KODIAK CITY COUNCIL
WORK SESSION AGENDA
Tuesday, March 6, 2012

Kodiak Island Borough Conference Room
7:30 p.m.

Work sessions are informal meetings of the City Council where Councilmembers review the
upcoming regular meeting agenda packet and seek or receive information from staff. Although
additional items not listed on the work session agenda are sometimes discussed when introduced
by the Mayor, Council, or staff, no formal action is taken at work sessions and items that require
formal Council action are placed on a regular Council meeting agenda. Public comments at work
sessions are NOT considered part of the official record. Public comments intended for the “official
record” should be made at a regular City Council meeting.

Discussion Items

1. Public Comments (limited to 3 minutes)

2. Council Discussion of Development of Boatyard Business Plan.............c.ccccovviveiennen. 1
3. J-1Visa Program UPCALe .........c.ooiiiiiiiiieieieee et 75
4. Library Capital Campaign Update..........ccccooeriiiiiiiiiiieeee e (No Backup)

5. March 8, 2012, Agenda Packet Review

To Be Scheduled

1. FY2013 Budget Presentation Work Session (May 5)
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Photo by Jan Pennington

Kodiak Boatyard’s first lift, October 3, 2009, 560 tons!
I. EXECUTIVE SUMMARY

1. This revised executive summary discusses the Boatyard Enterprise Fund’s FY2011 financial
position. It also presents options for the City Council to discuss toward it goal to break even by
FY2015. There are no significant changes to the body of the document. Changes will be made
when and if the Council changes the way the City will do business in the boatyard. Section VII, the
financial analysis contains an updated profit and loss statement for Fy2011. The entire Plan may
need to be rewritten once a professional economic/financial analysis is completed and the Council
provides guidance as to how they want to proceed.

2. The boatyard has operated for two years with 99 vessels utilizing the yard as of Dec. 31, 2011.
The two operating years are spread out over three fiscal years. Only FY2011 data shows a full
fiscal cycle.

3. The machinery functions well and the yard operates smoothly. The facility is managed by
Kodiak’s Harbormaster and staff. Two full-time employees keep the yard open seven days per
week. A contract employee operates the lift and one harbor employee cross-trains as the backup
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operator. A four-man team is necessary to lift a boat so harbor maintenance personnel and temps
are called in to assist with lines, straps, buckles, and cribbing blocks.

4. The following topics are discussed in detail below:

Analysis of FY2011 financial outcome

Market Share

Lay days

Facilities

Private vs. public operation of the yard

Impact to the local economy

Topics for City Council discussion

Comments by Mike Terminel, Fleet Manager, Edison Chouest Offshore, Dec 2011

5. Analysis of FY2011 financial outcome

A. The income statement on page 27 presents actual data from the first full fiscal year that ended
June 30, 2011. The unrevised proforma budgets in the 2010 version of this plan were based upon
estimates and were remarkably close to reality. For comparison purposes, they have been
included with revision.

B. The original proforma budget was based upon lifting 50 vessels the first year full year; the
actual number of lifts was 44.

C. The proforma budget for FY2011 predicted an operating loss of $266,000. The actual cash
outflow was $230,000. The deficit and depreciation ($530,000) was absorbed by the Boat
Harbor Enterprise Fund.

D. FY2011 statistics: Longest / shortest vessels 171/58 feet
Average length of vessel 93 feet
Heaviest / lightest vessels 480/110 tons
Average weight 270 tons
Longest / shortest lay days 66 /3 days
Average number of lay days 15 days
Highest / lowest revenue per vessel $24,881/ $4,121
Average revenue per vessel $9,819

E. The City Council’s FY2011 budget guidance set a goal for the boatyard fund to break even
(excluding depreciation) after five years. To break even in FY2011, an additional $230,000 was
necessary.

F. A reduction in expenses should also be explored. Unfortunately most of the boatyard expenses
are in fixed overhead. While marketing and advertising might appear to be an obvious place to
cut expenses, to do so is counterintuitive when the need is to generate more revenue by lifting
more boats and selling more lay days.
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G. Interfund charges could be redistributed because $156,000 is a lot of expense for the boatyard
fund to absorb. It is currently treated as a fixed expense.

