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NWT INLAND FISHERIES - CHARACTERISTICS OF THE EXPORT MARKET

REPORT SUMMARY

INLAND FISHERIES OF THE NORTHWEST TERRI TORI ES
CHARACTERISTICS OF THE EXPORT MARKET

BACKGROUND

In the late 1960's the Federal Government becane concerned
about the instability and weakness of export prices for Canadian
freshwater fish and the very |ow incones received by fishermen.
A Royal Commi ssion was set up to investigate the freshwater fish
industry, of Ontario, the Prairie provinces and the NW. The
Conmmi ssi on concluded that donestic handling and processing were
inefficient and costly and that Canadi an freshwater fish conpani es
had a very weak bargaining position in the export market. As a
result, Canadian conpanies were being taken advantage of by the
| arge American buyers and fishernen were receiving an unduly small
share of the nmarket value for their products.

In order to address the problem the Governnent established
the Freshwater Fish Marketing corporation (FFMC) to provide
fishermen with additional bargaining power. FFMC was given a
nonopol y over interprovincial and export trade in freshwater fish
and fish products produced in Northwestern Ontario, Manitoba,
Saskat chewan, Alberta and the NW, and is legally obligated to

purchase and nmarket the total catch within its jurisdiction.

Presently, all export production from the NWI' is narketed by the

FFMC .
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FFMC USes a species pooling systemin which all fishernen
produci ng the same species receive the sanme price for their fish,
regardl ess of the place of origin. Since 1977 the Governnent of
the NW has been subsidizing the fishery on Geat Sl ave Lake to
equalize certain costs between the NWI' and other areas of the FFMC
jurisdiction. In recent years, the subsidy has consisted of a
price subsidy on whitefish, a |lake freighting subsidy and aw nter
frei ghting subsi dy.

The freshwater fishermen of the NW have expressed concern
over the price received for fish, in particular |ake whitefish,
from FFMC. The NW Fi shernents Federation believes that whitefish
from G eat Slave Lake can be marketed for a higher price than
whitefish from southern | akes, and these higher returns should be
reflected in the price paid to fishermen. The ability of FFMC to
maximize returns to NWI fishernen, and the necessity for an ongoing
government subsidy to cover high operating costs have both cone
under questi on.

The purpose of this study is to examine the narkets for Géeat
Slave Lake fish, particular whitefish, and to identify market
opportunities and constraints based on the products NW fishermen
have to offer. Fromthis information a nmarketing strategy has been
devel oped to direct NW conmercial freshwater fisheries devel opnent
so that it provides naxi num benefits to NWI fishermen. Thr ee

options for future devel opnent are exam ned; maintaining the
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present arrangements with FFMC, withdrawing from FFMC, and
enhanci ng arrangenents with FFMC.

NWT FRESHWATER FI SH PRODUCTI ON

At present, there are only three inland | akes in the NW t hat
are fished commercially on a regular basis; Great Sl ave Lake,
Kakisa Lake and Thathlina Lake. Thathlina and Kakisa are small
pi ckerel |akes located south of Hay River. They are fished by a
few native fishernen and the catch is flown to Hay River

The Geat Slave Lake fishery is the 1largest inland lake
fishery in the NWI. It was established between 1945 and 1950 by
Alberta and Manitoba fish companies when catches of nore than 5
mllion pounds a Yyear were taken. The annual catch declined
t hrough the 1950's and 1960's to the present |evel of approximtely
3 mllion pounds a year.

For the past 15 years, Geat Sl ave Lake has had a total
conbi ned quota of 3 mllion pounds for all species of fish. The
quota begins in the winter and continues into the summer until the
quota is finished and the | ake nust shut down. The average an;ual
production since 1975 has been relatively constant at 2.5 mllion
pounds.

