended the continuation
of the NPFMC’s program pointing out that Western Alaska is one of the poorest,
most underdeveloped areas in the United States. Located on the Bering Sea coast,
the residents of the area, predominantly Native, have historically watched valuable
marine resources exploited by both foreign and American distant water fleets. The
CDQ Program provides a means to develop the local economies and to give the Na-
tive people an opportunity to participate in the commercial fisheries for each spe-
cies.

While begun in 1991 as part of the NPFMC pollock management plan, in 1992
the NPFMC, in conjunction with a limited access plan for halibut and cod, expanded
the CDQ Program. Eligible communities were authorized to expand their participa-
tion by allowing them to harvest 20 percent of the total allowable catch of Bering
Sea cod and approximately 20 percent of the Bering Sea halibut. The plan was im-
plemented in 1995 and has been the basis for developing the halibut and cod fishery
at St. Paul Island.

The 1996 Magnuson—Stevens Act reauthorization codified the additional pollock,
cod and halibut fisheries and expanded the program to include a percentage of each
species of the Bering Sea fishery. To accomplish this objective, the Act amended Sec-
tion 313 of the Magnuson—Act to require the NPFMC to establish, and the Secretary
of Commerce to adopt, regulations implementing the Western Alaska CDQ Program
as a permanent, independent program.

The House Committee Report specifically states that:

“The Committee expects that, for each Bering Sea fishery, the NPFMC,
with the final approval of the Secretary, will allocate to the communities
participating in the program a percentage that is adequate to ensure their
significant and sustainable economic participation in the fishery.”

The CDQ Program was considered, by both houses of Congress, to be very impor-
tant for the coastal communities in order to provide the opportunity for their com-
mercial and subsistence fishermen to ensure healthy coastal communities. The pro-
gram is essential for providing access to the resources in order to develop self-sus-
taining fisheries-based economies and infrastructures to support continued develop-
ment. In addition, by becoming stakeholders in the nearby commercial fishery re-
source, the program creates the incentive among coastal community residents to
work for the protection and sustainable management of the resources on which they,
their families, and their communities depend for economic and cultural survival.l

In implementing the federal regulations contained in 50 C.F.R. 679.30, the State
promulgated regulations in 6 AAC 93. State regulations have been issued and the
State has been managing the program, but there are clearly areas of the program
admir(liistration that need to be reviewed and, from the CBSFA perspective, im-
proved.

Administration of the Program.

In the State regulation of the CDQ Program, the State of Alaska has followed the
path of constant and intense oversight. Budgets need to be reviewed in detail and
constantly updated. Business plans are subject to revision by the State and must
be followed, and formats are often more important than results. While standards
may be ambiguous, the evaluation process is bureaucratic, intrusive, and extremely
detailed. Government officials, through their oversight, decide what companies, ves-
sels or infrastructure should be purchased, operated or sold by CDQ organizations.
The intrusive, bureaucratic program requires substantial amounts of administrative
time and burdens.

1As the 1999 National Academy of Sciences suggests, because a portion of the fishery re-
sources are now local profits, these coastal communities are positioned to be the natural protec-
tors of the environment particularly of the Bering Sea and the sustainability of the underlying
resource base—the fishery.
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In addition, quota allocations to CDQ groups are awarded mostly on a calculation
of the population in a region and the number of jobs that are provided, rather than
on the issue of whether a sustainable, profitable, long-term commercial fisheries
business is being developed. The result is that consideration of population and the
pressure for low-end jobs ends up as a higher priority than (1) long-term investment
in a sustainable business enterprise, (2) infrastructure that creates opportunities for
the coastal communities to participate in a sustainable fishery, or (3) in St. Paul’s
case, the development of a new fleet of commercial fishermen succeeding in a day
boat halibut and cod fishery because they have access to the fish and the capital.

Criteria for Administration.

Generally CBSFA agrees with the 1999 National Academy of Sciences study on
the CDQ Program in Alaska that by making a long-term commitment to the CDQ
Program, simplifying the criteria used in the allocation of quotas and reducing the
high administrative expenses, the CDQ Program will run much more effective.

CBSFA does not contend that there should be no oversight by the State of Alaska,
nor that it is inappropriate to consider employment/jobs as one of the factors in allo-
cating CDQ quotas. What CBSFA contends, and urges Congress to consider as you
look at the CDQ Program and at the Young bill, H.R. 533, are revisions that will
ensure that the initial purposes of the CDQ Program are followed, that the CDQ
organizations be allowed to make long-term financial commitments and that access
to fish and development of enterprises and infrastructure are placed on an equal
footing as are the creation of low end jobs and subsidies.

We should learn from the Alaska Native Claims Settlement Act (ANCSA). At the
beginning of ANCSA there was government budget and programmatic oversight.
However, after the Native corporations were up and running, the oversight was re-
duced to a minimum. Governmental oversight of the CDQ Program should follow
the highly successful ANCSA model, which allowed the Native village and regional
corporations to make their decisions and carry out their goals.

CDQ groups should be allowed to submit business records maintained in the ordi-
nary course with a minimum of supporting reference the same as non-native busi-
nesses, so that they can devote their time to management of CDQ Programs. For
example, the required submittal of Community Development Plan amendments for
bureaucratic review becomes more important than adjusting a CDQ group’s program
to market forces.

Allocations.

The administration of the CDQ Program by short-term periodic, competitive allo-
cations among the CDQ groups, particularly when the principal requirement is cre-
ation of jobs (of whatever nature), undermines the program. The competition process
does not further the original intent of the CDQ Program and should be reconsidered.
CBSFA, for example, has suffered significant losses under the competitive allocation
process (CBSFA lost 60% of their original allocation) despite the fact that CBSFA
is one of the CDQ groups that is and has excellent prospects for continuing to de-
velop the infrastructure and the processing capacity to allow all Alaska and North-
west residents and its member fishermen to process species close to the resource.

CBSFA believes that if the Federal Government, through the National Marine
Fisheries Service, were involved in the allocation decisions, this would improve the
administration of the program. The CDQ Program is, since 1996 and the passage
of the Magnuson—Stevens Act, a creature of federal legislation and deals with the
federal fisheries resource. NMFS” responsibility as a commercial fishery manager is
to manage and supervise the commercial fishery in the Bering Sea and this respon-
sibility should not be wholly delegated to the State of Alaska. The sustainable devel-
opment of the commercial fishery in the Bering Sea is a federal responsibility.

The State of Alaska, as a government entity, however, has different responsibil-
ities. Part of those responsibilities is spreading benefits throughout the State. Some-
times this responsibility conflicts with the intent of the CDQ Program which is sup-
posed to develop sustainable commercial fisheries in local coastal communities.
NMFS therefore should try to strike a balance in the management of this federal
program with the political goals of the State. For example, the tension between allo-
cating CDQ to be used for access to the fishery with the CDQ as a source of cash
to meet State responsibilities and create jobs must be managed.

At least a portion of the commercial fisheries resource should be allocated to the
coastal communities that are next to the fishery. This is good public policy. It en-
sures local interest in the management of coastal resources. It ensures that resi-
dents of Alaska and the Bering Sea are not condemned to poverty as they watch
a distant water fleet harvest and process the resource. The opportunity for coastal
communities to be stakeholders is important and needs to have a priority role. The
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need to continue to develop the commercial fishery should be a priority. A CDQ
group that has profits and only needs subsidization should lose quota to one that
is building commercial fishing infrastructure.

CBSFA does not contend CDQ allocations may not be used to subsidize jobs in
some rural villages, even if the commercial fishery has declined or has never been
significant in that village. This also may be good public policy. However, both should
be balanced and administered to make long-term commercial fisheries development
the most important criteria.

Part of this can be accommodated by changing the length of the allocation cycle.
At present, a CDQ group receives an allocation for a two-year period, which is then
subject to competition at the end of the cycle. The size of the allocation depends on
bureaucratic discretion and whether the CDQ group has done what the State wants,
coupled with the group’s population and number of jobs created, irrespective of what
those jobs are. This is not consistent with the intent of the program and ignores
the long-term need to have the allocation available so that the communities can
compete in the commercial fisheries. A minimum wage job on the processing line
is not the same as the captain of a small day boat that successfully catches and
sells halibut.

The CDQ allocation is also more than just dollars. It is access to the resource.
It is the opportunity of the coastal communities to participate in the Bering Sea
commercial fishery. At the outset, the allocation may be converted to dollars in
order to develop and maintain the infrastructure, or capitalize the business. How-
ever, the allocation ultimately is worth more. It is critical to the coastal commu-
nities’ ability to participate in the commercial fisheries, just as the allocations that
are currently given to harvesters or processors allow them to participate in the com-
mercial fishery.

A portion of the CDQ resources awarded to a CDQ Program should be available
to be used to develop and maintain public infrastructure in coastal communities on
the Bering Sea. If public infrastructure is not supported in these communities, even-
tually the entire industry will be off-shore, a negative development for the State and
for conservation. In furtherance of community development, the National Academy
of Sciences study on the CDQ Program in Alaska recommends the need for edu-
cation and training. The study suggests that educational and training monies should
be spent two-fold: scholarship money to send young adults to universities and train-
ing programs to enable the communities to become more self-sufficient. Education
and training reinforces the infrastructure and furthers the investment in these com-
munities. It has helped CBSFA build its fleet.

The commercial fisheries outside of three miles is a federal resource, but the har-
bors, the small boat facilities, the outfalls, and other infrastructure that a commu-
nity needs to participate in a fishery, requires a substantial investment of local re-
sources. The federal resource should support access to the federal commercial fish-
ery.

Conclusion.

On behalf of CBSFA, we stand ready and willing to assist the Subcommittee, the
Congress, the National Marine Fisheries Service, and the State of Alaska in revising
the CDQ Program to carry out its intent. This program is a winner and has been
crucial to the development of St. Paul Island’s halibut and cod fishery. It clearly has
worked on St. Paul, but there is much to be done.

For example, on St. Paul the Corps of Engineers’ Federal Project, including a
small boat harbor for fifty vessels, requires Local Share and the CDQ resource allo-
cation should be available for this. The expansion of processing capabilities so that
the local fishermen, and the Northwest fleet can process at St. Paul Island is bene-
ficial to the United States, the State of Alaska, and the entire Northwest and should
be a priority of the program. It requires a viable CDQ partnership in order for this
to happen.

In the longer term, the CDQ Program is critical to the development of waste fa-
cilities, outfalls, and other infrastructure necessary to allow the most important eco-
system in the Northern Hemisphere to develop in a sustainable, environmentally
friendly manner.

The Pribilof Islands are known as the “Galapagos of the North” because of their
environmental diversity and importance. In the Galapagos in Ecuador, there is no
CDQ Program and the rampant expansion of the tourism and fish economy to sat-
isfy large groups of Ecuadoreans who moved there from other parts of the country
and the activities of distant water fleets stand in stark contrast to St. Paul and the
other Western Alaska communities who have the CDQ Program. By giving the
coastal communities an allocation of resource, the same as we do to harvesters and
processors, the community has a stake in the management of that resource. This
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ensures that we will have an environmentally sensitive, sustainable program sup-
ported by the people of the coastal communities. The CDQ program works, it only
needs an adjustment in its administration.

Thank you for the opportunity to testify.

Mr. YOUNG. Thank you for the testimony. And where did you go
to school?

Ms. MERCULIEF. I went to school at Mount Edgecumbe High
School and the University of Alaska Fairbanks, and also a year I
studied in Japan.

Mr. YOUNG. I appreciate that, and one of the reasons I say that,
is that Mount Edgecumbe is—you know, they closed it, and I was
instrumental in getting it reopened. Probably one of the better
things we did. I mean, I think you have done well. Good job.

Ms. MERCULIEF. Thank you.

Mr. YOUNG. Mr. Morgen Crow.

. 111\/11‘. Crow. Thank you, Mr. Chairman. Patience is a hard act to
ollow.

Mr. YOUNG. You will do well, believe me.

STATEMENT OF MORGEN CROW, EXECUTIVE DIRECTOR,
COASTAL VILLAGES REGION FUND

Mr. CrRow. First of all, let me thank our congressman from Alas-
ka, the Honorable Don Young, and his staff, for initiating a review
of how Federal legislation might improve the Western Alaska Com-
munity Development Program. I hope that my comments will help
to develop this trusting relationship between the CDQ groups and
the oversight agencies to improve the governance of this wonder-
fully successful program.

My name is Morgen Crow. I am the Executive Director of Coastal
Villages Region Fund, the organization managing the CDQ on be-
half of 20 communities in our region. Our communities represent
30 percent of the total population eligible to participate in the CDQ
Program.

With me are Simeon John of Toksook Bay, our President, and
Howard Amos of Mekoryuk, CVRF’s Vice-President. These gentle-
men, in addition to their service on the board of CVRF, first fished
commercially for salmon, herring and halibut.

