State of California

Memorandum

Date: April 25, 2007

To: John Carlson, Jr.
Executive Directar
Fish and Game Commission

From: L. RYAN BRODDRICK, Director
Department of Fish and Game

subject. Estimate of Commercial Fishing Costs vs. Revenues

In past months, representatives of the marine recreational fishing industry have
requested the Commission examine the Department's compliance with the directive
contained in Fish and Game Code Section 711. This statute specifies that “The costs of
commercial fishing programs shall be provided out of revenues from commercial fishing
taxes, license fees, and other revenues...” These requesis have come to the
Commission at meetings of the Marine Resources Committee, under the public forum
agenda item at Commission meetings, and in discussions surrounding commercial
squid and halibut permit fees.

in response to these requests, the Commission has asked the Department to provide an
estimate of all its current expenditures on commercial fishery monitoring, management,
enforcement and assessment programs. Scrutinizing commercial costs on a
Department-wide basis is also consistent with the Department's heightened efforts to
maintain transparency regarding its budgeting and accounting practices.

The Department’s summary of the best available information regarding both costs and
revenues follows for all commercial fishing activities in California, as well as important
information regarding the limited authority the Commission presently has to collect
revenue from commercial fishing operations.

In considering compliance with Section 711, the Commission has indicated its intent to
address commercial permit fees in a comprehensive manner, rather than piecemeal, so
that no one commercial fishery is seemingly “singled out” and financially scrutinized
while other fisheries are not held o similar standards.

However, several of the commercial fishery permit fees were established by the
Legislature over a period of many years. About 90 percent of the commercial licenses
and permits presently issued by the Department have fees that were established by



statute. These fees remain under Legislative authority, even though in some cases the
Commission has been subsequently granted partial or total management authority over
the fishery. Additionally, since the Legisiature retains exclusive authority for establishing

or adjusting landings tax rates, the Commission does not have ability to use itas a
mechanism to generate additional funding.

Therefore, while the Commission may wish to address the commercial permit fee issue
comprehensively in recognition of Section 711, to do so, action from the Legislature

itself would be required.

Landings Tax Revenues

As specified in Fish and Game Code Section 8051, last amended in 1993, taxes on fish
commercially landed in California range between 0.13 cents per pound and 5 cents per
pound, depending on the species.

In 2005, the Department received approximately $1.13 million in landings tax revenues
from all commercial fisheries, as itemized below. The total ex-vessel vaiue of all
California commercial fisheries was approximately $109 million in 2005, meaning that
tax revenues received by the Department equal about one percent of the total ex-vessel

value,

2005 Tax and Revenue Statistics, by Fishery

Tax Rate Pounds Tax Average Price Ex-Vessel

Species Per Pound Landed Generated Paid Per Pound- Value-

Sardines $0.0063 76,168,401 $479,867 $0.04 $3,141,606
Squid $0.0019 122,832,213 $233,381 $0.26 $31,453,243
Salmon 30.05 4,328,160 $216,408 $2.97 $12 840,558
Anchovies $0.0013 24,850,453 $32,046 $0.04 $1,091,759
Groundfish $0.0013 22,668,334 $29,469 $0.61 313,739,679
Pink Shrimp $0.0125 1,893,913 $23,874 $0.49 $925,203
Dungeness Crab  30.0019 10,876,287 520,665 $1.68 $18,257,418
Sea Urchin $0.0013 11,304,565 $14,696 $0.54 $6,156,478
Halibut $0.0125 924,838 311,560 $3.11 $2,873,163
Mackerel $0.0013 7,591,053 $9,868 $0.08 $591,920
Lobster $0.0125 762,420 $9,530 $7.95 $6,059,842
Heriing $0.0125 781,476 $9,768 30.11 $86,109
Swordfish $0.0125 451,312 35,641 $4.21 31,888,215
Spot Prawn $0.0125 272,449 $3,406 $10.45 $2,845,806
Rock Crab $0.0019 1,064,849 32,023 $1.24 $1.316,674
Sea Cucumber $0.0013 576,662 $750 51.15 $663,588

$0.0013 1o

Other $0.0125 8,387,736 $26,828 $0.80 $6,101,860
Total 293,536,122 §$1,129,582 $109,044,021

*This is the price per pound paid directly to fishermen for their catch; not the retail price
** This is the total paid to all fishemmen; not the retail vaiue



The 2005 landing tax and ex-vessel revenue statistics are consistent with trends over
the past decade. For complete commercial fisheries tax and revenue statistics for 1996
through 2005, see Tables inserted at the end of the document.