H. Financial projections in the original plan assumed growth of about seventy-five vessels per
year to reach a breakeven point in FY2015. The growth assumption may have been optimistic
because the second operating year showed no increase in the number of lifts.

I. Lift and lay day rates were increased by 10 percent on July 1, 2011 (See Section Ill, pagel3),
so everything else being equal, revenue is estimated to increase about $45,000 in FY12.
Another, much larger rate increase, perhaps as much as 50 percent, is necessary to eliminate the
deficit in four years assuming no growth in vessel use. However, a large rate increase may
induce market share loss.

J. Professional economic analysis makes sense at this point now that there is actual financial data
to analyze. The previous feasibility studies by Northern Economics Inc. were purely estimates
since no hard data was available. A refreshed look at the actual financial data might suggest that
the City take a different approach. Should the Council be interested in contracting with a private
operator, the study could suggest a fair annual lease value.

6. Market Share

A. Kodiak primarily attracts local vessels from the commercial fishing sector. Seventy-five
percent of the vessels are local, the remaining twenty-five percent are Alaskan, but not home-
ported in Kodiak. Two vessels were from other than the commercial fishing sector: one from
the oil and gas sector, the 135° M/V Arctic Wolf; and a coastal freighter, the 151° M/V Helenka-
B. Their home ports are in Valdez and Homer respectively.

B. The M/V Arctic Wolf, is owned by Edison Chouest Offshore. Edison’s Alaska fleet manager,
Mike Terminel recently had a conversation with the Harbormaster. He was very complementary
of Kodiak’s boatyard but offered a long list of suggestions to improve it. His comments and
suggestions are included in paragraph 12 below. Edison Chouest Offshore owns and operates
nine commercial boat yards so Terminel’s comments have considerable credibility. Terminel
believes that there are significant numbers of non-commercial fishing vessels working Alaska
waters and that the owners are not aware of “Kodiak great boatyard.” He had several excellent
suggestions to for to capture a larger market share. His biggest problem with using the yard was
its lack of cover.

C. Mike Terminel (See complete list of suggestions in paragraph 7 below.) recently suggested
that the Kodiak consider joining the Alaska Resource Development Council (ARDC). ARDC is
a statewide business association comprised of individuals, companies, and communities from
Alaska’s oil and gas, mining, forest products, tourism and fisheries industries. ARDC’s
membership includes Native Corporations, local communities, organized labor, and industry
support firms. It provides forums for policy debate and analysis to help guide Alaska in these
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areas, as well as in land use, transportation, power development, international trade and
economic development.

D. Terminel also suggested that Kodiak hold a “town-meeting” to facilitate the discussion of
how Kodiak can it easier for out-of-town boat owner’s to use of the boatyard. ComFish might be
an excellent venue for such a event. The City could make a presentation explaining what’s going
on at the boatyard sharing information like number lifts, service rates, revenue/expense statistics,
and so on. Then solicit ideas from the private sector. Invite all business interested in supporting
the yard, boat owners, hotels, restaurants, B&B, retailers, marine supply, tradesmen, etc. What
can the community offer to make outside vessel owners feel welcome? How can City
government facilitate economic activity in the boatyard?

7. Lay days

A. Vessels are charged for the dry moorage space they occupy. Every day in the yard is billed as
a lay day. The charge is currently set at $2.20/ft. So a 100-foot vessel pays $220 per lay day. In
FY2011 lay days generated $126,000 which is 30 percent of the boatyard’s total revenue. The
average stay in the boatyard is 16 days. The maximum stay during FY2011 was 58 days.

B. Lay day revenue is an excellent foundation for financial stability because it generates revenue
with no additional expense to the City.

C. The boatyard has an annual potential of 2,190 lay-days (365 days x 6 dry moorage sites). In
FY2011, 689 lay days generated $126,000. Only one-third of the boatyard’s full lay-day
potential is actually producing income.