Our region is a land of limited resources. Operating dollars for
health, education, and our Government programs amount to tens
of millions each year, yet our region remains at the top of the list
for unemployment, addiction, suicide and other social problems
that are typical of third-world environment, imprisoned and in pov-
erty, because there are no opportunities.

I believe this program, the CDQ Program, can make a difference
because of its access to the resources of the Bering Sea. In our re-
gion, where social programs are well funded, societal problems still
abound. A key part of the answer is the CDQ Program with an ap-
propriate level of oversight that will accommodate the changes in
the industry, region, and the program.

We want to be a successful group in a successful program so that
we can continue to provide hope for those in our region that want
to exercise their right to work and be rewarded for their efforts. We
want to set out to accomplish this by looking in the mirror to as-
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sess our strengths and our weaknesses to determine how we can
fit in. It is from this experience that we ask for modifications in
the CDQ regulations through the Council process.

In regard to our salmon business, minimal infrastructure and
small communities, poor marketing conditions arising from com-
petition from farmed salmon, limit the extent to which it is prudent
to invest further in fisheries. As a result, CVRF is seeking to ex-
pand the category of economic development projects in which it can
participate. For the CVRF region, it is critical to explore each and
every feasible project as the locally available resources simply do
not contain enough value by themselves to meet the major goal of
the CDQ Program, which is to create a self-sustaining economy in
the 60 plus eligible communities.

Many agencies and companies have attempted this goal. To date,
none have been successful. The CDQ Program provides the best op-
portunity because it provides a continuous source of revenue, and
when properly managed, will achieve this goal.

Since the ultimate authority for management rests with the Con-
gress, we appreciate your interest in holding this hearing, making
your determination as the proper role and level for Government
oversight. Based on our experience in the program over the past 10
years, we have determined that it is time for changes in the regula-
tions governing CDQ oversight. The changes we propose are in-
tended to maintain a balance between the Federal Government’s
need to protect the public interest in the fishery resources of the
Bering Sea, and to allow the beneficiaries of the program to deter-
mine their own future. We believe this balance can be best
achieved with continued participation of the State of Alaska as the
primary oversight entity, subject to the limitations that have been
agreed to by the North Pacific Council.

The CDQ Committee of the North Pacific Council has made rec-
ommendations to the Council to change the level of oversight by
the State and by NMFS. CVRF participated in these recommenda-
tions, and has come up with three additions to those recommenda-
tions, which I would like to go through at this time.

The first recommendation is to allow up to a million dollars per
year in non-fisheries-related in-region economic development, an
increase from the $500,000 limit proposed by the CDQ Policy Com-
mittee. While one group consists of a single community, and a sec-
ond of six communities, CVRF has 20 communities spread along a
coastline of nearly 300 miles. Up-front costs for a single project
alone may cost $500,000 in the first year. With 20 communities
and a limited number of sensible fisheries-related investments
available, CVRF believes that the limit for non-fisheries-related in-
vestments be a minimum of $1 million annually.

We have also asked that we be allowed to invest $200,000 per
year for community grants, grants to support village activities,
from sobriety conferences to bladder festivals, are important to the
social welfare in our communities. The CDQ Program should be
able to contribute to these efforts. For Coastal Villages, a program
of $200,000 annually equals an average of only $10,000 per commu-
nity per year. Certainly the CDQ Program can participate to this
extent without losing focus on economic development. Coastal Vil-
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lages wants to be a good corporate citizen in our own community
via this mechanism.

With respect to H.R. 553, I think all the CDQ groups agree on
the issue of by-catch. This proposal is currently before the Council.
We will be advocating for its adoption in time for the 2002 season.
We do not support the proposal of having the Secretary of Com-
merce in charge of CDQ allocations rather than the State of Alas-
ka. While we have seen the ups and downs of allocation, we believe
the state has done a relatively good job weighing various criteria
in coming up with rational decisions that have been endorsed by
NMFS and the Council. Consequently, we do not endorse locking
in allocations at any certain levels.

Much of our experience is based on the current management
process. We respectfully request that the Subcommittee not make
any dramatic changes at this time.

Mr. Chairman, I want to thank you and the Subcommittee for
this opportunity to provide our testimony on this very important
topic.

[The prepared statement of Mr. Crow follows:]

Statement of Morgen Crow, Executive Director,
Coastal Villages Region Fund

Mr. Chairman and members of the Subcommittee:

First, let me thank our Congressman from Alaska, the Honorable Don Young and
his staff for initiating a review of how federal legislation might improve the Western
Alaska Community Development (“CDQ”) Program. I hope that my comments will
help to develop a trusting relationship between the CDQ groups and the oversight
agencies to improve the governance of this wonderfully successful program.

My name is Morgen Crow. I am the Executive Director of the Coastal Villages
Region Fund (“CVRF”), a not-for-profit organization managing the CDQ program on
behalf of the twenty communities in our region. I have held this position for just
over a year and a half. Our communities represent 30% of the total population eligi-
ble to participate in the CDQ program. With me are Simeon John of Toksook Bay,
CVRF President, and Howard Amos of Mekoryuk, CVRF’s Vice—President. These
gentlemen, in addition to their service on the Board of CVRF, fish commercially for
salmon, herring, and halibut. Additionally, each of us is a shareholder in our re-
gional native corporation as well as shareholders in our respective village corpora-
tions.

History of Coastal Villages

Of the six groups in the western Alaska CDQ program, Coastal Villages has had
the most tumultuous past. Our group began in 1992 as Coastal Villages Fishing Co-
operative (“CVFC”) a for-profit cooperative, which, as an investor in the
Imarpiquamiut Partnership, owned the factory trawler, the F/V Brown’s Point. The
partnership arrangement, even though approved by CDQ oversight, turned out to
be unprofitable. The State of Alaska recommended to the National Marine Fisheries
Service (“NMFS”) that it terminate the CDQ pollock allocation if CVFC did not,
among other things, dissolve the partnership. CVRF was formed to supercede CVFC
and to manage the CDQ allocation for the twenty-village region. CVRF contributed
enough money to wrap up the affairs of CVFC. As an attachment, I have included
an excerpt from the report on the CDQ program by the National Research Council
completed near the end of 1998.

Between 1996 and 1998, the State oversight body cut our CDQ pollock allocation
by nearly 20%. After CVFC was dissolved by the efforts of the new company in
1998, CVRF signed royalty agreements licensing its rights to harvest Bering Sea
and Aleutian Islands pollock with several large processors from both the in shore
and the off shore sectors, ultimately buying into the largest of the at-sea catcher/
processors, American Seafoods. Ironically, that company, now owned in part by
Coastal Villages scrapped the F/V Brown’s Point. That action symbolically rep-
resents the turning point at Coastal Villages.
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Economic Condition of the CVRF Region

Our region is a land of limited resources. This limitation and its effect on com-
merce of the area can be seen in the performance of our regional for-profit Native
Corporation. All of the 13 regional corporations created by the Alaska Native Claims
Settlement Act (“ANCSA”) have experienced growing pains in the form of operating
losses as Alaska’s first people learned the fundamentals of business and capitalism.
Most have overcome these initial losses and become successful corporations due in
part to the strength of their natural resources. One that has not is the regional na-
tive corporation that overlaps our CDQ region. Over the last 30 years of ANCSA,
most of the approximately 80 million dollars of the original contributed capital to
this regional entity has been lost, and the corporation lacks the resources to over-
come its history. Recently, its board faced a recall by shareholders.

Social Condition of the CVRF Region

Operating dollars for health, education, and other government programs amount
to tens of millions each year. Yet our region remains at the top of the list for unem-
ployment, addiction, suicide, and other social problems that are typical of a third
world environment imprisoned in poverty because there are no opportunities. I be-
lieve this program, the CDQ program, can make a difference because of its access
to the resources of the Bering Sea. Indeed our region, our company, and our CDQ
program, have undergone dramatic changes. In our region, where social programs
are well funded, societal problems still abound. A key part of the answer is the CDQ
program with an appropriate level of oversight that will accommodate changes in
the industry, region, and the program. We want to be a successful group in a suc-
cessful program so that we can continue to provide hope for those in our region that
want to exercise their right to work and be rewarded for their efforts. We want to
learn from our mistakes. We have set out to accomplish this by looking in the mir-
ror to assess our strengths and weaknesses to determine how we can fit into this
program. It is from this experience that we ask for the modifications in the CDQ
regulations.

CDQ Program in the CVRF Region

We view the CDQ program as a unique opportunity to bring the benefits from the
offshore fisheries directly into the communities, by taking a systems approach to
economic development that effectively addresses the unique social, cultural, environ-
mental, and political complexities of our region. For us, the CDQ program rep-
resents an enormous opportunity for those willing and able to better themselves. Lo-
cally, residents can choose to fish and sell their catches to the only remaining salm-
on buyer in the entire region owned and operated by Coastal Villages Seafoods, a
subsidiary of CVRF in conjunction with one of our member communities -
Quinhagak. Residents from Quinhagak can choose to work in this village’s proc-
essing plant and sleep in their own beds at the end of their workday. Similar oppor-
tunities are available in Toksook Bay, Tununak, Mekoryuk, and Chefornak, where
CVS operates halibut plants in cooperation with these communities. Region resi-
dents can work at these plants within our region or in the Bering Sea fishing indus-
try if they choose to work outside the region.

While the CDQ program has provided the means for CVRF and the other CDQ
groups to invest in the Bering Sea fisheries and to return the proceeds of the invest-
ments into the member communities, this limited focus cannot address all of the
economic development challenges that we face. There is a limit to the amount of
investment that makes sense in our region’s fisheries. For example, in regard to our
salmon business, minimal infrastructure in small communities and poor market con-
ditions arising from competition from farmed salmon limit the extent to which it is
prudent to invest further. As a result, CVRF is seeking to expand the category of
economic development projects in which it can participate. For the CVRF region, it
is critical to explore each and every feasible project as the locally available resources
simply do not contain enough value by themselves to meet the major goal of the
CDQ Program—to create a self-sustaining economy in the 60-plus eligible commu-
nities.

Many agencies and companies have attempted this goal. To date, none have been
successful. The CDQ Program provides the best opportunity because it provides a
continuous source of revenue, that when properly managed, will achieve this goal.

CDQ Oversight

As described above, the first critical piece of the puzzle is the CDQ Program itself.
The second is having a properly managed organization that is in a position to obtain
the available benefits and to make sure that they are used to benefit the commu-
nities and their residents. The third piece is the management of the program by the



89

State of Alaska, NMFS, and the North Pacific Fishery Management Council (“North
Pacific Council”). Since the ultimate authority for management rests with the Con-
gress, we appreciate your interest in holding this hearing and making your deter-
mination as to the proper role and level for government oversight.

Based upon our experience in the program over the past ten years, we have deter-
mined that it is time for changes to the regulations governing CDQ oversight. The
changes we propose are intended to maintain a balance between the Federal Gov-
ernment’s need to protect the public interest in the fishery resources of the Bering
Sea and the need to allow the beneficiaries of the program to determine their own
future. The goal of governance should be to provide enough scrutiny to ensure that
the groups are acting in accordance with established procedures without impeding
the internal governing bodies’ ability to decide on paths of actions and set policy
that reflect their view of the regions’ needs.

We believe that this balance can be best achieved with the continued participation
of the State of Alaska as the primary oversight entity, subject to the limitations that
have been agreed to by the North Pacific Council, as well as those others that we
have proposed and are discussed later in my testimony.

Current Course of CDQ Oversight

The CDQ Policy Committee of the North Pacific Council has made recommenda-
tions to the Council to change the level of oversight by the State and NMFS, the
allocation process and criteria, and allowable uses of funds received by CDQ groups
through the CDQ program. In summary, the recommendations include the following:

« Establish a 3 year CDQ allocation cycle

¢ Limit government oversight

¢ Clarify allocation criterion

« Provide for an appeals process for CDQ allocations to the Council

¢ Make other changes that will simplify the administration of the program’s re-

porting requirement.

CVRF participated in the development of these recommendations and continues
to support their adoption at the earliest possible time. Additionally, as I have de-
scribed previously, CVRF sees the need for additional flexibility in the program in
order to develop a comprehensive program for economic development that better fits
our region. Consequently, CVRF makes the following three recommendations:

» Allow $1,000,000 per year in non-fisheries related, in-region economic develop-
ment, an increase from the $500,000 limit proposed by the CDQ Policy Com-
mittee. While one CDQ group consists of a single community and a second of
six communities, CVRF has twenty member communities spread along a coast-
line of nearly 300 miles. Up front costs for a single project alone may cost
$500,000 in the first year. With twenty communities and a limited number of
sensible fisheries-related investments available, CVRF believes that the limit
for allowable non-fisheries related investments be a minimum of $1 million an-
nually.