There are three |lake stations on Geat Slave Lake and a fish
plant in Hay River. The |ake stations receive fish during the open
wat er season and are located in heavily fished areas of the |ake

so that fishernen do not have to travel |ong distances to deliver

their catch. Fish are flown fromthe Sinpson Island and Morraine
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Bay stations to the Hay River plant and are transported by boat
fromthe Wol Bay station to Yellowknife and then trucked to Hay
Ri ver. The fish are repacked at the Hay River plant and shi pped
to the FFMC plant in Transcona.

During the winter season (Novenber to April) , the fishery
operates w thout the |ake stations. Fi shermen have canps on the
| ake which they outfit from Hay River and fish are either delivered
to the Hay River plant by bonbardier, or transported by truck. Al
fish harvested in the winter are sold to the fresh fish market and
must be delivered fresh to the plant. At one tinme the Hay River
pl ant was used for freezing and processing but these operations
have been shut down due to high operating costs. The main fishing
season is during July, August, September, and part of Cctober if
the lake quota is not taken by this time. Late July and August are
the heaviest fishing period. The timng fits in well with the FFMC
production cycle because Lake Wnnipeg is closed fromthe mddle
of July to the beginning of Septenmber. This means that Great Sl ave
Lake fish is available when supply is Iow and therefore much 5fit
Is sold fresh and brings a higher price than frozen product.

VWi tefish, trout, northern pike, inconnu and pickerel are al
harvested from G eat Slave Lake. In the early years of the
comrercial fishery, [|ake trout was the predom nant species.
However, trout production has dropped off to an average of 166, 000
pounds (6.8% of total catch) for 1975-1988. The anount of trout

produced seens to vary directly with price and when prices are | ow
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fishermen reduce their catch. Lake trout has also been affected
by consumer perception that this type of fish has been affected by
a number of diseases. This has resulted in a major reduction in
consumer demand.

Northern pike was once considered a |ow value rough fish but
Is currently enjoying a strong market in France and Finland. pjke
production in Geat Slave Lake averaged 215,000 pounds (8.7% of
total catch) between 1975 - 1988.

Inconnu is a fish native to Geat Slave Lake that is used
primarily by snoke houses.  Production varies widely but averaged
119, 000 pounds (4.8% of total catch) for 1975 - 1988. only a snall
nunber of fishermen harvest inconnu and production seens to be
quite price sensitive. |f the price is too |low fishermen reduce
their fishing effort. Inconnu is sold into the specialty snoked
market and is used as a substitute for snmoker jumbo whitefish.

Pickerel is the nost profitable of the freshwater species.
Unfortunately, there is very little pickerel in Geat Slave Lake.
Production averaged 19,000 pounds for the period 1975-1988, l.ess
than 1% of the total fish produced in the NW. Pickerel production
Is nore inportant to the Thathlina and Kakisa fishernen since it
makes up a high percentage of their catch.

Whitefish is by far the nost inportant of the freshwater
speci es caught in Geat Slave Lake and in 1988 nade up 86% of the
total catch. Essentially all of the whitefish caught in Geat

Sl ave Lake neet the quality standards for export grade and could
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be sold to the USA. A small percentage of the whitefish catch is
sold to snokehouses. Annual whitefish production between 1975-1988
averaged 1, 948, 000 pounds.

Winter production on Great Slave Lake has been increasing
over the past few years and in 1988 represented nore than 50-% of
annual producti on. The lack of whitefish supply from the Geat
Lakes during the winter neans that FFMC is able to acquire a
significant price premium for this fish during the winter nonths.
As well,. a significant portion of the Great Slave "Lake sumrer catch
was delivered in August when fresh sales were high bringing in a
higher price than frozen product.