Commercial License and Permit Revenues

At this time, license and permit fees paid by fishermen are the only commercial fishing
revenues that come to the Department originating from regulations established by the
Commission.

For the 2005/2006 permit year, the Depariment received approximately $3.68 million in
total revenue from the sale of 65 different licenses, permits, stamps, and late fees.
Complete historical sales and revenue statistics back to 1970 may be found at:
hitp:/fiwww . dfg.ca.gov/licensing/statistics/statistics.himl.

A breakdown of the revenue generated in the 2005-2008 fishing season from the sale of
each of these items is provided below, along with the 2007-2008 fees and the number
of each item sold. Since the 2005-2006 license year, pursuant to Fish and Game Code
Section 713, permit fees are modified annually to account for cost of fiving adjustments,
allowing fees to keep pace with inflation. /It is critical fo note that while the Commission
has authority fo set some permit fees, there are many fees that are statutorily created.
The fees for the permits the Commission has authority to adjust are highlighted in the
table below. Therefore, while the Commission has expressed an intention to address ali
commercial fisheries in a single fee adjustment exercise, there are many permit types
with estabiished fees that the Commission does not have the authority to change.

in the 2005-2006 season, the highlighted permits and other items below where the
Commission has authority to establish or modify fees account for only a small portion of
the total. Permits where the Legistature has established or retains the authority o set
the fee accounts for about 18,000 of the approximately 20,000 items issued (90
percent). The fees brought in by the Legislature amount to over $3 million of the $3.68
million in revenue brought in from the sale of all licenses and permits.

ercial its, Li and S s 2006-2008

?—!glzgz?= fees for 5.&%3;'2& CoTn%scsigﬁaessauthoﬁty faf:t’;%'%r M Numbers 2005-2006

or madify) Permit Fee* Sold* Revenues*
1 { COMM FISHING LICENSE (R) , $108.25 5953 $574,465
2 | COMM FISHING LICENSE (NR) $324.00 771 $223,012
3 | COMM BOAT REGISTRATION (R) $284.00 3204 $813,015
4 | COMM BOAT REGISTRATION (NR) $852.25 290 $220,763
5| COMM PASSENGER FISHING VESSEL $284.00 451 $114,.441
6 | COMM AIRCRAFT REGISTRATION $227.25 10 $2,030
7 | COMM SALMON STAMP $85.00 1697 $377,583
8 | JOHN DOE SALMON STAMP $85.00 299 $66,528
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CRAYFISH PERMIT

FISH LANDED OUTSIDE CALIFORNIA
GHOST SHRIMP PERMIT

GOLDEN & RIDGEBACK PRAWN PERMIT
INLAND/FRESHWATER FISH

LCBSTER CREWMEMBER PERMIT
MARINE AQUARIA COLLECTOR
NORTHERN ROCK CRAB TRAP PERMIT
SEA URCHIN CREWMEMBER PERMIT
SOUTHERN PINK SHRIMP TRAWL PERMIT
SWORDFISH PERMIT

TANNER CRAB TRAP VESSEL PERMIT
TIDAL INVERTEBRATE PERMIT

TRAP PERMIT

TOTAL

$34.00
$17.00
$34.00
$34.00
$34.00
$142.25
$375.00
$28C.00
-$34.00
334.00
3375.00
$10,656.00
$34.00
$36.75

Highlight = fees for which the Commission has authority to establish or modify
* The 2005-2006 revenues do not match the product of the permit fee and the number of itams sold because the 2007-2008 peimit
fee is depicted in the table rathar than the fee charged for the 2005-2006 season. The 2005-2006 season is the Jast for which
complete licensing information is available.
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31,739
$946
318,796
$3,350
$7.750
$4.240
$1,068
$19,095

39,669
$23,430

$3,680,463

Trends in Commercial Revenues Paid to the Department (Taxes + Permit Fees)

Total Commercial Revenue, 1996-2005

$5,5608,635
$5,349 180
$5,428 502
$5,781,353
$£,842170
$5,090,585
$4,665,756
$4,398,845
$4,997,108

License/ Landings Tax Total Commercial
Permit Fees Revenue Revenue

1996 $3,914,011 $1,594,624

1997 $3,390,456 $1,958,724

1998 $4,326,105 $1,102,397

1999 $3,884,215 $1,797,138

2000 $3,892,080 $1,950,080

2001 $3,504,689 $1,585,907

2002 $2,949,615 $1,7086,141

2003 33,119,537 $1,279,408

2004 $3,614,293 $1,382,815

2005 $3,681,413 $1,129,582

$4,810,995



Commercial Fishery Revenues Paid to the Department
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Tax revenues and permit fees paid to the Department have declined approximately 16.7 percent over the past decade in actual
dollar amounts; not adjusting for inflation, Meanwhile, over the same time period, the California Consumer Price Index increased
29.0 percent.