Allow $200,000 per year for community grants. Another method of providing di-
rect benefits to communities is through a community grant program. Grants to
support village activities, from sobriety conferences to bladder festivals, are im-
portant to the social welfare of the communities. The CDQ Program should be
able to contribute to these efforts. For CVRF, a program of $200,000 annually
equals an average of only $10,000 per community per year. Certainly, the CDQ
Program can participate to this extent without losing its focus of economic devel-
opment.

Request an exemption from amendment approval for investments by fishing in-
dustry companies that are partially owned or wholly owned by a CDQ group,
as long as the investments are fishing industry-related by the partners and do
not require any new CDQ money. This recommendation is not related directly
to the effect of the program on individual communities, but is important in re-
gard to relationships between industry and the CDQ groups. This relationship
must be a mutually beneficial one if the program is to be able to generate the
benefits that are in turn provided to the communities. CVRF believes that its
industry partners should be able to conduct their businesses with little inter-
ference from government entities. The real test is whether the CDQ groups are
providing benefits back to their communities not having the government mettle
in actions of our industry partners.

To date, these requests have not been adopted for analysis by the North Pacific
Council, but I am certain that there is enough time for the Council to adopt all
these improvements as part of their review of the CDQ program so that they can
be implemented in time for the 2003—2005 allocation process that will be completed
in the fall of 2002.
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Proposed Course of CDQ Oversight—H.R. 553

As I stated at the beginning of my testimony, CVRF greatly appreciates the inter-
est that the Subcommittee is taking in the governance of the CDQ Program. There
are several parts of H.R. 553 that we wholeheartedly support. However, a consider-
able amount of disagreement remains to some elements of the current language in
H.R. 553 among the CDQ groups.

¢ One issue that does need attention is that of bycatch. The CDQ Program has

been at the forefront of fisheries conservation. Regulations requiring two observ-
ers on the large vessels, accountability for each species harvested, scales to
weigh the catch, are all measures that the CDQ groups have not only accepted,
but, in many cases, have promoted. However, except for certain aspects of the
CDQ pollock fishery, the CDQ fisheries are extremely vulnerable to disruption
because of the requirement that a CDQ group not exceed any of its small quotas
for individual bycatch species. For example, CVRF has an allocation of 33,000
metric tons of pollock with an allowance of 1.6 metric tons of other red rockfish.
One tow could use the entire quota of other red rockfish resulting in the shut
down of the CDQ pollock fishery. The remainder of the fleet does not have these
constraints. I believe that I can say with certainty that most groups agree that
this is a problem and that the solution is to allocate a specified amount of quota
to the target species (e.g., Pacific cod, sablefish, turbot, Atka mackerel, rock
sole, yellowfin sole, etc.) and treat the other bycatch species similar to how they
are dealt with by the regulations governing the remainder of industry. This pro-
posal currently is before the North Pacific Council and we will be advocating
for its adoption in time for the 2002 season.

* We do not support the proposal of having the Secretary of Commerce in charge
of CDQ allocations rather than the State of Alaska. While we have seen the ups
and downs of allocations, we believe that the State has done a good job of weigh-
ing the various criteria and coming up with rational decisions that have then
been endorsed by NMFS and the North Pacific Council. Consequently, we also
do not endorse locking in allocations at any certain levels.

As to agreement on allocations among the CDQ groups, we find it difficult to
envision a situation where this might occur. Each group has different experi-
ences, geography, poverty levels, history, and probably most of all—expecta-
tions.

As I have discussed above, work is in progress on addressing the fisheries-re-
lated, non-fisheries-related economic development issues.

Fmally, in regard to the “CDQ project” definition, all parties have learned that
the fast moving pace of business must be part of the reality of CDQ oversight.
In our recent experience, programs and investments that either directly benefit
and meet the needs of residents of our region or maximize the economic value
of the CDQ allocations have been fast-tracked and approved without exception.
We have made huge in-roads into this industry with the cooperation of the over-
sight entities and the Council. Still, we do support removing fisheries-related in-
vestments by our industry partners from the definition of a “CDQ project” for
the reasons outlined previously.

Recommendation | Conclusion

Coastal Villages Region Fund has come a long way over the past decade. Changes
to the CDQ governance regulations are needed to accommodate the new position of
our company, our investments, and the program. The CDQ Program will continue
to evolve, which in turn will require additional refinements to the program. The rate
in which these changes take place is probably the largest of all questions. While
there is still a lot of work to be done to implement the first round of improvements,
there is progress being made.

I believe that the current process of governance and management has led to the
best managed fishery on earth and created a unique program that can bring needed
economic benefits back to our region. We should continue to make the changes nec-
essary to respond to the results of the past decade and protect the dynamic nature
of this program. Through the efforts of the CDQ groups, in cooperation with the
North Pacific Council, the State of Alaska, and NMFS, this program has achieved
far beyond what was envisioned at its inception. For us, it is a unique opportunity
to bring a special kind of benefit to our region: the chance to move ahead in the
process of creating economic benefit from the resources in the Bering Sea. I believe
that we have the knowledge, experience, vision, and passion to compete on behalf
of this company in the evolving world of the fishing industry. I believe that we have
these same qualities when it comes to creating the economic future of our commu-
nities. I do not believe that we will be the next big idea to fail the people of our
region if we are allowed to utilize the abilities that we bring to the table. Knowing
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that much of our experience is based on the current management process, we re-
spectfully request that the Subcommittee not make dramatic changes at this time.

Mr. Chairman, I want to thank you and the Subcommittee for this opportunity
to provide our testimony on this important topic.

Mr. YOUNG. Thank you, Morgen. And you did well.
Mr. Gene.

STATEMENT OF EUGENE ASICKSIK, CEO AND PRESIDENT,
NORTON SOUND ECONOMIC DEVELOPMENT CORPORATION

Mr. ASICKSIK. Mr. Chairman and members of the Subcommittee,
I am Eugene Asicksik, President and Chief Executive Officer of
Norton Sound Economic Development Corporation. I also have
Janis Ivanoff, my Vice-President, with me here today.

NSEDC represents 15 Western Alaskan villages located on Sew-
ard Peninsula and the Norton Sound Region, and on St. Lawrence
Island. NSEDC has participated in the program since 1992, and is
very familiar with, and in some cases has been at the forefront of
the issues that have come up as the program has grown.

On behalf of NSEDC’s board of directors, I would like to thank
Congressman Young for introducing H.R. 553. The bill’s enactment
will resolve a number of important policy issues that relate to the
administration and implementation of the CDQ Program. Resolu-
tions of these issues are provided in H.R. 553, will help the pro-
gram fulfill its potential for the residents of NSEDC, its members,
and its communities.

Before moving to specific measures in the bill, let me briefly ex-
plain NSEDC’s approach to long-term sustainable economic devel-
opment. NSEDC has pursued a mixture of activities, some of which
are oriented toward immediate benefits for our residents such as
fishery development projects, vocational training and academic
scholarships. Another group of activities are oriented toward devel-
oping a sustainable income stream for the organization that will
help support its programs. The needs of NSEDC’s communities are
immense since our communities have a high percentage of resi-
dents living below the poverty level and a high incidence of sub-
stance abuse and suicide. This mix of immediate programs and
long-term investments is very significant to our communities. We
are developing external financial strength, and we are developing
internal strength in our communities as our workforce benefits
from vocational and academic education, and the community’s eco-
nomic infrastructure benefits from in-region projects, whether they
are business projects or not.

H.R. 553 will enhance our ability to make long-term income-pro-
ducing investments, and it will enhance the range of ways in which
we can benefit our communities. I believe a fundamental difference
reflected in H.R. 553 compared to the regime the CDQ Program
has operated under during the first 9 years of its existence is phi-
losophy. H.R. 553 reflects a willingness to let communities decide
for themselves, internally, what is best for their community, in con-
trast to the requirement in current regulations for advance exter-
nal review and approval: essentially, any major activity that a
CDQ group wishes to undertake reflects a premise of superiority to
or mistrust of the ability of these communities. The State and
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North Pacific Fishery Management Council wants to decide, for us,
what the proper mix of fishery-related and non-fishery-related
projects will be. For anything significant, the State wants the CDQ
groups to come to them for advance review and approval before the
group purchases it, builds it or changes the operation of it. Further,
for companies into which the CDQ groups have invested, the State
wants advance review and approval before those companies make
any purchase over $1 million.

The reforms in H.R. 553 will allow NSEDC to optimize its devel-
opment programs for its residents by allowing a more broad-based
set of possibilities, and will allow NSEDC to develop a more diverse
and therefore more sustainable source of funds to support those
programs. Further, the reforms will place more responsibility in
the hands of the communities themselves and the board of direc-
tors and the communities represented by a CDQ managing organi-
zation.

With the reforms in H.R. 553, NSEDC still will be very willing
to comply with reasonable safeguards regarding the award of CDQ
allocations, such as ensuring that management capabilities are in
place to harvest the allocation in an environmentally appropriate
manner, and that a proper governance structure is in place to en-
sure that the use of the allocation or the royalty money derived
from it is controlled by the community participating in the pro-
gram. Also, NSEDC is willing to subject itself to after-the-fact
audit, just as it does now, regarding its performance and results.

I need to say something about allocation. The NRC confirms
what most or all CDQ groups will tell you: that the allocation proc-
ess is a significant source of instability in the program. The possi-
bility of change in allocation is never far from any group’s mind as
they decide what program to undertake or what position to take on
questions regarding oversight. Because it is a zero sum game,
achieving consensus on allocation is very difficult.

H.R. 553 describes a process for getting to a long-term resolution
on allocation by first encouraging the groups to work it out
amongst themselves, and if that fails, describing a process to come
to more transparent and less subjective allocations. We support the
process described in H.R. 553.

In closing, let me reemphasize how much I believe in the poten-
tial of the CDQ Program. With the reform presented in H.R. 553,
the program will be set to realize its full potential. Already my or-
ganization is a real participant in the Bering Sea Fisheries, owning
50 percent of the company with two pollock factory trawlers, one
factory long-liner, and other harvesting/processing/marketing capa-
bilities. The second-generation revenues from our investment,
which supplement our CDQ royalties, are becoming material even
within the first decade of the existence of the program. We are
proud of what we have accomplished. While NSEDC has far to go
to fill its potential to meet the chronic needs in our communities,
over the next decade we look forward to reporting steady and sub-
stantial progress.

In my written testimony I explain in more detail the effects of
H.R. 553 and the reasons for our support. Thank you very much
for the opportunity to testify.

[The prepared statement of Mr. Asicksik follows:]
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Mr. Chairman and members of the Subcommittee, I am Eugene
Asicksik, the president and executive director of the Norton
Sound Economic Development Corporation (NSEDC).

In 1992 fifteen communities in the Seward Peninsula and
Norton Sound region of western Alaska designated NSEDC as the
organization that the communities would employ to participate in
the western Alaska community development quota program (CDQ
program). For the past nine years NSEDC has actively
participated in the program. Through that participation NSEDC
has acquired substantial firsthand knowledge regarding the policy
issues that have arisen as the program has grown. NSEDC
appreciates being afforded an opportunity to share its views with
the Subcommittee.

NSEDC strongly supports the enactment of H.R. 553. And on
behalf of the NSEDC board of directors, we would like to thank
Congressman Young for introducing the bill. The bill's enactment
will resolve a number of important policy issues that relate to
the administration of the CDQ program and whose resolution is
essential to enable NSEDC to continue to maximize the benefit of
the program to our member communities.

Before discussing NSEDC's position regarding the policy
issues that are addressed in H.R. 553, I would note that in our
federal constitutional system Congress decides the nation's
natural resource policies and executive branch agencies then
implement Congress's decisions. By way of example, in both the

Magnuson-Stevens Fishery Conservation and Management Act (MSFCMA)
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and the American Fisheries Act (AFA), Congress decided the
policies pursuant to which Bering Sea commercial fisheries are to
be managed. With the assistance of the North Pacific Fishery
Management Council (Council), the Secretary of Commerce
(Secretary) then implements Congress's policy decisions.

Consistent with that basic constitutional principle, it is
appropriate that Congress, rather than the Secretary (and the
Council), decide the policy questions that the enactment of H.R.
553 will resolve.

With respect to those policy questions, NSEDC's position is
as follows:

A. Objectives of the Western Alaska CDQ Program

On the Council's recommendation, in 1992 the Secretary
promulgated regulations that established the western Alaska CDQ
program. Those regulations did not identify the policy
objectives of the progran.

When a question was raised as to whether Congress intended
the MSFCMA to delegate the Secretary authority to establish the
CDQ pfogram, in 1996 Congress amended the MSFCMA to expressly
delegate the Secretary that authority. However, like the
Secretary's original regulations, the amendment, which is now
section 305(i) (1) of the MSFCMA, does not identify the policy
objectives of the program.

H.R. 553 amends section 305(i) (1) to explain that Congress

intends the western Alaska CDQ program
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(A) to afford eligible communities a fair and
equitable opportunity to participate in
Bering Sea fisheries; and

{B) to assist eligible communities to achieve
sustainable long-term diversified local economic
development.