Currently the NW produces less than 3% of the national
freshwater fish production, down from 12% in 1949. The decline is
due to a decline in the Geat Slave Lake fishery and a relative
i ncrease in production from other canadian |akes. However, the NW
has maintained a 12% share of the FFMC's whitefish production.
G eat Slave Lake accounts for 90% of the NWT's total freshwater
fish production. It is unlikely that there wll be any major
increase in the volumes of fish harvested from Geat Slave Lake but
there is potential to increase production from other inland |akes
that are relatively close to Geat Slave Lake
FRESHWATER FISH MARKETS

The USA is an extrenely large market for freshwater fish and
accounts for approximately 70% of FFMc's sal es. The donestic

market is second at 15% and the remainder is split equally between
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Fi nl and and France. Fresh fish generates a greater profit than
frozen or processed fish therefore afishery can increase its
revenue by timng its production to neet the best fresh fish
markets. Detroit and Chicago are the two largest nmarkets for fresh
whi tefish because of high consumer awareness and a preference for
whitefish anong the large Jewish and Catholic segnents of the
popul ati on.

Whi tefish faces strong conpetition from other types of fish
and other food products. Interviews with selected buyers indicate
that fresh whitefish nmakes uw only 23% of their total fish
purchases and snoker whitefish represents 18% of total fish
pur chases. Appr oxi mat el y 77% of mmjor distributors’ fish
purchases are other types of fish.

Ccean fish is a major conpetitor for new narkets, particularly
in the coastal cities. Buyers may prefer 9
to purchase ocean fish because they tend to be larger and require
| ess boning, and distributors can take advantage of pronotiona
schenes that other countries are offering. In coastal cities, “the
proximty of the ocean and the related consunmer awareness gives
ocean fish a conpetitive strength over freshwater fishes.

The effects of aquiculture are also starting to appear in the
mar ket pl ace. Farm produced sal non, comon trout and catfish are
usually available for sale by the same dealer that carries
whitefish products. Farned fish are perceived to be |ess polluted

than naturally harvested fish, are conpetitively priced and |ess
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subject to seasonal price variation because of a nore predictable
supply . Fish farnms are able to Dbenefit from reduced
transportation, harvesting and storage costs as the fish can be
raised close to the target markets and delivered fresh.
Aquiculture is growing rapidly and its inpact on the freshwater
fish industry of Canada will become nore significant over the next
few years.

Most fresh whitefish is sold to restaurants who are wlling
to pay a higher price than retail stores are. Super mar ket s have
been reluctant provide shelf space for whitefish because the price
is too high relative to other fresh food products. Fishis
presently receiving significant price pressures from poultry in
maj or food retail chai ns.

The buyers interviewed indicated that they only bought 15-20%
of their whitefish from FFMC.

The greatest source of competition for fresh whitefish cones
from G eat Lakes whitefish. Whi tefish production in the G eat
Lakes begins in April and May and causes a drop in whitefish pr.i ces
from$1.50 per Ib. US. to $0.65 per Ib. US

Most buyers in the US said they found a distinct difference
between G eat Lakes whitefish and FFMC whitefish with the quality
of Geat Lakes whitefish consistently higher. Many buyers felt

~that FFMC fish were not chilled quickly enough after being caught
and that the fish had been handl ed excessively. This results in

poorer quality and a lower-price for FFMC fish. Great Lakes
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whitefish is fresher and lighter in colour than FFMC whitefish and
comes in a greater range of sizes allowing the distributor to
target markets nore effectively.

The Geat Lakes fishernmen associations are also willing to
compete on price, whereas FFMC isnot as price-sensitive. Most

- buyers indicated that they would purchase a 1lot more whitefish from
the Great Lakes producers if it were available. At the present
time, buyers purchase as nuch whitefish as they can from the G eat
Lakes producers and then supplement their requirements by buying
whitefish from FFMC.

Competition from the Geat Lakes fishery is beyond the control
of the FFMC and the |evel of production fromthat fishery greatly
affects the returns to FFMC fishernmen. Geat Lakes producers enjoy
t he advantages of being close to the major markets and of having
a | arger donestic market, better economes of scale and | ower
overhead as their fish can be delivered fresh directly to the
mar ket .