D. The initial lay day fee had progressively increasing cost per day. The longer a vessel stayed
in the yard the higher the rate. Boat owners did not like it. This structure was created to
encourage vessels to keep the number of days in the yard to a minimum because we (wrongfully)
assumed that with only six dry moorage sites, the boatyard would be full most of the time.

E. At the recommendation of the Port and Harbor Advisory Board last spring, the layday rate was
changed. It is now a fixed at $2.20 per foot per day, regardless of the length of stay.

F. To encourage more lay day use, thus hopefully increase revenue, the Council might consider a
discounted rate that encourages long-term projects. Boat owners might be willing to stay longer
if the lay day cost declined with longer stays. For example the rate might be adjusted to decline
by some percentage after 20 days and even more after 40 days. The rate needs to be high enough
to discourage vessels from being “stored” in the boatyard.
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8. Facilities

A. The lack of options for covering vessels, or at least blocking the wind, is the only serious
complaint that owners always bring up. We hear it often and it is a serious drawback to boat
repair and maintenance in Kodiak.

B. Sheltering vessels for painting and welding is difficult to accomplish. Boat owners and crews
spend many lay days figuring out how to protect their vessel from the elements, especially during
the fall, winter and spring when most of the work is done and the weather is the worst. Boatyard
staff have observed many failed attempts to block the wind.

C. The harbor department has discussed options like portable walls or a series of 40-foot vans
that could be positioned around a vessel, but these would have to meet engineering standards for
liability purposes. A large building would be ideal, but may not be immediately affordable.

D. The PHAB is an advocate of procuring shelters, wind breaks, and/or buildings for the
boatyard. There was a major discussion about it at their Dec 2011 meeting. The PHAB
chairman created a sub- committee, to look into the feasibility of having a covered structure. The
have asked for an informal feasibility proposal from a manufacturer of large metal buildings.
More information is expected in early January 2012.

9. Private or public operation of the boatyard

A. The City should explore the original operating concept: Lease the boatyard to a private
operator . . . much the same as it does with the cargo operation at Pier 3. A professional
analysis to determine the value of a lease would be advisable.

B. A private operator would very likely want the exclusive rights to offer services -- like
Horizon Lines at Pier 3. That would end the attractive “open yard” option that allows boat
owners to work on their own boats and hire vendors of their own choosing.

C. Because the boatyard’s depreciation expense is large at $530,000 annually, it is unlikely that
this amount could be recovered by leasing the facility. However it is likely that a private firm
could operate the yard more economically than the City.

10. Impact to the local economy.

A. The impact to Kodiak’s overall economy is significant, but not easy to quantify without
getting a professional economist involved. Boat owners, vendors, and service providers do not
disclose the amount spent servicing vessels.

B. Every dollar spent locally in the Kodiak boatyard would have been spent in another
community if the boatyard had not been built. Each dollar typically turns about seven times
locally. Considerable detail is contained in Section V of the business plan.
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11. Topics for City Council discussion and consideration

A.

B.

What strategy should Kodiak adopt to attract more vessels to the boatyard?

Can membership in an organization like the Alaska Resource Development Council
(ARDC) be explored?

From what maritime sub-sectors can new business be solicited? Examples: oil & gas, tow
boats, coast freighters, and so on.

Should expenditures on marketing advertising be increased in an effort to reach maritime
sub-sectors beyond commercial fishing?

Should the City invest in a building at the boatyard ?

Should the City invest in equipment to block the wind and create a situation to help boat
owners cover their vessels?

How pricing strategy should be developed to increase revenue from lays days?

. Should the City lease the boatyard to a private operator?

Should the City sponsor a boatyard forum at ComFish this year?

Should a professional economist be hired to:

a. Study the continued feasibility of the City running the boatyard?

b. If the boatyard is leased, what should the lease fee be?

c. Determine the boatyard’s overall economic impact to the community.

d. Should the City accept operating the boatyard at a loss?

e. Determine how much addition sales tax revenue boatyard activity generates.
f. Should the sales tax cap be lifted in the boatyard?