NSEDC strongly supports both program cobjectives.

With respect to the first program objective, in 1976
Congress enacted the MSFCMA to reguire the Secretary to phase out
foreign fishing in the exclusive economic zone by encouraging
fishing by United States fishermen. In accomplishing that
objective, MSFCMA national standard no. 4 directed the Secretary
to allocate fishing privileges among United States fishermen in a
manner that would be "fair and egquitable™ to all fishermen.
However, between 1977 and 1992 the Secretary did not afford
fishermen who reside in western Alaska communities a "fair and
equitable" opportunity to participate in the newly Americanized
Bering Sea commercial fishery.

Knowing it would need new and unbiaséd information in order
to evaluate legislation such as H.R. 553, in 1996 Congress
directed the National Academy of Sciences to study, and then to
report to Congress regarding, the western Alaska CDQ program. In
1999 a comnittee of the Academy's National Research Council
delivered its report. See National Research Council, The
Community Development Quota Program in Alaska (1999) (hereinafter
"NAS Report").

The report describes the lack of opportunities that were

afforded to fishermen in western Alaska communities to
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participate in the Americanization of the Bering Sea commercial
fishery as follows:

The creation of the EEZ [exclusive economic zone]
represented a transfer of wealth - in the form

of the value of fish biomass - away from foreign
fishing nations and to Americans who had previously
fished, or who could claim some legitimate interest
in harvesting activities in the newly established

zone.

Id. 14.
But because the indigenous peoples were not typically
participants in the development of the commercial
fisheries, many did not have access to these economic
opportunities.

Id. 13.

In other words, the Secretary's implementation of the MSFCMA
created new market shares in the Bering Sea commercial fishery
for United States fishermen who had access to the capital that
was needed in order to enter the fishery as foreign fishermen
departed. But United States fishermen in the small and
impoverished western Alaska communities that are scattered along
the Bering Sea coastline had no capital, and, as a consequence,
had no fair and equitable opportunity to enter the fishery. 1In
1992 the Secretary, and in 1996 Congress, established the CDQ
program to alleviate that unfairness and inequity.

Congress's enactment of H.R. 553 will clarify that one
purpose of the CDQ program is to ensure that residents of western
Alaska communities are afforded the same "fair and equitable"
opportunities that Congress - through its enactment of the AFA -
and the Secretary - through his implementation of the MSFCMA in
the Bering Sea - have afforded to other United States fishermen.

4



97

With respect to the second program objective identified in
H.R. 553, since 1992 the National Marine Fisheries Service (NMFS)
has told the CDQ groups that all business activities in which
they engage, and all benefits they distribute to their member
communities, must be fishery-related. NMFS's rationale for its
fishery-related restriction is that, regardless of whether the
restriction is good or bad policy, it is the policy that the
Council recommended when it urged the Secretary to establish the
CDQ program.
To implement the Council's recommendation, the Secretary
included a sentence in the preamble to his original CDQ program
regulations, which states that "[t]he CDQ program is intended to
help develop commercial fisheries in western Alaska communities."
See 57 Federal Register 54937 (1992). And in 1998 when he
revised the CDQ program regulations, the Secretary amended 50
C.F.R. 679.1 by adding a subsection (e), which states:
The goals and purpose of the CDQ program are
to allocate CDQ to eligible Western Alaska
communities to provide the means for starting
or supporting commercial fisheries business
activities that will result in an ongoing,
regionally based, fisheries-related economy.
(emphasis added).

63 Federal Register 30398 (1998).

Whether, as a matter of law, 50 C.F.R. 679.1(e) prohibits
CDQ groups from making any non-fishery-related business
investments is unclear; particularly since, from the program's

inception, NMFS has approved of CDQ groups investing monies they

have earned from the harvest of their CDQ quotas by purchasing
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stock in non-fishery-related businesses such as the Disney
Corporation and General Motors in order to generate additional
income. In addition, there also has been substantial confusion
regarding whether all benefits that CDQ groups provide to their
member communities must be fishery-related. While NMFS takes the
position that they must be, the agency has approved CDQ groups
distributing monies they have earned from the harvest of their
CDQ quotas to residents of their member communities as
scholarships that are spent to study non-fishery-related
subjects.

With respect to the purported prohibition on CDQ groups
making non-fishery-related investments, the National Research
Council committee that studied the CDQ program concluded in its
report that

The NPFMC, the NMFS, and the State of Alaska have
determined that all investments made by the CDQ
groups must be in "fishery related" activities.
This restriction means that although the CDQ program
has two objectives - community development and
fishery development - "community development" is
defined as "fishery development." The committee
finds this strict requirement to be of dubious
merit . . . To the extent that there are viable
fishery-related investments in the coastal villages
that promise reasonable returns on investment, they
should be pursued. However, we can foresee a time
when this restriction on investment opportunities
will force the CDQ boards to make investments that
may not promote economic diversity and sustainability
at the village level. It is also possible that the
available sound fisheries investments in many ’
villages will ultimately be exploited, in which
case the restriction will force some CDQ boards

to undertake less than ideal investments. A more
compelling argument is that "community development"
should be seen as broader than just fisheries
development.
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[T]he economic and cultural development of these
communities may at times be advanced through non-
fishery employment or investments. Hence, we
found no strong reason to require the communities
to use funds generated from their CDQs to invest
only in fisheries.

NAS Report, at 74-76.

The committee then recommended

that the restriction that CDQ revenues to (sic)
be invested only in fishery-related activities
should be removed, at least for some portion of
the revenues. Many communities will find that
fishery investments are still the ones they wish
to undertake. However, since community development
is broader than fishery development, funds should
also be available for other activities that will
enhance community infrastructure or land-based
economic activity.

Id. 76.

H.R. 553 implements the committee's recommendation by
amending section 305(i) (1) of the MSFCMA to establish that the
purposes of the program include “"assist[ing] eligible communities
to achieve sustainable long-term diversified local economic
development" (rather the "regionally based, fisheries-related
economy"”" that is referenced in 50 C.F.R. 679.1(e)). H.R. 553
also implements the committee's recommendation in the bill's "CDQ
project" definition. The definition clarifies that CDQ projects
do not include business investments, or distributions to member
communities, that a CDQ group finances with monies other than the
monies it earns from the harvest of its CDQ quotas. Revenue that

a CDQ group receives from all other sources may be invested or

utilized in the group's member communities however the
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group's board of directors determines will best benefit the
communities.

NSEDC strongly supports the provisions of H.R. 553 relating
to non-fishery-related investments; among other reasons because,
as NSEDC explained in the written comments it submitted to the
CDQ policy committee that the Council established last fall in
response to Congressman Young's introduction of H.R. 553 in the
106th Congress as H.R. 5565

There is no reason that a fisheries-related requirement
should improve CDQ groups' performance. If fisheries-
related projects are the best projects in the region
anyway, then they will get funded even without a
fisheries-related restriction. If other projects are
the best projects, then a fisheries-related restriction
would serve only to ensure that inferior projects are
funded instead.

After considering the views of NSEDC and the other
participants expressed in the meetings it hosted, the Council CDQ
policy committee, on a divided vote, recently recommended to the
Council that it recommend to the Secretary that he develop a
regulation whose promulgation would authorize CDQ groups to
annually invest up to 20 percent of their pollock royalties, or
$500,000 (whichever sum is smaller) in non-fishery-related
projects.

But every CDQ group is different from every other CDQ group.
As a consequence, a $500,000 cap on non-fishery-related
investments may be appropriate for the Central Bering Sea CDQ
group, which represents one community that has a population of
532, or the APICDA CDQ group, which represents six communities

that have a combined population of 1,143. But a $500,000 cap may

8
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not be appropriate for NSEDC, which represents fifteen
communities that have a combined population of 10,773.

In addition, the ¢CDQ policy committee's recommended approach
assumes that, as a matter of policy, the Council, rather than the
CDQ groups' boards of directors, should decide the mix of
fishery-related and non-fishery-related investments that will
provide the most benefits to the groups' member communities.

The Rational Research Council committee that studied the CDQ
program concluded in its report that that assumption is factually
wrong and poor public policy. As the report explains:

If the CDQ program is to have serious
developmental consequences, it will have to
open the possibilities, especially for young
people, to make a go of it in their local
communities. But at the same time, there is
something more to the value of autonomy that
engages the villages and regional organizations
as such, the structures by which the CDQ program
is constituted. More than any previous welfare
or development initiative, more even than the
native corporations, the CDQ program seems to
offer a viable way for local people to gain
control over the means by which they are
articulated to the larger economy and society.

e .

In this regard, it should be remarked that
"development” has come to include - not only in
Native Alaska but generally in the world - a
growing aspiration for self-determination, both
as the means and the end. The people seek a
measure of governance, one that will allow them
to shape their own future - not only in ways that
safeguard their language, values, and customs but
according to these cultural desiderata. Such
distinctive control by and for members of local
conmunities has thus become a crucial condition
of development.

NAS Report, at 45-46.
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NSEDC agrees with the analysis of the National Research
Council committee. For that reason, NSEDC believes that H.R.
553's, rather than the CDQ policy committee's, is the better
approach because it allows NSEDC's board of directors to decide
the mix of fishery-related and non-fishery-related investments
that are in the best interest - both short term and long term -
of NSEDC's member communities.

In that regard, over the past nine years the NSEDC board of
directors has pursued a carefully calibrated mix of activities.
Some of those activities, such as small boat fishery development
projects, vocational training, and academic scholarships, provide
immediate needed benefits to residents of NSEDC's member
communities, a significant percentage of whom live below the
poverty level and too many of whom, particularly teenagers and
young adults, have a high incidence of substance abuse and
suicide. Other activities, most notably NSEDC's purchase of a
fifty percent equity interest in Glacier Fish Company, as well as
its investment in blue chip securities, generate revenue that,
over the long term, will enable NSEDC to continue to finance the
aforementioned, as well as other needed benefits in its member
communities.

NSEDC's opportunities to make investments that generate the
revenue needed to continue to finance community benefits has been
restricted by the Secretary's and the State's insistence that all
equity investments (other than passive stock investments) be

limited to investments in companies and businesses that are

10
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involved in the fishing industry, even if those investments are
financed with monie  that NSEDC has earned other than through the
harvest of its CDQ gquotas. In addition, the State has insisted
that NSEDC submit its proposed equity investments to the State
for prior review and approval.

The policy rationale for these restrictions has never been
fully explained. However, as a consequence of their imposition,
NSEDC's investment portfolio is less diversified and, therefore,
more risky than a diversified portfolio of investments would be.
The risk threatens NSEDC's ability to provide a needed level of
benefits to its member communities over the long term.

B. CDQ Projects.

To obtain a share of the percentage of the total allowable
catch or guideline harvest level of a Bering Sea fishery that has
been éllocated to the western Alaska CDQ program, the Secretary's
regulations require each CDQ group to submit a community
development plan (CDP) to the State of Alaska. A CDP must
include a "detailed description of all CDQ projects" that the
group intends to initiate during the period of time during which
the CDP is in effect. See 50 C.F.R. 679.30(a). After reviewing
its content, the State transmits each CDP to the National Marine
Fisheries Service (NMFS), along with a recommendation. After
considering the State's recommendation, NMFS (acting for the
Secretary) approves or disapproves the CDP. See 50 C.F.R.

679.30(d) .

11
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That is the process that the Secretary's regulations
require. However, as a matter of unofficial past practice, the
State requires the CDQ groups to amend their CDPs to reflect the
State's recommendations, after which the State transmits the
amended CDPs to NMFS, which then approves them as a matter of
routine.

puring the period of time during which an approved CDP is in
effect, the Secretary's regulations require the State to monitor
implementation of the CDP on "a [CDQ] project-by-[CDQ] project
basis." To implement a "substantial amendment" to its approved
CDP, the Secretary's regulations require a CDQ group to submit
its amendment, first to the State, and then for approval by NMFS
(after NMFS considers the State's recommendation regarding the
amendment) before the amendment may be implemented.

In addition to business activities and programs in member
communities that a CDQ group finances with monies the group
earneds from the harvest of the group's CDQ quotas, the "CDQ
project" definition in the Secretary's regulations states that
"CDQ projects" also include all other business activities and
programs in member communities that are "funded by a CDQ group's

assets." See 50 679.2.' The State has further asserted that

'Pursuant to 50 C.F.R. 679.2, a "CDQ project" is:

Any program that is funded by a CDQ group's assets

for the economic or social development of a community
or group of communities that are participating in a

CDQ group, including, but not limited to, infrastructure
developnent, CDQ investments, employment and training
programs, and CDP administration.

12
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the phrase "CDQ group's assets" includes the assets of entities,
such as subsidiaries, joint ventures, and partnerships, in which
a CDQ group owns an equity interest, even though the entity has a
legal existence that is separate and distinct from the CDQ group.