Al t hough buyers can distinguish between Geat Lakes white%ish
and FFMC whitefish, they cannot distinguish NWM whitefish from
other FFMC whitefish on the basis of quality, and none of the
buyers were willing to pay a premumprice for NWM fish over the
price paid for other FFMC fish. In fact, buyers indicated that
they prefer to buy whitefish fromthe Geat Lakes over whitefish
from FFMC sources, and they preferred whitefish from Lake W nni peg

over whitefish from Geat Slave Lake.
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The NWT's major marketing strength is their ability to supply
fresh fish during August and the winter nonths when there is no
supply fromthe Geat Lakes. This corresponds with major religious
hol i days throughout the winter and results ih a significant price
prem um for whitefish fromthe NWI. Geat Slave Lake has al ways
been a nmajor supplier of fresh whitefish for the Jew sh holiday of
Passover, when the conditions of supply and demand are such that

whitefish can sell for up to three times the |owest summer price.

Buyers for smoke houses were also interviewed as NA fishermen
feel that there is strong potential for increased income from sales
to snmoke houses. The snoke house buyers agreed that there is a
maj or difference between Geat Lakes whitefish and NW snoker
whitefish in ternms of size and fat content, with Geat Lakes
whi tefish being of superior quality. Like fresh whitefish buyers,
smoker whitefish buyers buy as nmuch production as they can from the
G eat Lakes and supplenent their requirements with snoker whitefish
fromthe FFMC. .
SALES PROJECTI ONS

In order to determ ne the best option for marketing NWT
freshwater fish, it’'s necessary to know how much fish is produced

and its market val ue. Based on average production over the |ast

three years and the quantities and prices that buyers indicated

they woul d accept, potential salesfor NWI freshwater fish have

been proj ected.
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It is estimated that 1,060,000 pounds Of fresh whitefish could
be sold during the winter for an average Price of $1.25 a pound.
Eighty percent of production would be sold in Detroit and 20% in
Chi cago. During the sumer an estimated 1,220,000 pounds of
whitefish could be sold for prices ranging between $.85 and $1.20
a pound. This estimate is based on fifty percent of the sunmmer
whitefish sol d fr es0h000 pounds sold to the snoker market,
6-0,000 pounds sold to the IQF market for fillets, and the renainder
sold frozen. Fresh and frozen fish would be sold in Detroit and
Chi cago and snoker fish would be sold in New York and Los Angel es.

Northern pike sales are projected to be 198,000 pounds. Fifty
percent would be sold fresh for $1.05 a pound, and the other fifty
percent woul d be sold frozen for $0.80 a pound. France and Finl and
are the premum markets for pike but overseas sales are shipped in
cont ai ner | oads. Pi ke production in the NWI is too small to take
advant age of these markets therefore it would be sold in the
Det roi t/ Chi cago narket.

It is also projected that 166, 100 pounds of |ake trout c;uld
be sold to the Detroit/Chicago market at $1.00 a pound, 103,500
pounds of frozen inconnu could be sold to snoke houses in New York,
Phi | adel phia and Los Angeles at $1.20 apound, and 37,000 pounds

of pickerel could be sold to existing whitefish buyers for $4.00

_a pound.

These projections represent a total sales volunme of 2,687,000

pounds and an annual net sal es revenue of $3, 283, 000.
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MARKETI NG OPTI ONS

There are three general options open to NWT freshwater fishermen
for marketing their product; nmintaining the present arrangenents
with FFrMc, withdrawi ng from FFMC and enhancing arrangenments with
FFMC .

MAI NTAI NI NG PRESENT ARRANGEMENTS W TH FFMC

The objectives of FFMc are to market fish in an orderly
manner, pronote export and interprovincial trade in freshwater fish
and nost inportantly, to achieve the greatest possible returns to
comerci al fishernen. Its operations include the purchasing,
processing, storage, narketing and shipping of freshwater fish in
fresh and frozen fornms from Manitoba, Saskatchewan, Al berta, the
NW and the northwestern part of Ontario.