Commercial Ex-Vessel Value vs. Revenue to DFG
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Although the total commercial revenues paid to the Department in taxes and fees have declined in terms of real dollars, the percent
of the ex-vessel revenue paid to the Department has increased over the past decade. in 1896, revenues paid to the Depariment
comprised about 3.2 percent of the ex-vessel revenue, In 2005, the percentage increased to about 4.4 percent. Ex-vessel revenue
produced in all California commercial fisheries declined fram over $174 million in 19986 to about $109 million in 2005, without
inflationary adjustments.

Analysis of the Department’'s Commercial Costs

As shown in the table below, estimated Department expenditures for all commercial
fishing activities total at least $22,311,000. Each line item below corresponds to a
Department division, Branch, Region or other function that reported commercial costs.

Specific Tasks, Services Provided, or Equipment Annual Cost
Estimate

1. Commercial Fisheries Enforcement — Annual estimated operating expenses for | $12,309,000
personnel, large boats, small boats, aircraft, forensics, computers and other
operational costs. Personnel cost estimates include 54 officer positions and
approximately 120,000 hours spent annually on commercial enforcement activities
which include ai-sea, dockside and land-based patrol efforts and administrative costs
associated with criminal justice proceedings. Operational costs include officer
training, hiring, facilities and infrastructure. Equipment cost estimates are based on
the annual average replacement costs or the annual depreciation costs. NOTE: The




annual enforcement cost estimate provided here does not include significantly
increased commerciai fisheries enforcement costs that will result from
implementation of the Marine Life Protection Act in 2007 and beyond.

2. Marine Region - Personnel, operating/equipment costs, contracts and support
services. Costs inciude sataries and benefits for 62.2 fuiltime employees invoived in
research, management and outreach activities for the foliowing marine commercial
fisheries: groundfish, coastal pelagic species, squid, highly migratory species,
salmon, aquaculture, herring, invertebrates (including crabs, prawns, lobsters,
urchins, sea cucumbers, and abalane), and several finfish species such as halibut
and white seabass. Additional personnel costs are associated with maintaining the
commercial landing receipt and logbook databases, license sales, and regional
administration.

$7.944,000

3. License and Revenue Branch — Operational and personnel cosis associated with
issuance, tracking, and fee collection for approximately 20,000 commercial licenses,
permits, registrations, entiflements, and stamps. Staff process permit renewals,
respond to public inquiries regarding permit requirements and transfer provisions,
revise application forms annually, and respond in writing to all commercial licensing
correspondence. Staff also evaluate permit transfer, reinstatement and upgrade
requests, review permit appeal requests made to the Department and the
Commission, and document findings. Estimate includes printing and mailing costs
associated with these tasks.

$449,000

4. Business and Contracts Management Branch — Caosts for facility leasing to
provide office space for commercial fishery employees, and personnel costs
associated with maintaining such lease arrangements.

$441,000

5. Information Technology Branch - Maintain, enhance, modify and develop new
components cf the Commercial Fisheries Information System (CFIS) and other
information technology applications that support analysis and processing of
cormercial catch data, taxation and license compliance, and annual license and
vessel registration renewals. tn addition, staff analyze complex reguests and
generate ad hoc reports and extracts required to support commercial fishery
management activities. Personnel also provide server, netwotk, and database
administration and other information technology infrastructure to Department staff
working with commercial fisheries.

$242,000

6. Human Resources Branch ~ Personnel costs associated with providing support
to managers and supervisors on all human resource issues, including pasition
classifications, hires, transfers, promotions, employee performance evaluations,
discipline, attendance records, payroll transactions, appeintrments, separations and
benefits.

$149,000

7. Fish and Game Commission ~ Seis policies and adopts regulations for the
commercial fisharies for which it has been granted management authority by the
Legislature. Provides guidance on fishery management pian development for some
commercial fisheries and certifies CEQA documenis Holds Commission and Matrine
Resource Committee meetings throughout the state where commercial fishing
programs and policies are discussed. Holds permit appeal hearings and issues
decisions on these matters. Staff prepare regulatory documents, respond to public
comments and inquiries, and fulfill other requirements of the Administrative
Procedure Act needed for establishment of commercial fishery regulations.