Today, CDQ groups own equity interests of various
percentages in Glacier Fish Company, American Seafoods, and other
fishing companies that are major participants in the Bering Sea
commercial fishery. Implementation of the State's interpretation
of the Secretary's "CDQ project" definition has the practical
consequence of allowing the State to preapprove and otherwise
control - through its recommendations regarding NMFS's approval
of CDPs and of substantial amendments to CDPs - the business
activities of those companies.

Last October, NOAA General Counsel concluded that the text
of the Secretary's "CDQ Project" definition is ambiguous
regarding whether the business activities of subsidiaries, joint
ventures, partnerships, and other entities in which €DQ groups
own equity interests are "CDQ projects." See attached Memorandum
from Lauren M. Smoker, Staff Attorney, GCAK, to James W.
Balsiger, Administrator, NMFS Alaska region (Octobef 4, 2000).

H.R. 553 includes a statutory definition of the term "CDQ
project® that clarifies that the definition does not include the
business activities of subsidiaries, joint ventures,
partnerships, and other entities in which CDQ groups own equity

interests, or activities of CDQ groups that the groups finance

13
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with monies that they earn other than from the harvest of their
CDQ quotas.

NSEDC believes that the H.R. 553 "CDQ project" definition
strikes the proper balance between public accountability
regarding the CDQ groups' use of public fishery resources and the
strong public interest in affording the boards of directors of
CDQ groups the right of self-determination to decide for
themselves the mix of business and other activities that will
best benefit their member communities. 1In addition, by
clarifying that the State does not have authority to pre-approve
CDQ group business activities that are not *CDQ projects® (as
H.R. 553 defines the term), the problems of confidentiality,
potential State liability for inappropriate and negligent
intrusion into business transactions, and the disincentive that
the pre-approval process has created which discourages fishing
company boards of directors from allowing €DQ groups to purchase
contrelling interests in their companies will be alleviated.

C. The Allocation Process N

The opportunity to harvest a share of the total allowable
catch or guideline harvest level of a Bering Sea commercial
fishery ~ and particularly of the Bering Sea pollock fishery - is
of significant economic value. For that reascon, the CDP
application process through which the Secretary allocates CDQ
guota harvest shares to the CDQ groups is highly competitive.

50 C.F.R. 679.30(d) provides that "[u]pon receipt by NMFS of

the proposed CDPs and the State's recommendations for approval,
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NMFS will review the proposed CDPs and approve those that it
determines meet all applicable regquirements.” However, the State
reguires the CDQ groups to amend their CDPs to conform to the
State's recommendations before the State transmits the CDPs to
NMFS. And NMFS (acting for the Secretary) then routinely
approves the amended CDPs without exercising independent agency
judgment.?

That administrative process has the practical consequence of
delegating the State - i.e., the Governor of Alaska - de facto
autherity to make final federal agency decisions regarding a
federal program that has been established by Congress.

That regulatory reality has created a strong inducement for
CDQ groups to conform the content of their CDPs to the perceived
desires of the members of the State CDQ Team who recommend to the
Governor the CDQ quota harvest shares that the Governér
recomnends to NMFS. And since the same members of the State ¢DQ

Team also monitor the business activities of the CDQ groups

2The National Research Council committee's réport on the CDQ
program describes the State's de facto control over the allocation
of CDQ quota harvest shares among the CDQ groups as follows:

[The CDPs are] submitted [by the groups] to the State of
Alaska, which reviews the plans for compliance with federal
and state guidelines and may return a plan for revision if
pertinent information is missing. The state [i.e., the
Governor's staff] recommends allocation to the governor, who
has the option of changing it. Once the state has decided on
an allocation, the [NPFMC] is consulted. Although the
National Marine Fisheries Service is required to perform a
final review of the plans prior to their approval and
authorization, this has been basically a pro forma step to
date.

NAS Report, at 63-64.
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during the period of time during which approved CDPs are in
effect, every CDQ group is in constant competition with every
other CDQ group to try and please the members of the Team, in the
hope that the group will be rewarded for doing so when the Team
makes its recommendations to the Governor regarding the group's
next CDP. As the National Research Council committee that
studied the CDQ program concluded in its report:

Given the extensive amount of review that the

State and the Federal Government exercise over

the CDQ program, one would expect that management

of the CDQ groups places considerable effort in

compliance with that oversight. Information would

be readily available to the State of Alaska, less

so to community members. A major issue is the

extent to which communication with the State

potentially reduces the responsiveness of the

management of the CDQ groups to the desires of

their constituents in the communities they serve.
NAS Report, at 93.

The administrative process that the State CDQ Team employs
to determine the Governor's recommendations to NFMS is inherently
capricious. The Team purportedly decides on its recommendations
by evaluating the CDQ groups' CDPs based on twenty factors listed
in the State's CDQ program regulations. ee 6 Alaska
Administrative Code 93.040. The Team also considers confidential
information that CDQ groups (other than the group that submitted
the information) have no opportunity to evaluate or rebut. And
the Team meets behind closed doors with each CDQ group in a
private meeting at which the group's CDP is discussed. The

meeting is not recorded, and, consequently, is not subject to

judicial or other external review.
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With respect to the twenty factors on which the State CDQ
Team purports to base its recommendations, the National Research
Council committee that studied the CDQ program concluded in its
report that

Multi-criteria decision-making is difficult.

As Arrow and Raymond (1986) have shown for

the general case, such decision-making is
troubled by two tendencies: either one criterion
appears to take over as the single criterion, or
decisions appear to be inconsistent. These
dangers exist whether or not the analyst applies
a "scoring system," which implies a single unit
of measure for all of the criteria. Use of a
scoring system tends to increase the probability
of being inconsistent. Thus, it should be no
surprise that the [CDQ companies] most affected
by the application of the many criteria that the
State uses find the outcome somewhat difficult to
fathom.

NAS Report, at 88.

[CDQ groups] fear that their particular allocation

of a share of the total CDQ quota is highly uncertain.
This uncertainty arises from a sense that the criteria
used by the State of Alaska to allocate individual
shares of the total quota are unclear. There is a
concern that if a group is perceived by the State as
receiving "too much" income their share of the total
allocation may be reduced and given to another group
with greater needs. Conversely, if a group is not
performing well it may lose its share of the total
allocation in the future. The committee finds these
various forms of uncertainty to have undesirable
effects on the development strategies chosen by the
various boards of directors [of CDQ companies].

Id. 74.

The uncertainty motivates the CDQ groups to engage in
business activities of which they hope the State CDQ Team will
approve, for policy, rather than for business, reasons.
Conversely, it also motivates the groups not to engage in
business activities of which the Team, as a matter of State fish

17
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policy, does not approve, even if a decision to engage in a
particular activity makes good business sense, and the activity
would provide important benefits to the group's member
communities.

H.R. 553 remedies this fundamental defect in the
administration of the CDQ program, first by encouraging the CDQ
groups to decide the groups' respective CDQ guota harvest shares
between themselves. If the groups cannot agree, H.R. 553
encourages the groups to decide between themselves on the
criteria that NMFS will apply to allocate CDQ quota harvest
shares to the groups. If the groups cannot agree on allocation
criteria, H.R. 553 requires the Secretary to "promulgate
regulations that establish criteria that the Secretary shall
consider in determining harvest shares [for each CDQ group)."

"The Secretary has awarded participants in the Bering Sea
halibut and sablefish fisheries permanent harvest shares. And,
through the American Fisheries Act, Congress has awarded harvest
shares to participants in the inshore, offshore, and mothership
sectors of the Bering Sea pollock fishery. If a similar system
is not created to award individual CDQ groups theifbpresent
harvest share percentages as permanent or semi-permanent
allocations, the allocation process that Congress's enactment of
H.R. 553 will create will substantially improve the allocation
process that is the heart of the CDQ program and whose reform is

long past due.
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D. S8tate Oversight

As the CDQ program has grown over the past nine years, there
has been increasing conflict between CDQ groups and the State of
Alaska over the State's proper role in participating with NMFS in
administering the program. NSEDC and several other CDQ groups
believe that CDQ groups should be publicly accountable for the
use they make of their CDQ gquota harvest shares, but that the
groups' boards of directors - rather than the State CDQ team -
are best positioned to make business and other decisions
regarding the mix of fishery-related and non-fishery-related
business activities in which the groups should engage, the day-
to-day conduct of the groups' business activities, and the manner
in which the groups return benefits to their member communities.

The State disagrees. 1In its view, business decisions made
by the boards of directors and managers of the CDQ groups, as
well as business decisions made by the boards of directors and
managers of companies in which CDQ groups own equity interests,
should be subject to the advance review and approval of the State
CDQ Team.

If enacted, H.R. 553 will significantly reduce that breadth
of State oversight and allow CDQ groups to engage in long term
business planning without having to be concerned that those plans
may be subject to the political vagaries that the periodic change
of State administrations invariably brings. For that reason,

NSEDC strongly supports the bill's enactment.
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It does so, first and foremost, because increasing the
decisionmaking autonomy of the CDQ groups' boards of directors
and managers is consistent with Congress's long time commitment
to Native American self-determination.

To be eligible to participate in the CDQ program, a western
Alaska community must have been certified by the Secretary of the
Interior to be a "Native village" for purposes of the Alaska
Native Claims Settlement Act (ANCSA). Consistent with that
eligibility requirement, in 1996 when Congress amended the MSFCMA
to expressly direct the Secretary to establish the CDQ program,
Senators Stevens and Inouye reminded the Senate that a
substantial majority of the residents of the communities that are
participating in the program are Alaska Natives for whose
economic and social well-being Congress, under established
principles of federal Indian law, has a fiduciary responsibility.
See generally 142 Cong. Rec. S10820-24 (daily ed. Sept. 18,

1996) .3

3senator Stevens informed the Senate that

the provisions for the community development quotas are
based in part on the authority of Congress to regulate
the commerce of the Indian tribes. The communities of
the west coast of Alaska are predominately Alaska native
people. They were there and fishing a long time before
anyone else came on the fishing scene . . . We are
allocating a portion of the fisheries to the

communities involved that are historic native communities
along our coast.

142 Cong. Rec. 810824 (daily ed. Sept. 18, 1996). See also
Alliance Against IFQOs v. Brown, U. S. District Court for the
District of Alaska, No. A93-480 CIV, Transcript of Order Granting
Motion for Summary Judgment (Dec. 19, 1994) (holding that Secretary
was authorized to create the CDQ program by regulation (cont.)
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Since 1970 the hallmark of Congress's Native American and
Alaska Native policy has been a commitment to indigenous self-
determination. In 1971 Congress required Alaska Natives who
reside in the western Alaska communities that are participating
in the CDQ program to organize state-chartered business
corporations to implement ANCSA. When it did so, Congress
intentionally decided not to subject the boards of directors and
managers of ANCSA corporations to federal or state oversight
other than the oversight that the State exercises over all
business corporations.

For the past thirty years the State has not objected to, and
indeed has supported, that arrangement. But for reasons of
happenstance more than of intentional design, since 1992 the
State has asserted a degree of oversight authority over the
decisionmaking of CDQ group boards of directors and managers that
contravenes Congress's self-determination policy that ANCSA
enshrines.

The State has argued that three governmental interests
justify its oversight over CDQ groups. The first is the State's
interest in ensuring that the groups make informed and
financially prudent business decisions. The second is the
State's interest in ensuring that the business decisions of CDQ

groups are consistent with State fish policy, whatever that

because the Secretary "has substantial authority, without violating
MSFCMA national standard four, to specifically, intentionally, and
voluntarily benefit Alaska Natives if [the Secretary] spells out
the fact that that is what she is doing").
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policy may be at any particular time for any particular Governor.
The third is the State's interest in ensuring that the revenue
that CDQ groups earn is expended to benefit the groups' member
communities.

None of those policy rationales can bear the weight of
analysis.

With respect to the State's interest that CDQ groups make
informed and financially prudent business decisions, in 1992 the
Secretary received the following comment when he published the
proposed regulations whose final promulgation established the CDQ
program:

Comment 19: Native Alaskan communities that
participate in the CDQ program may agree to
enter into business arrangements that are not
fully in their interest because of lack of
experience in such business negotiations.
Specific regulations that protect the interests
of native Alaskan communities should be added
to the CDQ regulations.

The Secretary considered, and then rejected, that suggestion
because

The risk of making a poor business decision

is inherent in virtually all businesses.

It would be difficult and probably not

appropriate for the Federal government to

intervene in this area. (emphasis added).
57 Federal Register 54939 (1992).

And even if it were appropriate for government to involve
itself in reviewing and approving the business decisions of the
boards of directors CDQ groups, the State CDQ Team does not have
the capability to competently perform that function. No member

of the Team has had either the requisite training or substantial
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professional business experience, much less experience in the
highly competitive and time-sensitive fish business. In that
regard, in recent years the financial difficulty in which the
Coastal Villages CDQ group became enmeshed as a consequence of
its purchase of the Brown's Point catcher-processor vessel has
been invoked by the State as an example of why State oversight is
necessary. But the State CDQ Team reviewed, and then approved,
Coastal Villages' purchase of the Brown's Point.