At the begi nning of each operating year, FFMC attenpts to
predict the anount of fish that will be caught and the price it
will bring in the market. Based on these predictions it projects
the net sales revenue for each species for the year.

Initial prices to fishermen are set at approximately 80% of
the expected net revenues for the upconming year. Final paynents,
based on actual net revenues by species, are made to the fishernen
at the end of each year. FFMC has been conservative in setting

initial prices to prevent stimulating supply to a point where it

_exceeds demand, since this could be detrinental to all fishermen.

Higher prices are paid during the winter nonths when supply is | ow

to ensure a relatively stable supply of fresh fish throughout the
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year. Transportation costs to Wnnipeg are paid by the fishernen
and all other costs are pooled by species and paid by FFMC.

The price fishernen received from FFMC for summer export
whitefish during the |last decade has varied between $.31 and
$.39/Ib. Fishernmen also received a price subsidy on whitefish from
the Governnent of the NW' and FFMC received a* freighting subsidy
to cover the costs' of |lake freighting to Hay River. W nt er
whitefish prices generally averaged between $.59 and $.68/1Db.

It has been estinmated that at the current |evel of operating
costs , fishernmen require a price of $.59/1b during the summer and
$.75/1b during the winter in order to receive a reasonabl e wage
for their own time and effort. The price received from FFMC for
whitefish is not adequate to cover these costs wthout additiona
price support.

In spite of strong conpetition fromthe Geat Lakes fishery,
FFMC has been successful in the narketplace for a nunber of
reasons. They are able to supply fresh whitefish during the winter
when there is no supply available from the Geat Lakes, they ;lave
al arge supply and a good distribution systemso that custoners are
confident in the reliability of supply and quality, and they are
able to provide a variety of different types and forns of fish,

enabling the buyers to save tine by dealing with one source of

~supply. Custoners felt that FFMC provided good service, that they

were experienced deal ers and excellent negotiators, and that they

had excellent daily market information on supply and demand.
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However, custoners also identifiedanunber of weaknesses in
FFMC .  The distance fromthe nmarket and their inability to maintain
product quality after fish is caught results in buyers preferring
Great Lakes fish. FFMC serves only as a supplenmental source. Many
custonmers feel that FFMC prices are too high relative to quality
and that a better grading system for colour and size is needed.
They al so indicated that FFMC shoul d be’ nore aggressive and do a
better job pronoting their product in retail stores, and that there
should be ‘more focus on customer |oyalty rather than on maxi m zing
price.

W THDRAW NG FROM FFMC

|f the NWI fishing industry withdraws from FFMC it has two
main marketing options; developing new Markets in locations where
FFMC isnot amajor competitor, or Selling fish to existing
wholesalers/distributors. Developing new markets woul d be very
difficult and would require a major pronotional canpaign. The
volunme of fish produced in the NW and the financial resources
available within the industry are not great enough to pursue-new
markets until existing markets are focussed on.

Exi sting markets present a nuch greater opportunity for
establishing a viable narketing strategy. Fresh whitefish buyers
i ndi cated that they would purchase 50 to 100 percent of their
whitefish requirements fromthe NWI as |ong as quality and service
are conparable to FFMC and the price is no higher. If the NAT

freshwater fishery was to withdraw from FFMC it could capitalize
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on FFMC's weaknesses to pronote their own products and take
advantage of certain opportunities in the market.

For exanple, at present, the premum price paid for wnter
whitefish is pooled for the benefit of all FFMC fishermen. With
i ndependent marketing NW fishermen would be able to benefit from
this timing premium nore directly. However, the amount of the
timing premiumw || depend on FFMC's ability to protect its fresh
mar ket s. FFMC can be expected to encourage w nter production in
other areas to conpete with Geat Sl ave Lake fish.

| ndependent and direct marketing could also provide better
mar ket feedback to NW fishermen and fish processors, enabling them
to be nore aware and responsive to custoner needs and concerns.

