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1. Recommendations
Honourable Members are recommended to:

(@) Consider the issues relating to Illex fees and to consider the options for fees set out in
this paper. It is recommended that Option 5.1 A be adopted which entails no change
in fees from 2019.
Executive Council resolved that: Option 5.1 C be adopted which entails a 5% increase
in licence fees.




(b) Continue the current licence allocation policy for Illex licences (Paragraph 4.9 &

option 5.5)

(c) Agree to increase Transhipment Fees to £1,750 per transhipment licence (Paragraph

4.8 & option 5.4).

(d) Approve Attorney General being instructed to prepare draft Fishing, Transhipment and

Export (Licence Fees etc) Regulations 2019 (based on the Fishing, Transhipment and
Export (Licence Fees etc) Regulations 2018 but incorporating any necessary changes and
updating) for Executive Council’s review and approval.

2. Additional Budgetary Implications
None
3. Executive Summary

3.1 This paper sets out and considers issues in relation setting the level of Illex licence fees

3.2

4.

4.1

4.2

for the 2020 fishing season and related matters. It includes:

Data on recent catches and variability

Price information from various sources

Recap of the policy approach to setting licence fees
Restatement of the licence allocation policy used in recent years
Information on transhipment licences and fees

Consideration of options for fee increases

The paper considers the above information against the policy guidance for setting fees.
It sets out a number of alternative fee options and makes recommendations as to the
preferred option. It discusses the identifiable risks in changing fee levels. It proposes
simplifying and reducing the fee discounts available and advocates that this change be
made over a number of years. It recommends that the licence allocation policy be
maintained for 2020.

Background and Links to Islands Plan and Directorate Business Plan/s

The fees being considered here are for the Illex fishery. This involves licensing foreign
fishing vessels. The licence applications are connected with Falkland companies but the
business arrangements are not as strong as those existing in ITQ fisheries for example;
there are no local ownership or joint venture style arrangements extending to the
jigging vessels. One consequence of this is that the licence fee is the main component
of revenue to FIG whereas in ITQ fisheries, corporation tax can generate significant
additional revenue, in a few years exceeding the ITQ fees. While there is some tax
raised from Illex operations, it is lower and of a different order of magnitude in
comparison to ITQ fisheries.

Hitherto the policy for setting licence fees has been to seek to set a fee level which
would be equivalent to approximately 10% of the first sale value of the catch; this is the
fee/revenue ratio. This ratio has not always been achieved due to the recommendations
and decisions taken each year when fees levels are set. In the case of Illex, fees have
often been left unchanged following dismal or poor seasons. The Illex fishery is the
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4.3

4.4

4.5

fishery where the most extreme fluctuations in catch volume are experienced with
catches in the last 5 years varying from a low of 2,360 tonnes (2016) to a high of
357,722 tonnes (2015). Generally in setting fees, a 3 year rolling annual or seasonal
average of catches has been used to ‘smooth’ fluctuations, although this method is not
always effective for lllex due to the extreme variations.

Catches of Illex for the last 5 years have been:

Table 1 Illex catches 2014 -2018

Year | Tonnes

2019 | 43,391
2018 | 54,384
2017 | 67,487
2016 2,360
2015 | 357,722

As can be seen, the 3 year average figure will vary considerably depending on which 3
years are used. The 2017-2019 3 year average results in a figure of 55,087 tonnes per
year. Despite the fact that Illex catches have reduced from 2017 levels in each of the
last 2 years, the 3 year average catch estimate has actually increased from the 2016-
2018 average, as the poor 2016 catch results are omitted. The 10 year average is
116,000 tonnes per annum. The results of the last 3 years are comparatively poor
compared to the longer term catch record.

Price information for Falklands Illex in the main market destinations is not
straightforward to track. Matching prices quoted and volumes sold is difficult.

In view of the modest to low Southwest Atlantic Illex supply in 2017 — 2019, it would
seem that a significant proportion of the Illex catch is selling at prices in excess of
$3,000 per tonne and some may be going for $4,000 per tonne or higher on Far
Eastern markets. These are comparatively high prices but in high supply years, Illex
prices can be less than $2,000 per tonne.