$125,000




8. Office of the General Counsel — Respond to litigation needs and review and
provide guidance to the Director on statutes, regulations, policies, and fishery
management plans involving commercial fishing activities.

$122,000

9. Accounting Services Branch - Personnel time needed fo provide administrative
support to commercial fisheries staff for their accounting functions, which include the
processing of travel expense claims, cash receipts, invoices, employee time sheets,
payrell distributions, and CALSTARS reports.

$121,000

10. Audits Branch — Personnel costs associated with tracking and assessment of
quarterly commercial landings tax payments, and printing and mailing of required
forms.

$107,000

11. Region 4 - Commercial fishery costs associated with 1ssuance of comimercial
licenses at the Regional office in Fresno, and coded wire tagging, tag reading, data
analysis and management coordination activities performed by regionai personnei.
Costs include totais for personnel, operating expenses and equipment.

$85,000

12. Fisheries Branch - Personnel costs associated with assessment, management,
policy and rulemaking activities for salmonids, state-wide coded wire tag
coordination, and Commercial Salmon Stamp Account administration. The
Commercial Salmon Stamp Account provides grants for restoration projects to assist
in the recovery of listed salmon stocks, supplies matching funds for federal salmon
restoration moneys, and augments yearling salmon rearing at tron Gate Hatchery,
Mokelumne River Hatchery, Merced River Hatchery, and Feather River Hatchery,
Approximately 25 percent of these personnel costs are reasonably atiributable to
commercial fishery needs, or about $41,000.

$41,000

13. Region 1 - Commercial fishery costs associated with issuance of commercial
licenses and responding to public inquiries at the Regional office in Eureka. Costs
include totals for personnel, operating expenses and equipment.

$31,000

14, Region 5 - Commercial fishery costs associated with issuance of commercial
licenses at the Regional office in San Diego, including inventory control, explanation
of renewal procedures, fees and regutations to customers. Costs include totals for
personnel and operating expenses.

$30,000

15, Director/Chief Deputy Director/Deputy Director of Resources and Policy
Division/Executive Office — Set Department policy relative 1o commaercial fishery
management, and represent the Department in front of the Fish and Game
Commission, the Pacific Fishery Management Council, and the Klamath Fishery
Management Council. Participate in other public and inter-agency meetings involving
commercial fishery management. Includes costs for executive assistance,

$30,000

18. Region 3 - Commercial fishery costs associated with issuance of commergial
licenses at the Napa Regional office in Yountville. Costs include totals for personnel,
operating expenses and equipment.

$28,000

18. Region 2 — Costs for DFG coded wire tagging work conducted in Butte Creek,
and the Yuba, Feather, and Mokelumne Rivers. Approximately 15 percent of these

$28,000




total costs are reasonably atiributable to commercial fishery assessment and
management needs; the value refiecied here.

17. Office of Legislation and External Affairs — Respond to proposed commercial | $15,000
legislation; provide information to the Legislature and committees an the status of
commercial fishery management, represent the Department at the annual Legislative
Fisheries Forum, inform Directorate and Commission of legislative proposals and
assist with development of policy recommendations regarding commercial fisheries,
meet with legislative stakeholders and legislators and their staff on legislation.

18. Program Management and Budget Branches — Personnel costs for budget $9,000
analysts (approximately 2 percent of the total costs) to track positions and budgets
within the Department’s internal organizational structure relating fo commercial
fishery work. Staff prepare program fund condition statements, evaluate time coding
statements, process duty statements and track job appointments.

19, Office of Communications, Education and Outreach — Costs associated with $5,00C
maintaining DFG website materials relating commercial fishing, production of press
releases, media responses and other outreach information as needed. Staff also
produce the annual Commercial Digest of California fishing laws and regulations for
constituents.

TOTAL $22,311,000

While the estimates above are imprecise by nature, approximately 50 Department
managers and staff members from all functions assisted with the development of this
estimate. It is the first time the Department has attempted to comprehensively itemize
its commercial fishery costs.