New markets coul d be devel oped that benefit NW fishernen
directly rather than having the benefits divided anong all of the
FFMC fishermen. NA fishermen nay be able to develop a “northern
nystique” for their products and so create a specific northern
niche reducing direct conpetition with the Great Lakes and FEMC.
However, since buyers have indicated that they cannot distinguish
bet ween NWI whitefish and other FFMC whitefish, considerable
resources would be required to promote the image of NW whitefish
and to establish a reputation for service and quality.

In spite of the opportunities in the market, the NW also
faces a nunber of constraints if it chooses to narket fish
i ndependent|y. By withdrawi ng from FFMc, the NW fishery will |ose

access t 0 FFMC's expertise in processing, marketing and financial
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management and will have t o compete directly with FFMC. As a
result, theNWI will have to be nore aggressive than FFMC to
acquire a market share, and will probably receive |ower prices
because FFMC has a larger sales force, greater market intelligence
and experience, and a greater variety and volume of fish products
to offer.

The NWI may al so have-problens providing a stable supply of
fish. If the supply is not reliable, the custonmer base will be -
j eopar di zed. The NWI is also furthest from the marketplace and
this will be reflected in the freshness of the product giving FFMC
a conpetitive advantage. sSome potential clients felt that quality
woul d decrease if they bought directly fromthe NWT.

In order to narket directly, the N\ will have to identify
new whol esal ers and entice present buyers to switch from FFMC and
G eat Lakes suppliers. From t he whol esal ers’ point of view,
dealing directly with the NWI nmeans dealing with one nore supplier
that can provide only a very small portion of the buyers’ needs.
This may be an inconveni ence, and the Wholesaler will expect to
be conpensated. The whol esalers’ swtching cost will have to be
covered by NW producers through incentives, terms and other
pronotional activities.

Total costs of marketing directly, for pronotional materials,
incentives, a Sales Mnager and support staff is expected to be
$309, 000 a year.
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Whitefish is considered a commodity product and price is
determned by market supply and demand. Individual suppliers have
very little influence over the price. Since the NW cannot expect
to receive a higher price than FFMC does for its fish, the only way
to increase returns to the fishernen is to reduce the costs of
processing and distribution.

It is assuned that for the near future the fishery wll
continue to be run in the same way whether the NW is inside or
outside the jurisdiction of rFMc. Therefore the fishery would
include the existing |ake stations, a systemto transport the fish
fromthe stations to a fish processing or freezing plant and then
to market, and a fish plant with sufficient capacity to freeze and
process fish that cannot be readily sold fresh. Freezing capacity
could be provided by purchasing and renovating the present facility
at Hay River, or by building a new fish processing plant.

The maj or problem with the present Hay River plant is that it
is oversized and therefore not cost efficient. Al though the Hay
R ver plant was used for freezing in the past, FFMC discontinued
Its freezing operations because of high operating costs and renoved
the freezing equipnent. The estimated cost of buying the Hay River
plant from FFMc, renovating it and reinstalling freezing equiprent
is estimted at approximtely $2,500, 000.

The second alternative is to build a smaller freezing plant
designed to neet the requirenents of the fishery. It would need

sufficient capacity to handle 25,000 pounds of fish daily, 17,000
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pounds of which could be frozen, and cold storage capacity for
60,000 pounds of frozen fish. The cost of building and equi ppi ng
a new facility is estimated at $1, 687, 000.

To determine which of these two options would be npst
beneficial, and whether either of them would provide a financial
advantage over staying in FFMc, two types of analysis were
conduct ed. First, a cash flow projection was perforned to
det erm ne how nuch revenue woul d be available to fishermen under
each option. The operating costs under each of the two plant
options were estimated and subtracted fromthe projected sales
revenues for both sumrer and w nter seasons.