In 2019 the total licence fees for 105 jiggers was £12.215 Million (just over £1 Million
more than in 2018), or an average of £116,330 per licence. The scope for any
adjustment to fees for 2020 and beyond depends on catch and price. Some
combinations of catch and price are set out below. The ‘strict’ licence fee has then been
calculated. This has been done by a) taking the relevant catch, b) using differing dollar
prices to calculate a total value, c¢) converting that value to GB pounds, and d) setting it
to 10% of the total value. This latter figure would be the licence fee at 10% fee/revenue
ratio for that combination of catch and sale price.

Table 2 Calculation of 10% Fee based on catch and lllex price

Catch Illex fee set at 10% with differing catch and
Basis tonnes price scenarios
$3,000 $3,500 $4,000 $4,500
1 | 3 year average catch to 2019 55,087 £13.66 £15.94 £18.21 £20.49
2 | 2019 lllex catch 43,391 £10.76 £12.55 £14.35 £16.14
3 | 10 Year average lllex catch 116,000 £28.76 £33.56 £38.35 £43.15




Table 3 Percentage change required to achieve 10% fee/revenue

Catch Change to achieve 10% fee/revenue (%)

Basis tonnes $3,000 | $3,500 | $4,000 | $4,500
1 | 3 year average catch to 2019 55,087 10.8 29.3 47.8 66.2
2 | 2019 lllex catch 43,391 -12.7 1.85 16.4 30.9
3 | 10 Year average lllex catch 116,000 133.4 172.3 211.2 250.1

Table 4 Change in fee (£ Million) to achieve 10% fee/revenue

Catch Fee change in £ (million) to achieve 10%
Basis tonnes Fee/Revenue
$3,000 $3,500 $4,000 $4,500
1 | 3 year average catch to 2019 55,087 £1.33 £3.61 £5.89 £8.16
2 | 2019 lllex catch 43,391 -£1.56 £0.22 £2.02 £3.81
3 | 10 Year average lllex catch 116,000 £16.44 £21.23 £26.03 £30.82

The Pound/Dollar exchange rate used is £1: $1.2098.

In recent years the procedure on setting fees has been to average catches for the
last 3 years. This equates to row 1 of the table. Row 2 reflects the 2019 catch. In
terms of catch the realistic scenarios are likely to be around rows 1 and 2.
Factoring in the level of catch in row 3 is more likely to be done after a good
year rather than in anticipation of a good year! Whilst it is possible to pick up
price quotes on the internet, it is much more difficult to get information on what
volume of product sold at that price. It seems likely that a fair bit of the Illex
catch has sold in the $3,500 - $4,000 range. On the face of it this might allow
some scope for an increase in fees.

Since 2009, Illex fees increased by 5% in 2014, 2015 and 2019. Additionally a
change to the fee proportion applying to differing fishing periods was
implemented for 2019 which increased fees for a majority of customers by an
additional 5%.

Catches in recent years have been modest. The level of transhipment has been
low and some of the larger Taiwanese vessels may not have needed to tranship.
The 2019 season appears to have been poor for the high seas Illex fishery. In
recent years the number of vessels on the high seas has increased, largely due to
a greater number of vessels from China. Even in a ‘normal’ high seas Illex
season the competition for squid and space is likely to impair results compared
to some previous years. Refunds have not been due although the trigger point
has not been far away.

4.6 A somewhat complicated system of discounts applies to the Illex fishery. They have been
implemented at times when it has been necessary to incentivise companies into the
fishery. The data on this is set out below but the bottom line is that if there were no
discounts, the Illex licence fees would be ¢ £15.1 Million following the fee increases for
2019. In the last two years, the 105 vessel jigger fleet has consisted of 28 South Korean
and 77 Taiwanese vessels (handful of these vessels are flagged elsewhere but operated
by Taiwanese companies).

Table 5 Information on 2018 Fees and discounts

South Korea | Taiwan
Licences 28 77
Average fee prior to discount £139,678 | £145,817
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4.8
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Average discount 15% 21%
Average fee after discount £119,296 | £115,251

The discounts include:
e Up to 10% for vessel history or “loyalty’
e Up to 6% on time of payment — up front achieves the maximum
e Up to 10% on fishing time and period.