With respect to the State's interest in ensuring that the
business decisions of CDQ groups are consistent with State fish
policy, at the April 26, 2001 meeting of the Council CDQ Policy
Committee, Jeffrey Bush, the Deputy Commissioner of the Alaska
Department of Commerce and Economic Development, stated that the
Governor believes that the extent to which the content of a CDQ
group}s CDP is consistent with State fish policy is a relevant
factor that will influence his recommendation to NMFS regarding
the approval of the CDP.

NSEDC disagrees with Deputy Commissioner Bush's view that it

is proper for a Governor to use his de facto authority to grant

or withhold a federal asset in order to pressure a CDQ group to
make a business decision of which the Governor, as a matter of
policy, approves, but which may be contrary to the best interests
of the group's member communities or unfair to non-CDQ group
owners of a company in which the CDQ group may have invested.

As a threshold matter, it is not possible for a €DQ group to

know at any point in time what a Governor's fish policy,
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particularly in its particulars, is. In addition, in 1999 the
State promulgated revised regulations to govern its participation
in assisting NMFS to administer the CDQ program. Section 40(b)
of those regulations - i.e., 6 Alaska 2Administrative Code
93.040(b) - lists twenty factors that the State CDQ Team "shall
consider . . . when reviewing a complete proposed CDP." The
extent to which the content of a CDP is consistent with State
fish policy is not a listed factor.

Finally, with respect to the State's interest in ensuring
that the revenue that CDQ groups earn is expended to benefit the
groups' member communities, the assumption that implicitly
underlies that rationale is that the members of CDQ group boards
of directors cannot be trusted to ensure that benefits are
provided to the communities whose residents selected then.

That assumptiocn reflects a troubling paternalism that should
have no place in either the State or NMFS's Alaska Native-related
policies.

Rather than subjecting CDQ group boards of directors and
managers to continuous State oversight, Congress should encourage
CDQ groups to strengthen their internal governance‘structures to
ensure that the members of the groups' boards of directors are
selected in free and fair elections in which candidate board
members are accountable to the residents of the communities they
represent for their prior performance, and by encouraging CDQ
groups to adopt guidelines for investments and transparent

financial accountability. The groups also should be required to
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conduct the same annual audits, and to prepare and distribute the
same annual reports that describe their financial performance and
business and other activities, that ANCSA regional corporations
conduct and prepare and distribute.

In conclusion Mr. Chairman, the NSEDC board of directors and
the residents of NSEDC's member communities strongly support the
CDQ program, which has provided important economic and other
benefits throughout the Seward Peninsula and Norton Sound region
of western Alaska. Over the past nine years the CDQ program has
accomplished much. And with the prompt enactment of H.R. 553,
during the years ahead, the program can fulfill its potential to
become western Alaska's most important economic development
program.

Thank you.
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Mr. YOUNG. Thank you, Eugene.
Mr. Alstrom.

STATEMENT OF RAGNAR ALSTROM, EXECUTIVE DIRECTOR,
YUKON DELTA FISHERIES DEVELOPMENT ASSOCIATION

Mr. ALSTROM. Mr. Chairman, my name is Ragnar Alstrom. I
serve as Executive Director of the Yukon Delta Fisheries Develop-
ment Association. With me in the audience is John Lamont, who
is the President of Yukon Delta. We are the community develop-
ment quota group representing the villages of Alakanuk,
Emmonak, Grayling, Kotlik, Mountain Village and Numan Iqua at
the mouth of the Yukon River. I am here to offer comments on pro-
posed legislation, H.R. 553, the Western Alaska Community Devel-
opment Quota Program Implementation Improvement Act of 2001.

I would like to begin by emphasizing the importance of the com-
munity development quote program to the people I represent. The
population of the delta, which according to the U.S. Census Bu-
reau, is the youngest in the United States, consists of approxi-
mately 95 percent Yupik Eskimo or Athabascan Indian. The resi-
dents live largely a subsistence hunting lifestyle. For the last 85
years the people of this region have relied on a small commercial
salmon fishery to supplement this subsistence lifestyle. Beginning
in 1998, and continuing to the present day, the salmon returns to
the Yukon River have collapsed. This has resulted in the complete
closure of the commercial fishery in 2001 and severe restrictions
being placed on the subsistence fishery.

The Federal and State Governments have worked to alleviate
hardships caused by the loss of this small salmon based cash econ-
omy. Public works projects such as airport improvements, water
and sewer projects, school renovations and other such public
projects have been undertaken in this region. Although these
projects are much needed and appreciated, there are only so many
health clinics, head-start schools and post offices that can be built
in a village. We now see these Government projects winding down
and very few projects slated for the future. Residents have very few
opportunities available to them in which to generate an income.
Our local, regional and village native corporations generate very
few jobs in region.

The CDQ Program, through Yukon Delta Fisheries Development
Association, has become the largest private resource for providing
jobs and training to the residents of its member villages. There is
no other nongovernmental entity out there that can provide the ac-
cess to jobs and training that is being provided through the CDQ
Program.

In regard to H.R. 553, Yukon Delta Fisheries Development Asso-
ciation offers the following comments.

We are in support of primary oversight of the CDQ Program to
continue to be the State of Alaska’s responsibility, including mak-
ing the primary allocation recommendations, oversight of a group’s
ongoing CDQ projects, and approval of proposed CDQ projects.

Yukon Delta Fisheries Development Association believes that
when changes are to be made as to oversight and regulation of the
CDQ Program, those changes should be analyzed and approved by
the North Pacific Fisheries Management Council. Specifically,
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those changes should first be debated and formulated within the
North Pacific Fisheries Management Council’s CDQ Policy Com-
mittee prior to submitting to the Council. To ensure input from all
parties involved, the Committee is made up of a representative
from each CDQ group along with members from the State of Alas-
ka and Federal Government. The concerned parties are at the
present time successfully working toward democratic resolution of
the issues.

Yukon Delta Fisheries Development Association believes that the
CDQ regulation requiring that all of a group’s investments be fish-
eries related, be amended to allow for some investment in non-fish-
eries-related projects in region. Yukon Delta Fisheries Development
Association is in support of the North Pacific Council’s CDQ Policy
Committee recommendation of allowing up to $500,000 annually to
be spent on in-region non-fisheries-related projects. For Yukon
Delta, this is a very important amendment that is needed in this
regulation. With the collapse and closure of the salmon fishery on
the lower Yukon River, there are no fisheries-related projects in-re-
gion we can invest in properly. If we are to bring jobs to this region
we need a regulation amended to allow for other types of profitable
in-region investments.

Yukon Delta Fisheries Development Association would once
again like to emphasize the importance of this program to Western
Alaska, and recommend that any proposed changes as to regulation
be done at a local level through the North Pacific Fisheries Man-
agement Council.

Mr. Chairman, if I could continue for another 20 seconds. I come
from a village where the population’s—half the population’s below
the age of 19. There is nothing else out there for us to do. We are
willing to—we think this program is so important that we are will-
ing to suffer some discomfort in oversight to keep the program in
place. We don’t want to see the program disappear. That is how im-
portant that is to us. You know, what is left out there, for this
young population, what else do we have? We don’t want to stay on
welfare for the rest of our lives. It is just a very, very important
program. I just wanted to emphasize that. Thank you.

[The prepared statement of Mr. Alstrom follows:]

Statement of Ragnar Alstrom, Executive Director, Yukon Delta Fisheries
Development Association

Mr. Chairman:

My name is Ragnar Alstrom, I serve as Executive Director of the Yukon Delta
Fisheries Development Association. The Community Development Quota (CDQ)
Group representing the villages of Alakanuk, Emmonak, Grayling, Kotlik, Mountain
Village and Nunam Iqua at the mouth of the Yukon River. I am here to offer com-
ments on proposed legislation H.R. 553, the—Western Alaska Community Develop-
ment Quota Program Implementation Improvement Act of 2001”.

I would like to begin by emphasizing the importance of the Community Develop-
ment Quota program to the people I represent. The population of the Delta, which
according to the U.S. Census Bureau is the youngest in the United States, consists
of approximately 95% Yupik Eskimo or Athabascan Indian. The residents live large-
ly a subsistence hunting lifestyle. For the last 85 years the people of this region
have relied on a small commercial salmon fishery to supplement this subsistence
lifestyle. Beginning in 1998, and continuing to the present day, the salmon returns
to the Yukon River have collapsed. This has resulted in the complete closure of the
pr}r;mercial fishery in 2001 and severe restrictions being placed on the subsistence
ishery.
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The Federal and State governments have worked to alleviate hardships caused by
the loss of this small salmon based cash economy. Public works projects such as air-
port improvements, water and sewer projects, school renovations and other such
public projects have been undertaken in the region. Although these projects are
much needed and appreciated, there are only so many health clinics, headstart
schools and post offices that can be built in a village. We now see these government
projects winding down and very few projects slated for the future. Residents have
very few opportunities available to them in which to generate an income. The local
regional and village native corporations generate very few jobs in region.

The CDQ program through Yukon Delta Fisheries Development Association has
become the largest private resource for providing jobs and training to the residents
of its member villages. There is no other non governmental entity out there that
can provide the access to jobs and training that is being provided through the CDQ
program.

In regard to H.R. 553 Yukon Delta Fisheries Development Association offers the
following comments:

We are in support of primary oversight of the CDQ program to continue to be the
State of Alaska’s responsibility, including making the primary allocation rec-
ommendations, oversight of a group’s ongoing CDQ projects and approval of pro-
posed CDQ projects.

Yukon Delta Fisheries Development Association believes that when changes are
to be made as to oversight and regulation of the CDQ program, those changes
should be analyzed and approved by the North Pacific Fisheries Management Coun-
cil. Specifically, those changes should first be debated and formulated within the
North Pacific Fisheries Management Council’s CDQ Policy Committee prior to sub-
mitting to the Council.. To ensure input from all parties involved, the Committee
is made up of a representative from each CDQ group along with members from the
State of Alaska and Federal Government.. The concerned parties are at the present
time successfully working toward democratic resolution of the issues. Introduction
of H.R. 553 at this time would overrule the current process and be counter-
productive.

Yukon Delta Fisheries Development Association believes that the CDQ regula-
tions requiring that all of a group’s investments be “fisheries related” be amended
to allow for some investment in “non fisheries related” projects in region. Yukon
Delta Fisheries Development Association is in support of the North Pacific Council’s
CDQ Policy Committee recommendation of allowing up to $500,000 annually to be
spent on in region “non fisheries” related projects. For Yukon Delta Fisheries Devel-
opment Association this is a very important amendment that is needed in this regu-
lation. With the collapse and closure of the salmon fishery on the Lower Yukon
River there are no “fisheries related” projects in region we can invest in profitably.
If we are to bring jobs to this region we need the regulation amended to allow for
other types of profitable in region investments.

In conclusion, Yukon Delta Fisheries Development Association would once again
like to emphasize the importance of this program to Western Alaska and rec-
ommend that any proposed changes as to regulation be done at a local level through
the North Pacific Fisheries Management Council.

Mr. YOUNG. Thank you. And I thank the panel.

Patience, you brought up something that is interesting. You men-
tioned the fact that maybe it is time we pattern this after the Alas-
ka Native Land Claims Act and the corporations. And this if for
the whole panel. And it goes back to the oversight. What if we set
up it up where there is—under that act itself, the nonprofits, the
profits and the regional all are audited at least once a year by an
independent auditing group. You know, that is the way it works.
And then that is reported, and if we find out something wrong,
well, then the oversight takes place. Would that work? And go back
to the oversight problem. And by the way, I don’t object to the
State oversight. I object to how they have overseen. That is my ob-
jection. I want you to know that. I am not necessarily happy about
giving it to the Federal Government. You know how I feel about
that.
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But I think all of you—and I mentioned this yesterday to you in
my office—that you ought to sit down and make some recommenda-
tions what the State can be allowed to do and what you don’t want
it to do if it is not done by the Council’s Committee. And if the
Council doesn’t accept what the Committee recommends, then I
need those recommendations. As I told you yesterday, we are going
to proceed in a very nice steady pace, parallel to what occurs by
the Council and the Subcommittee and what agreements you can
come to, so that we don’t all of a sudden wake up 2 years from now
and say nothing has changed.

So I want to know, what would be wrong with the idea of just
an audit, period, and let you go about as most all the village cor-
porations have done? And although some have failed, some have
been quite successful. And the regional corporations, some have
been very successful, some some successful, and very frankly, only
one or two are really in bad shape right now. What would be wrong
with a system like that?

Ms. MERCULIEF. Nothing that I can see. I think that is what we
would prefer, just to be on a system where we have limited over-
sight and an annual audit. So we are in support of a system like
that.