The cash flow analysis shows that if a new plant is built in
Hay River, the total projected annual net revenue available to
fi shermen woul d be-$1,612,000 (FOB Hay River). This exceeds the
proj ected anount available from FFMC by $188, 000, assuming a final
paynent of 20% On a per pound basis, there would be $.47/1b
avail abl e for sunmmer whitefish production and $.78/1b for wnter
whitefish production, wth a yearly average of $.60/Ib, uéing
1989/ 90 projections.

If the existing plant in Hay River is renovated, the net
amount available to fishermen would only be $1,478,000 because
depreciation and long term interest expenses for the renovated
pl ant are substantially greater than for the new plant.

These figures assune that capital costs for start up woul d be

totally financed With debt.” However, grants would likely be
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available to finance alarge portion of the capital cost, reducing
the depreciation and interest charges. |f capital grants were used
to offset the costs of building a new plant or renovating the
existing plant, fishernen would receive an average of $.50/1b for
their summer whitefish catch and $.88/1b for the winter catch,
‘ using 1989/90 projections.

As nmentioned earlier, a fisherman requires an average price
of $.59/pound for sumer fish and $.75/pound for winter fish to
cover expenses and receive a fair wage for their’ time and effort-.
This assunmes that the cost of lake freighting is subsidized. If
capital grants are available to cover start-up costs and |ake
freighting subsidies are maintained, the winter fishery could neet
the fishermen's incone needs, but the summer fishery would stil
requi re subsi dy support.

The final 1989/90 paynents from FFMC are not yet avail abl e,
but if they represent 20% of the total payment, FFMC paynents for
whitefish will be $.42/1b for sumer whitefish production and
$.78/1b for winter whitefish production. However, in “the
production years of 1987/1988 and 1986/ 87 FFMC final paynents were
approxi mtely 38% of the total fish price. If the 1988/89 fina
paynments are this high, then fishermen would receive a higher price
from FFMC than they would if they were narketing independently.

For the 1987-88 summer production season, paynents from FFMC

exceeded the anount that would be available outside of FFMC by $.07

a -pound.

NATURAL RESOURCES SECTION, ECONOMIC DEVELOPMENT AND_ TOURISM 19



NWT INLAND FISHERIES - CHARACTERISTICS OF THE EXPORT MARKET
Thesecond anal ysis performed was Net present value capital
budgeting. This is a technique used to determ ne whether a capital

i nvestnent shoul d be made and to choose the best option when there

is nore than one alternative. The analysis discounts the future
cash flows expected froma project to determine their present
value, and the capital cost of the project is then subtracted. The
difference is called the net present value. 'f the net present
value is positive, the project is expected to be a good investment.
If the net present value is negative, the project” is considered to
be apoor investnent.

The analysis indicates that a new plant, built wthout any
capital grants, has a negative net present value of $644,000. This
means that the project would require capital grants of at I|east
$644, 000 before it” would show a positive cash flow and coul d be
consi dered econom cally viable.

For the alternative of renovating the existing plant (capital
cost of $2,500,000) , a net present value deficiency of $1,238,000
was cal cul at ed. Capital grants (or a reduction in the purchase
price) of at least this amount woul d be required before this
project could be viewed as econonically viable.

If the NWE withdraws from Fruc, there are some additional
benefits in the formof local wages that would result from taking
over marketing and operation of the plant. If these are included
in the net present value analysis, a Positive net present value of

$282.000 is calculated for the new plant proposal. However,
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capital grants of at |east $644,000 would still be required to
offset the costs of the new plant.

G ven the risks and constraints inherent in independent
marketing, the variation in prices and final paynments, the snall
possi bl e premium available if the NW nmarkets independently and

< the high level of capital grants required, the potential returns
are too small to recommend that Great Slave Lake fishernen operate
outsi de of the FFMC.
ENHANCING ARRANGEMENTS WITH FFMC

A review was made of FFMC's pooling and pricing policies to
determne if there are ways that present arrangenents with FFMC
coul d be enhanced to increase returns to NW fishernen.