In covering the cost differential, funding for these commercial programs has come from
the Department's Non-Dedicated Fish and Game Preservation Fund and some General
Fund monies. While the Department does not have prior estimates of its expenditures
on commercial fishing activities, legislative and regulatory mandates for commercial
fishery monitoring, management, enforcement and assessment have increased in
recent years. For example, the Marine Life Management Act imposed heightened
reporting, peer review, public involvement, fishery management plan, master planning
and emerging fisheries requirements, the Marine Life Protection Act requires
consideration of area-specific commercial fishing activities and socio-economic data,
and recent legislation on bottom trawling requires findings as to whether trawl activities
with specified environmental standards.

QOther Considerations

Commercial revenues to the Department in 2005 totaled about $4.81 million, comprising
just over one percent of the Department’s estimated total budget of $373 million in fiscal
year 2005/2006. However, the commercial fishing industry in California has declined
considerably since its peak around 1980 in terms of the number of licensees and the
number of vessels registered with the Department to engage in commercial fishing
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activity. In 2005, California issued 8,725 commercial fishing licenses to residents and
non-residents authorizing them to take part in commercial fishing activities in the state,
and the number of registered commercial fishing vessels was approximately 3,400, In
1980, the number of licensees exceeded 20,000, and the number of commercial
vessels exceeded 9,200. Meanwhile, the California population in 1980 was estimated
at fewer than 24 million, compared to nearly 37 million in 2005.

While the Department’s commercial fishery programs and activities are increasingly
costly, industry declines in commercial fishery participation and overall production (i.e.
ex-vessel value) are also important to recognize.

California Commercial License Sales

26 000
20,000
15,000 -
10,000 |

. 5,000 .

Commercial Licenses (Resident, Non-
Resident, Operator, Crewmember)

@ O a o w © w0 o O o o o ©

= = ~N N ~ @ © o @ o o 53] 3] o & o

=2 N1 EN o o =1 L S o O ST & & S B R
Year

Summary of Conclusions

Summarizing the fiscal and economic information above, the Department is spending
approximately $22.3 million on commercial fishing activities annually, while revenues to
the Department total only $4.81 million; $1.13 million from landings tax revenue, and
$3.68 million from permit fees. Therefore, commercial fisheties are paying for about 22
percent of the overall costs. Additionally, total commercial revenues paid to the
Depariment continue to decline. While there is no former estimate of Department
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expenditures on commercial fishing activities in any prior year, due to the increased
number of legislative and regulatory mandates in recent years, it is likely that
Department costs to monitor, manage, enforce and assess commercial fisheries will
increase above present levels.

Possible Solutions

While the Department does not have specific recommendations at this time regarding
future actions the Commission may consider, the Department encourages the
Commission to continue to recognize the mandate of Fish and Game Code Section 711.
Any of three different mechanisms might be utilized, individually or collectively, to assist
in bringing expenditures more in line with revenues.

A. Managemenf Measures

There may be ways for the Department to reduce some of the commercial costs to
monitor, manage, enforce and assess commercial fisheries identified above. For
example, if there are regulatory mandates established by the Commission that are
antiguated or are no longer a priority, the Commission may identify ways to streamline,
eliminate or simplify existing programs or components that may reduce costs.

B. Adiust Current Fees and/or Consider Adding Additional Permit Requirements

Beyond permit fees and landings taxes, the Commission might evaiuate other funding
mechanisms that may be within its authority. For example, for trap fisheries such as
lobster and rock crab, a trap tag program might be instituted similar to lobster fisheries
in other states, such as Maine and Florida, where revenues are produced by the sale of
tags. For commercial activities where fish are not tanded and soid for consumption,
such as those involved in the marine aquaria industries and scientific collectors, salvage
permits, exhibitor permits or transportation permits might be a viable option.

C. Seek Legislative Action

The Commission might assess several possible Legislative alternatives to increase
funds, or alternatively, to reduce Department costs. For example, the Commission
might consider seeking delegation of authority to enable it to set all or at least a greater
number of the existing commercial permit and license fees.

The Commission might also consider recommending the Legislature revisit the
statutorily-established landing taxes, evaluate alternate taxing mechanisms such as ad
valorem taxes, or encourage other appropriations to the Department to cover costs.
Additional funds from these or other sources may be used to subsidize the
Department's commercial programs in keeping with Section 711, recognizing
expenditures and workload on commercial fishery activities have increased

12



considerably in response to new conservation and preservation measures and other
new legislative mandates established over the past decade.

cc: [insert List]
YAREMKO:iw

FILE: D, DD-WEFD, M. Yaremko-MR, RU
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