Mr. YOUNG. It was just handed to me by my staff, that ANCSA
says that they can pay dividends. I am not asking you to pay divi-
dends. I think that part of the program is to reinvest and to build
for infrastructure and that type thing.

Robin, go ahead.

Mr. SAMUELSEN. Thank you, Mr. Chairman. I think the CDQ
Program is a performance-based program versus ANCSA. In my re-
gion, I think we have surpassed the employment of the ANCSA cor-
porations, and we have only been in existence 9 years. Because the
program says it has go to be community based, you need to employ
people, both in-region and outside the region. You need to train
people. And, you know, although we had grand conjures that that
is what ANCSA was going to do, by and large it didn’t do it.

Mr. YouNG. With all due respect, Robin, it has done it in some
areas. It may not have been in other areas, but that is the fault
of the corporation itself, I mean, as you know. I mean, you can
change that I believe. Yes.

Mr. SAMUELSEN. The difference is, is that CDQ groups represent
six geographical areas, and because of the oversight, because it is
performance based, you are having, in all areas you are having em-
ployment, you are having upward mobility training, and economic
development in all communities that are represented by the CDQ
Program.

Mr. YouNG. All right. Ragnar, I go back to a comment you made.
$500,000 invested outside fisheries, again I ask you and the rest
of the panel, why should one shoe fit all? Because Morgen has said
that is not enough, and I hope you understand, he is right. If you
have got 20 villages, and you—how many villages do you have?

Mr. ALSTROM. Mr. Chairman, I have six villages representing
3,500 people.

Mr. YOUNG. But if you take the recommendation of $500,000 out-
side investment other than fisheries, $500,000 and six villages,
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amounts to about $125,000. In his area it would amount to—how
much is that? $20,000 approximately.

Mr. ALsTROM. Mr. Chairman?

Mr. YOUNG. Yes?

Mr. ALSTROM. It was a political decision. We actually, Yukon had
supported a larger amount. This is the amount—we wanted to—the
point was we wanted—I don’t think we want it fully blown open,
but we wanted an amount to invest in profitable non-fisheries-re-
lated projects in region.

Mr. YOUNG. Now, again, we had this discussion yesterday. What
is wrong with eliminating the cap at all, having no cap at all?
Gene?

Mr. ASICKSIK. I have no problem with removing the cap. In fact,
I proposed it at the CDQ Policy Committee, and made a motion,
and I lost on a 4-4 split or 6-6 split decision made by the Chairman
to go the other way.

So I believe that it should be up to the CDQ groups and their
board of directors to determine and submit it. You know, I wouldn’t
mind submitting it to the state that this is what we would like to
do on a non-fisheries-related project. I am not asking for a free-for-
all, but if we at NSEDC and the board of directors feel that they
need to do something in a community, they should not be ham-
pered by a $500,000 cap. We might want to develop a new fishery
in one of our communities that might require more than 500,000.
As you well know, processing fish costs—I mean, you are going to
incur safe water and other issues. We are under construction of a
brand new plant in Nome, Alaska right now, and we have been ap-
proached by Nome Joint Utilities that maybe the amount of crab
shells that will be discharging into their sewer system might be too
much for the system that Nome has. So we are faced with putting
in a line with a grinder. That is going to have to—or shuttling crab
waste and halibut waste out to the ocean. If we had known earlier
that—although we do have copies that they were going to allow it,
but now it might be too much—that is something we are going to
have to look at. And then with that, we have to probably go back
with some substantial amendment to construct this line or to pur-
chase the grinder.

Mr. YOUNG. Would anyone else like to comment on that? Because
to me, this is one of the crucial points. You are not all the same.
One has six groups. One has 20 groups. One is a larger percentage,
a different flow. And what bothers me, when there is no sort of
flexibility in the State on oversight, on taking the differences, I
don’t think they can properly oversee your groups, because I don’t
think they have the perspective of what you are trying to do. I was
hoping to ask Mr. Bush, and later on I may ask him, how large
a turnover you have in the oversight group of the CDQs. But I will
get to him later. I will send that question to him.

Go ahead, Larry.

Mr. COTTER. Mr. Chairman, in the beginning it was the North
Pacific Council that limited CDQ investments to fishery-related
projects.

Mr. YOUNG. That was a regulation from the Council, correct?

Mr. COTTER. Yes, sir. And the reason for that, the program was
controversial as it was being adopted. You know, we had to force
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it through. There was concern from the industry, that they were
saying, “We are giving up fish, so we want to make sure that the
revenues derived from this program are going to be used to help
these communities and these residents participate in the fishing in-
dustry.” And that is how that happened.

And I do not dispute at all that the world has changed, and it
is appropriate now for the communities to be able to invest outside
of the fishing industry. Realistically, there is no other opportunity
in many locations for communities in Western Alaska to develop if
they don’t find something other than fisheries.

The only concern that we have from our group is that if the pro-
gram is modified so non-fishery-related investments are allowed,
what happens to those of us who still have substantial fishery de-
velopment activity to fund and develop? Under the current alloca-
tion formula, we could continue to lose allocations, and those reve-
nues, those royalties, would flow to other communities and other
regions to develop non-fishery-related projects. And so we end up
sacrificing our fishery development opportunities for those who
have non-fishery-development opportunities. And that would be
fine for us if we have a fair and equitable allocation that allows us
to move forward in the future and realistically develop our commu-
nities.

In the absence of that, it is very difficult for us to be able to sup-
port it.

Mr. YOUNG. What if we based it—and I want you all—what if we
based the amount of money on the revenue generated from the
fisheries activities, base it on a percentage as far as outside invest-
ment? Anybody got a comment on it? Robin?

Mr. SAMUELSEN. Thank you, Mr. Chairman. I believe the Coun-
cil, Mr. Chairman, is looking at allowing a percentage of the alloca-
tion, of your pollock allocation, or up to $500,000, is one of the op-
tions. There was proposals and recommendations by the Committee
for that. There was support for that. There was also dissension
within the Committee, the CDQ Policy Committee, that wanted it
at a million. I think we have got to be very careful here, Mr. Chair-
man, that we are not opening Pandora’s Box. As you well know,
that the legislature funding in Alaska, I think would like to have
the CDQ groups pay for everything, roads, airports, you-name-it.

The State has a responsibility in our communities to provide cer-
tain services, and you know, the CDQ Program came along, and we
are filling a niche that has been always void in our villages. And
I want to caution you, Mr. Chairman, that we don’t create a quasi-
social welfare program aiding the State of Alaska and alleviating
duties that the State of Alaska should be providing to our commu-
nities.

Mr. YouNG. Well, Robin, along those lines, what if we write in
this legislation that that can’t occur? I don’t believe they can do
that anyway, although the legislature is going to try to do it, but
that is one of my running battles is reapportionment. Unfortu-
nately, the villages in this group are going to be less represented
than you were in the past, as you know. That is because of the pop-
ulation growth. But we might want to look at whether we can—
I will have to have staff look—whether that is a possibility, that
none of these monies are to replace any State requirement and the
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responsibility of the State to take service for the good of the com-
munities. And I don’t think—I absolutely agree with you, I don’t
think that should be the—you should not be the funder of some-
thing the State should be doing, as they are doing in Anchorage,
Fairbanks, and Juneau and Petersburg and wherever it may be.

But I understand your concern, and I would have the same con-
cern, but I think if we do something, we possibly can address that
issue. I believe we appreciate it.

Patience?

Ms. MERCULIEF. On the issue we were talking about, our con-
cern, our communities’ concern is our ability—we are still devel-
oping our fisheries infrastructure, and our allocation was cut from
10 percent to 4 percent, and it really limits our ability to continue
to develop our fishing infrastructure. We have Icicle Seafoods, who
wants to come into the harbor, but we need to dredge so we can
have them there, so they can do the processing of pollock and cod
and other flatfish. And although our halibut fishery is a success,
the people can’t launch their boats without the use of a crane, and
if those cranes break down, they have no way to get their boats in
and out of the water, because we don’t have a launching ramp that
is adequate.

So while we recognize that other groups need and want to ex-
pand into other areas, we are—boy, we would like some of that
extra money around to develop non-fisheries-related activities, but
we are not there yet. We are still working on developing our fish-
eries-related infrastructure.

Mr. YouNG. When did you go from 10 to 4, or was that a slow
process?

Ms. MERCULIEF. It went from, I believe 10 to 7, down to 4, and
then back up to 5 last year, and then back down to 4 this year.

Mr. YOUNG. And this is the reason I asked Mr. Bush, how can
you invest with that bouncing up and down of the quotas? And I
know we have got two big quota holders here or three big quota
holders, but what happens to the rest of you if it goes up and
down? I don’t know how—even you guy have got to be worried
about this. I mean, what do they base the cut on?

Ms. MERCULIEF. That is an area of great confusion to us, because
we haven’t been able to identify specific criteria for the reasons we
were cut so drastically. I mean, over 50 percent of our revenue was
cut, you know, 10 percent to 4 percent on pollock.

Mr. YOUNG. Okay. This is all pollock, right?

Ms. MERCULIEF. Yes.

Mr. YouNG. All pollock. Now, again, what if we wrote into this
legislation a criteria for cutting and increasing instead of leaving
it to the discretion of the State?

Ms. MERCULIEF. I think that is needed. I think we would all sup-
port that.

Mr. YOUNG. Anybody else have a comment on that, anybody? Go
ahead. I know you were looking there. I can always tell when you
have something to say.

Mr. SAMUELSEN. Thank you, Mr. Chairman. I have a comment
on everything.

[Laughter.]

Mr. YouNG. We know. Go ahead.



125

Mr. SAMUELSEN. I think, Mr. Chairman, that, you know, we have
all seen our allocations fluctuate, and as Chairman, I think it is
your prerogative that you—I don’t know the rules down here, but
you may be always to call the State NMFS back up. There is rea-
sons why that happened. And I don’t want to get into that arena
because that isn’t my area of expertise.

Mr. YOUNG. I won’t have them up for the Committee again, but
I am going to have the questions answered. That is part of this pro-
gram. You know, I am deeply concerned because I, as a person that
used to try to run a business, I just don’t know how any of you can
sit down and plan an investment, increase your fishing capability.
How you can do that when you are at the will and the whim of two
government agencies that can cut your quota.

See, again, I am rambling. I will go on with my questions. This
still smacks to me as the BIA, the big father, and I just really have
great respect for what has been done in the State of Alaska by the
Alaskan Native people. We have some horror stories. But that Na-
tional Native Lands Act is also a success story. And it was my in-
tent, when we introduced this legislation, when we work with this
legislation with Harold Sparck, that we would have an economic
base in the villages. And I want to stress “economic base” derived
from a renewable resource, not an expendable resource, a renew-
able resource. Of course, there is a lot of salmon price dropped, as
you know. Lord help us, I don’t know what we are ever going to
do with that again. Maybe we all ought to go in the sport fishing
business and make some money. But we didn’t know that was
going to happen.

If I had my way—and I will say this publicly—if I had my way,
I would like to see this group at this table own all the Bering Sea
fisheries. I have never understood why it has to come out of an-
other state. I think it would be extremely important to give that
area of Alaska, which is impoverished, a tremendous economic
boost and development, because you would have money to develop
it.

Larry, you had something to say there. I am sorry. I get to ram-
bling on this issue.

Mr. COoTTER. Well, Mr. Chairman, I was going to comment on the
allocation issue. And the problem is that it is so complicated and
so murky, that I don’t think any of us really understand what
takes place. There are criteria, but we don’t know how those cri-
teria are applied. We don’t know whether there is special weight
given to one criteria over another. We don’t have annual meetings
with the State where they give us a report card and tell us, “You
are doing good” or “You are doing bad,” or “We think you ought to
improve here or there.” We move forward with our projects. We
have an hour and a half meeting with the State, mostly where we
say what we are doing during the allocation process, and then the
State goes and makes a recommendation.

When the State publishes its findings, justifying its recommenda-
tion, the information provided is so subjective that it is impossible
to determine whether or not apples to apples are being compared
or it is apples to oranges.

So under the existing process, I think it is virtually impossible
for any group to move forward from one allocation cycle to the next
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with any sense of certainty that they are going to be able to main-
tain their allocation. And that just simply is not going to work for
the future. We have got to get a better system where there is some
certainty and some reliability. Otherwise, groups are going to expe-
rience some very significant problems with their investments and
with the banks, and with their program overall.

Mr. YOUNG. Let me follow that, Larry. Why should the State be
involved in at all; why not let the Council do it?

Mr. CorTER. Well, Mr. Chairman, I think in the beginning—
again, in the beginning, the Council didn’t want to be involved in
the process, because I think it—

Mr. YOUNG. Chicken Little.

Mr. COTTER. —that it was going to be very political.

I am not sure that they want to be involved in it now. And my
contention is that, really, nobody should be involved in it. Some
type of formula should be developed and applied to the six groups,
and that should be put into law, that says each group gets this
amount, and that is it. And we move forward into the future know-
ing what we are going to have.