Exchange rates:

Average fee prior to any discount | £144,180

US Dollar equivalent Feb 2019 | $187,541

US Dollar equivalent Sept 2019 | $174,425

Further information on exchange rates is provided in Annex A. The dollar equivalent to
the 2019 licence fee is similar to the fee rate in dollars in 2017 and 2009. The current
dollar amount would need to be increased by about 7.5% to get it back to February
2019 dollar amounts reflecting the weaker pound. The bulk of fees are likely to be paid
in January 2020 whatever the exchange rate is at that point. Taiwanese and Korean
fishing companies will also have financial transactions in their own currencies which
may have different exchange rate trends.

Transhipment fees have changed as follows:
2016 Increased to uniform £1,500 per transhipment (previously £150 Jul — Dec)
2017 Increased by 10% to £1,650
2018 Increased by 3% to £1,700

The recent estimate for transhipment revenue has been reduced to £70,000. The
revenue in the 2018/19 financial year was £32,300. Transhipment activity depends to a
significant part on the state of the Illex fishery. In recent years transhipment revenue
has varied from a low of £3,450 to a high of £235,950 and this reflects the highs and
lows of Illex as set out in table 1. Transhipment fees are generated by reefer vessels and
unlicensed fishing vessels coming to tranship in Falkland harbours. Transhipment
activity by the latter seems to be reducing and vessels have tended to tranship at sea. An
inflationary level increase of ¢ 3 % is proposed to take the fee to £1,750 for 2020.

The issue of whether the Illex fishery should enter the ITQ system is under
consideration. It is something which has been on the agenda for some time and is one of
the policy issues specifically addressed in the Terra Moana consultant’s report. The
discussion on that issue has some way to go and as a consequence, even if extending
the ITQ system to Illex gets the green light, it is unlikely to happen until after the 2020
fishing season. As a result the 2020 Illex season will be on the basis of the current
licence system. In this system a licence allocation policy is necessary and it is
recommended that the same policy as has been used for the last few years be continued
for 2020. This is stated as:

Licence allocation policy:
In keeping with the Falkland Islands Government’s desire to promote the growth of the
local fishing industry and maintain stability, FIG would prefer to see existing
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partnerships continue and/or new partnerships with Falkland Islands involvement. In
allocating licences FIG will have regard to the established pattern of licensing and track
record will be taken into account.

Priority will be considered for applications where the Falkland Islands company involved
with the application can demonstrate that their proposals will provide significant
commercial advantage to the local company, or significant economic benefit to the
Falkland Islands.

The Falkland Islands Government is committed to ensuring that fishing vessels licensed
for Falkland Island waters are equipped and operated to acceptable standards to fish
safely. Licence conditions will be extended to include conditions on responsibilities of
vessel owners, masters and crew, crew care and welfare, employment conditions, and
occupational safety and health. These licence conditions will reflect the relevant
provisions of the Work in Fishing Convention 2007.

Any cases where crew maltreatment is alleged will be investigated and if there is
sufficient evidence will be duly considered for criminal prosecution and/or licence
revocation as appropriate in the circumstances.

Apart from any criminal prosecution ensuing, where the evidence is such that it is
determined that any licence should be revoked, it is unlikely that the licence fee will be
refunded.

Licence applications for vessels (including those held through agencies) or companies
which have debts outstanding to FIG, or who are unable to guarantee payment of 2020
fees are unlikely to attract priority.

5. Options and Reasons for Recommending Relevant Option
5.1 The following licence fee options are set out:

Option A: No change. This is the most cautious option apart from reducing fees which
is not recommended. The basis for considering this option is that there have been 3
years of mediocre Illex catches in FI zones. In the past catches at this level would most
likely have resulted in fees being left unchanged. It is important to recognise that whilst
the 10% fee/revenue target for fees is a useful guide it does need some wider
consideration in its application. Taking the average jigger catch in 2019 and an average
price of $4,000 generates turnover of £1.653 Million. Taking the 3 year average catch
increases this to over £2 Million but such returns may not be generating ‘fantastic’
profits. Choosing this option reflects the modest catches in recent years. In this option
fee revenue remains at ¢ £12.325 Million allowing for discounts depending on any
variation in the fleet.

Option B: 3% increase. This option would represent something of an inflationary style
increase. New fee revenue generated would be ¢ £12.695 Million, an increase of
£369,750.