A provincial pooling system where the NWI is in a separate
pool fromthe rest of the FFMc is not recomended. This could
result in conpetition wthin FFMC for the right to sell fish in
the nmost profitable formand there is a high probability that the
NWT woul d | ose due to its distance from FFMC, its limted pickere
production, and other market factors. An analysis of provinéial
pooling has also shown that changing market conditions may result
i n decreased revenues for NW fishernen.

The possibility of having some of the nore profitable species,
such as pickerel, subsidize whitefish was al so exanined. FFMC has
the authority to use any pooling systemit chooses and could poo
all species to help spread out costs. However, subsidizing one

species with returns from a-nether species would encourage the
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production of |ess profitable species, While discouraging the
production of nore profitable species. The result would be a
reduction in profitability for the total fishery. In addition,
pi ckerel and other nore profitable species often have nuch smaller
quotas and hi gher harvesting costs SO pickerel fishernen require
t he higher price to make aliving.

However, there “are two areas of FFMC's pooling system where
changes could be considered. First, there may be a case for NWT
fishernen receiving more for their winter catch than they do
presently. Geat Slave Lake whitefish have traditionally brought
ahigher price in the market than other FFMC whitefish because of
the excellent timing of deliveries, particularly in key winter
mont hs. Research indicates that the timng of production is
becom ng even better. FFMC has indicated that present winter
premuns are high enough to guarantee production and they are
concerned that an additional prem um on the initial paynment might
encourage excess production that could not be sold fresh. Cne
possibility that may benefit NWT fishernmen would be a winter
prem um based on actual revenues earned on fresh winter whitefish
sales, and added to the final paynent.

Second, FFMC charges part of the overhead costs of its
Transcona plant to each species. The way in which these charges
are allocated could be changed to be nore beneficial to the NWT

whi t efi sh. However, FFMc indicates that they have built in

modifications to ensure that-overhead cost allocation is fair.
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Beforer equesting any changes to the FFMC pooling systemore
analysis is needed to ensure that a change woul d benefit NWT
fishernen. FFMC has indicated that changes to the system woul d
only be made if it was shown that there were inequities in the
system that discrimnate against NWT fishernmen. Changes will not
be made sinply to accommopdate the NW fishernen or the Governnent
of the NWI.
RECOVVENDATI ONS

The freshwater fish catch from Great Slave Lake is al nost
entirely whitefish. Asa commodity product, the price of whitefish
is determ ned by supply and denmand so one supplier cannot denand
a prem um price over another supplier. In addition, NWT whitefish
is indistinguishable fromother FFMC whitefish, and FFMC whitefish
is only purchased when higher quality Great Lakes whitefish is not
avai | abl e. Therefore, if the Nwr operated outside of FFMC, it
coul d not charge a higher price for its whitefish on the basis of
quality. .

NWT whitefish does have the advantage of being avail able
during the winter nonths when fresh Geat Lakes whitefish is not,
resulting in a price prem um However, analysis shows that the
costs involved to operate outside of FFMC, the expected conpetition
from FFMC, the variability of market prices and the risks inherent
in setting up new processing and distribution systens far outweigh

any benefits that the NWwr would receive from operating outside of
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FFMC . It is therefore recommended that the NW freshwater fishery
stay within FFMC's jurisdiction.

It may be possible to increase the benefits that NW fishermen
receive within FFMC through a final paynent timng premum for
winter production. More analysis is required to investigate this
possibility.

At the present estimated |evel of operating costs, the price
avail able for whitefish is not high enough to provide a reasonable
wage to. fishernmen without additional subsidy. ‘Therefore, it is
recommended that the Governnent of the NW not- renove subsidies
fromthe NWI fishery without further analysis of fishernen' s net

i ncones.
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