Now, the argument against that is that the program allocation
should be based on performance. And that is well and good, but
that was more important before than it is important now. Each of
the groups have different investments. Some of them are working
out, some of them aren’t working out. Resources go up and down.
A crab investment 3 years ago may have made a lot of sense.
Today it is losing money. Let us just get the allocations—

Mr. YOUNG. Let me interrupt you. Is there a criteria? Robin, is
there a criteria?

Mr. SAMUELSEN. Thank you, Mr. Chairman. In the record there
is a draft issues and alternatives for CDQ policy analysis.

Mr. YOUNG. That is coming out of the Committee. There is no cri-
teria now by the State. They issue quotas based upon the will and
the whim of how they feel that day.

Mr. SAMUELSEN. No, Mr. Chairman. There is allocation criteria.

Ms. MERCULIEF. Like the lady mentioned earlier, in the Natural
Resources study, the State has 21 different listed criteria, but we
don’t know how they are weighted, or which criteria—

Mr. YOUNG. There is nothing—what I am going to get to from the
State—and that is one of the question I am going to submit to
them—is why they based the increase or decrease of quotas for dif-
ferent groups, and what criteria did they use, and was it uniform?
See, because I—this to me looks like somebody possibly could be
playing, as I mentioned before, God, and that affects your lives,
and I think it affects the integrity of this organization. And what
I am looking for is a way to keep somebody from playing that role.
If anybody wants to play it, I do. And I will guarantee it, it is not
going to be, it will be the devil. But I am just saying, somewhere
there has to be, Larry, Gene, Morgen, Patience, Robin, everybody
has to be treated equal as far as the criteria goes. It cannot be dif-
ferent. In fact, I am surprised that someone hasn’t raised this ques-
tii)ln in court before, because there has to be some difference some-
where.

Gene? By the way, I have got another question to ask you, Gene.
Go ahead.



127

Mr. ASICKSIK. Yes. I think what is being missed here is the other
allocations. You know, when you see a decrease in your allocation,
or an increase—in my case, I got an increase, but I seen a decrease
in all other species—the decrease that we seen, it became harder
or sometimes, in some cases, not feasible for us to go after a tar-
geted species. So there is other allocations that have affected us,
and I think everybody is just mainly looking at the pollock alloca-
tions, and yes, pollock is 80 percent of all six groups’ revenues. And
crab was mentioned earlier, that crab was a big issue sometime
ago, but now it is not. I mean it was a revenue generator, but now
it is not. And in some groups can be a money loser. This year,
hopefully, it will rebound and they can start making money again.

So there are other allocations. Sometimes there is no rationale or
no explanation of why you have got increased in rock sole or yel-
%{owﬁn sole, but you don’t have enough skates to go after it, you

now.

Mr. YOUNG. Now, along those lines again—I don’t want to get in
the allocation program, but it always intrigues me. We are fighting
over a 10 percent of halibut allocation, right?

Mr. COTTER. Pollock.

Mr. YouNG. Pollock, excuse me, pollock. And the rest are 7-1/2
for halibut, and 7-1/2 for yellowfin?

Mr. COTTER. All other groundfish.

Mr. YOUNG. All other groundfish.

Mr. ASICKSIK. Yes.

Mr. YOUNG. I am just running this through my mind now. What
would happen—you know, I think we ought to concentrate on an-
other effort to raise that 10 percent to 15 percent and the 7-1/2 to
10. And then—and spread it around a little bit, guys. That is some-
thing I think because we even—my goal is really to have the con-
trolling force in the Bering Sea, but that is something we can talk
about later.

Eugene, has your group ever had a project or investment rejected
by the State?

Mr. Asicksik. Well, early on we had submitted a proposal to pur-
chase a long liner back in 1993 or '94. And we were told that we
could not invest into it 100 percent, that we had to go to our har-
vesting partner, which is Glacier Fish Company, and see if they
would be interested, and that Glacier would have to own 51 percent
and NSEDC—

Mr. YouNG. What was the reason for that? What reason did they
give you?

Mr. AsiCKsIK. That we didn’t have the expertise and the knowl-
edge of owning a vessel, and that we didn’t have the skippers or,
just the expertise.

Mr. YOUNG. But see, that was a decision made by an outside
force about a business community that is really operated by board
members within your organization. Now, that is the thing I object
to. I mean, what right do they have to tell you to do that? Do you
think they had that right to do that?

Mr. AsicksiK. Well, they are the oversight, and they are still cur-
rently the oversight, so we did go back to Glacier Fish Company,
and Glacier did agree and meet with the State, that they would
participate in purchasing.
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Mr. YOUNG. But they are mini managing your group.

Mr. ASICKSIK. Yes, or—

Mr. YOUNG. And this is something that I am very, very frus-
trated about.

The State’s criteria, Larry, that is used to allocate six groups has
been characterized as inconsistent and difficult to evaluate when
the allocations are made every year or every 2 years. Doesn’t that
leave you, as I said, vulnerable again to the whims of the State?

Mr. COTTER. Absolutely, Mr. Chairman. It is no secret that
APICDA has the smallest population of all of the CDQ groups.
Quite frankly, we are between 2 and 3 percent of the total popu-
lation. So from a perspective of a lot of groups, our population
should mean that we should get a very low allocation. What that
has to do with the allocation process, we initially received 18 per-
cent of the pollock CDQ allocation. The State reduced us to 16 per-
cent a few years later, and explained to the North Pacific Council
that the reason they made the reduction was because of population.
They then came back last year, and they reduced us by another 2
percent, down to 14 percent. They told us in private that that was
based on population. We then challenged the process, and then the
State changed its opinion and said that it was based on perform-
ance.

In their letter to NMFS, describing performance, they made
statements such as we have—APICDA has—the fifth highest ad-
ministrative cost, for example, of any of the six groups. Well, they
didn’t say whether we were too high or too low. They didn’t provide
any information about whether or not that was justifiable or not.
In fact, we have 17 subsidiary corporations, and probably have far
more hands-on costs incurred in managing personnel, et cetera,
then the other groups, so that might be good.

They had a bunch of criteria like that, or statements, that al-
lows—makes it impossible for you to know how you compare
against other groups.

We are very concerned that next year when we go through this
allocation process again, that we are going to get cut primarily be-
cause of population or other factors, and that is why, Mr. Chair-
man, we filed suit against the State and National Marine Fisheries
Service, over the allocation process.

Mr. YOUNG. Have you had any indication they are going to be
punishing you for that suit?

Mr. COTTER. I don’t believe that is going to happen, Mr. Chair-
man.

Mr. YOUNG. Well, what about 150 pounds of fish, over fishing.

Mr. CoTrTER. Well, it was 1,400 pounds, Mr. Chairman, of crab
and—

Mr. YOUNG. That is about as many fish as Robin lost yesterday
and didn’t get shipped down to me.

[Laughter.]

Mr. CoTTER. Mr. Chairman, you know, Mr. Bush responded to
me very rapidly after our press release on those charges, and as-
sured me that the State, the CDQ team was not involved in that,
and I believed him.

Mr. YOUNG. Is there any other comments, Eugene?
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Mr. ASICKSIK. Yes. I would like to go back to that non-fisheries-
related investments. I think that NSEDC’s position was that we
just don’t want to go out there and invest in something that, you
know, a vocal board member wants, you know. What we would like
is the flexibility—in our region, you know, we would probably be
competing against individuals in a community for teacher housing,
but we do have communities that have a very—varying needs of
teacher housing, and I look at that as an investment. I look at it
as when I was living in Shaktoolik, personally, I considered build-
ing a 4-plex and leasing it to the school district. The State will not
build housing for its teachers or for the troopers or for doctors. But
the State will provide funds for renting. And they are—I think it
was Robin mentioned it earlier, that, you know, we CDQ groups
have suppressed some of our village corporations, and we do have
revenues that we can invest into a 4-plex or a duplex, triplex or
6-plex, and provide housing and, you know, create, or get a agree-
ment with the school district, to where teachers—yes, we might
compete with private individuals, but I believe if you provide hous-
ing and if you have got adequate housing, you are going to entice
more teachers and better teachers to come into the region, so you
are going to have a longer longevity and eventually you will have
a better-educated youth and a better community overall. There are
communities that the school district would have to try and ren-
ovate a house. You know, in some communities I heard that there
is no floor, so they have to build a floor in there. So you would save
your school district some funds.

Another personal thing that I look at is why does Unakleet have
a airport—I mean a facility that when you land there, you could
actually come out of the weather? You could build something at
these airports. If you want to call them hangars, Shaktoolik has—
I am just using Shaktoolik, my home town—we have five different
airlines coming in every day. Surely these airlines can get together
and lease a facility to where someone can make some money, and
you would have less produce frozen, you would have a place for
people to warm up. You know, the new airport that is under con-
struction is a mile further than the old one, and we are known for
our winds. But I see that as a business opportunity that NSEDC
could get involved in and build, not just in my community, but
there are 14 other communities—well, if you exclude Nome and
Unakleet, there is no other community in our region that has a fa-
cility where people can come into that community to get out of the
weather, especially during the—

Mr. YOUNG. Well, Gene, I happen to agree with all of you in the
sense that—the big dish—I never thought this program was for
just fisheries related, because it says community development, and
development has got a broad spectrum, and I think that should be
up to the board and the group to decide what they are going to do
to develop that community, and if they have the money derived
from a renewable resource, there ought to be some latitude, and I
hope we will get to that.

I have one last question. How does the performance for a CDQ
group invested in fisheries, that employs a large number of people,
but loses money? How does that—does anybody know how your
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performance can be determined? Is that good or bad? You are los-
ing money, but you are employing people. Robin?

Mr. SAMUELSEN. Thank you, Mr. Chairman. I think that—I will
use BBEDC as an example. Our salmon runs are crashing. Our
markets are drying up.

Mr. YOUNG. But this has nothing to do with CDQs.

Mr. SAMUELSEN. Yes. Last year BBEDC made a substantial in-
vestment in the salmon industry, and we lost a substantial amount
of money on that investment last year because of probably 25 per-
cent management and 70 percent market conditions, with the ad-
vent of farmed salmon flooding the market.

Mr. Chairman, there is nothing in our regions to invest in but
salmon. So we fail last year. Is the State going to penalize us? Are
the councils going to penalize us? No, they are not.

Mr. YOUNG. Are you sure of that?

Mr. SAMUELSEN. I am positive of that.

Mr. YOUNG. I want you to remember that if they cut your quota
by about 4 percent.

Mr. SAMUELSEN. That is right. They are not going to let us con-
tinue losing that kind of money. They are going to make us rede-
sign a program and take another look at it, and that is what my
board is going through in September of this year. We are going to
take another look at it and try to figure it out, how to develop a
niche market. But we haven’t been threatened since the advent of
the CDQ Program, about if you lose money, we are going to cut
your quota.

Mr. COTTER. Mr. Chairman?

Mr. YOUNG. Yes, sir.

Mr. COTTER. Just the opposite side of that coin was we also in-
vested in a salmon processing facility last year, and opened it in
False Pass, and we lost a substantial amount of money. And part
of the justification that the State used in their findings for reduc-
ing our allocation, was that we had poor economic performance in
that operation, whereas two other groups had good—had successful
operations in salmon, without, of course, describing what successful
means. Did they lose less money or make money? But, yes, the
State does apply that criteria at least differently between groups.

Mr. YOUNG. Well, see, this is what I am going to get at, and Mr.
Bush is going to get these questions. If he is in the audience, I
want him to understand, I want a set rule of criteria applied equal-
ly to everyone. It is not correct to penalize one person for doing one
thing and reward the other one for the other thing. And that is
what causes dissension amongst this group. A uniform set of rules
that you can follow and know where you are going to go is crucially
important if you have a future in planning your investment and
how you are going to handle it.

And like I say, I am amazed that you have been able to have the
success you have had with that type of oversight conduct, and how
you have been able to plan anything. You know, it amazes me im-
mensely.

I have another meeting. This has been going on from 11 to 1:30.
And I want to thank all of you, and as I mentioned to you yester-
day, this is not a hostile position on my part, and I hope not on
your part. I am trying to make sure this program continues to
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grow, and I hope it grows, and I will work to try to get further al-
lotments if possible, further amounts of fish in every arena so you
can grow.

Again, as you leave this meeting room and you go back to your
hotels or you fly to Alaska—and God bless you when you go back;
I will see you there in August—try to think about what can we do
together collectively, because you are small in number, remember
that. There is three of us down here, only one Chairman left, and
we have an opportunity this next year—this year or next year, to
renew the Magnuson Act, and this is going to be one of linchpins
of the Magnuson Act, is how the CDQ Program works and where
we are going to go in the future.

I want to thank each one of you for being in the room and for
the audience in participating. This meeting is adjourned.

[Whereupon, at 1:27 p.m., the Subcommittee meeting was

adjourned.]
O
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