Option C: 5% increase. This option relies on taking a more optimistic view of Illex
sales prices and the possibility that if the pound remains weak, licence fees may appear
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6.

6.1

6.2

6.3

cheaper than in some previous years (a similar argument could be applied to Option B).
New fee revenue generated is ¢ £ 12.941 Million, an increase of £ 616,000.

Fees for 2019 were increased by 5-10% depending on the vessel; the majority were
subject to the higher increase. The performance of the fishery in 2019 was pretty
mediocre. Taking this into account, Option A is recommended which entails holding
fees at 2019 levels for 2020. It is considered that the other options are viable although
Option C might need revisiting if the pound strengthens significantly by early 2020.

In the future if there is a stronger lllex year with catches >80,000 tonnes, there will be
potential to increase fees, particularly if squid prices remain around current levels.
There will also be potential to adjust some of the discounts further and in particular to
remove the flexible season structure which will result in an additional 10% on fees for
many customers.

Transhipment fees: An inflationary style increase in transhipment fees is proposed with
a 3% increase taking the fee to £1750 from the current £1700 per transhipment
operation.

Licence allocation policy: It is recommended that current licence allocation policy be
continued for 2020.

Resource Implications

Financial Implications

a) The paper is largely to do with financial implications. The paper sets out options for
increases in lllex fees including a no change option. The change in financial
position is set out for each option. It is impossible to predict precisely fishing
company behaviour and reaction. The revenue estimates are based on the same level
of licence uptake as in recent years. The fees apply to the 2020 calendar year and
the 2020 Illex fishery. Most fees will fall in the 2019/20 budget year. Illex fees have
been set annually allowing the fees to be based on prevailing Illex volume and
value considerations.

b) The 2019/20 budget projection includes the assumption that overall there will be a
5% increase in fishing licence income (as an average across all fisheries). The ‘no
change’ option recommended here does not achieve that. Option B would partly
achieve that objective.

Human Resource Implications

There are no additional HR implications regardless of which option or options are
chosen.

Other Resource Implications

None
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Legal Implications

Fishing access fees have been reviewed and set on an annual basis since the fishery
commenced in 1987. The appropriate fee regulations should be made in due course and
prior to 2020 to give legislative effect to the Executive Council decision. The
regulations applicable to 2019 were the Fishing, Transhipment and Export (Licence
Fees etc.) Regulations 2018 (S.R.& O. No. 19 of 2018). These can be revised and made
anew as 2019 regulations (applying to the 2020 season) together with any other
necessary amendments. It is recommended that draft 2019 regulations be prepared on
this basis for Executive Council’s review and approval. The 2018 regulations are
appended for reference.

Environmental & Sustainability Implications

In the past the Falkland fishery has operated with 125 jiggers for the full season and
currently operates with 105 vessels. As Illex have a one year life cycle, it is difficult to
predict future biomass and hence set an appropriate level of effort in advance of the
season. Past experience can be used to set an appropriate starting effort level.

In both the lllex and Calamari fisheries, the main management process involves in-
season assessment with the option of closing the season early if necessary for
conservation reasons. This is done in the Falkland Calamari fishery. Frequent early
closures would be a sign that the level of effort in the fishery is too high. This approach
has been more difficult to apply to the Illex fishery although the reinstatement of the
data exchange with Argentina and the joint Illex pre-recruit cruise improves the ability
to apply such measures to the lllex fishery.

The main ‘sustainability risk’ is the absence of an effective Regional Fisheries
Management Organisation (RFMO) to provide some oversight and ideally overall
management of what is a shared and straddling stock. The fishery on the high seas
provides little data and no conservation measures apply in that area.

9. Significant Risks

10. Consultation

10.1 There has been no direct consultation on fee levels.

11.

Communication

11.1 Information will be communicated as part of the distribution of information for the

2020 Illex season.
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Fees in USD (February each year) prior to any discounts

Year
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019

Taiwan

$176,150.29
$186,105.89
$194,144.56
$190,897.68
$189,911.27
$213,858.65
$208,935.95
$195,966.76
$170,976.54
$193,077.76
$189,671.30

Korea

$170,101.75
$184,484.53
$191,498.45
$187,525.22
$183,987.34
$208,005.59
$203,064.06
$189,896.80
$166,452.52
$186,925.48
$181,080.21