12. Comments by Mike Terminel, Fleet Manager, Edison Chouest

Offshore, Dec 2011

“Kodiak’s boatyard has a great thing going. It’s a gem! The boatyard staff was very
helpful. I’ve heard and experienced nothing negative about it. Here are my observations and
suggestions:”

One of our vessels, the Arctic Wolf, is a 140’ landing craft and supports the oil and gas
industry. 1t was the 10™ and largest vessel lifted in Kodiak. She needed paint, zinc and hull
welding.
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The Arctic Wolf boatyard project went well, but not quite perfect. Kodiak weather can be
bad, and it really was! We experienced wind, rain, ice, snow . . . all on the first morning.
Unfortunate timing, but it is typical. The City needs to consider shelter and protection!

Sheltering vessels for painting and welding was tough! | wasted too many days just
figuring out how to cover the vessel. Harbor staff suggestions (Lon) were great but he could
offer no materials or wind break. It was a big struggle but we did it.

The City should facilitate the purchase of shelter materials -- movable walls, vans, or
whatever. Rent them and make money. [HM note: A building would be ideal, but may
not be immediately affordable. The PHAB is an advocate of procuring shelters, wind
breaks, and/or buildings for the boatyard.]

Boat owners need a place to store tools, equipment and supplies during the boatyard stay.
Vans (20 or 40-footers) would work great. Spot one near each boat.

Local welders are good, but too expensive. | brought in my own crew. More local
competition would be healthy for Kodiak’s economy and boatyard users.

Local rental company is okay but not equipped to support a big boatyard. Need plenty of
scaffold, moveable platforms, man lifts, welders, etc.

Retail marine suppliers are adequate for in-water maintenance of fishing boats, but lack the
depth and quantity to support a major boatyard operation. For example, not enough bottom
paint, shafts, bearings, zincs, etc. on hand.

Hold a “town-meeting” to discuss the boatyard.

o Make a presentation. Explain what’s going on at the boatyard from the City’s
perspective. [Consider sharing numbers: lift and service rates, revenue/expense
statistics, or more)

o Solicit ideas from the private sector.

o Invite all business interested in supporting the yard, boat owners, hotels, restaurants,
B&B, retailers, marine supply, tradesmen, etc.

o What can the community offer to make outside vessel owners feel welcome?
o How can City government facilitate economic activity in the boatyard
o [HM’s note: Consider holding a seminar at ComFish in April]

Expand advertising beyond the commercial fishing to the oil and gas, tow boats, etc. Oil
company executives and skippers don’t read National Fishermen or Pacific fishing.
Recommend that you consider other publications like: Professional Mariner, Workboat,
Alaska Business Weekly, Petroleum News, and Alaska Journal of Commerce.

Joint the Alaska Resource Development Council (ARDC). About $1,000 to joint. ARDC is
an advocacy for Alaska industry. Ketchikan boatyard is a member. Talk to Carl Portman,
the Alaska Resource Development Council executive director.
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US Coast Guard (USCG) was an issue. Response time between inspections slowed up
progress unnecessarily. Suggest that you make them feel special and give them their own
parking space in the boatyard. Please impress upon them how much they can hold up a
project if they aren’t on time your boatyard customers. Time is money and the USCG
appeared to have no regard for the time wasted between inspections.

If Seward gears up to home-port the off-shore Community Development Quota (CDQ)
boats, the Kodiak Boatyard should boom. Keep your name out there.

| used 15 rooms at the Best Western for three weeks. We ate in all the restaurants. It all
worked fine but few people outside Kodiak know what Kodiak has to offer. Local business
need to advertise more. Give [out of town boat owners] a warm-fuzzy about Kodiak. The
new guy on the block needs to really advertise.

BOTTOM LINE: 1 will use Kodiak’s boatyard again for shipyard work on the Edison
Chouest Offshore fleet.

If Shell Oil gets a drill bit into the North Pacific, there will be another gold rush. Kodiak’s
boatyard needs to be ready to support the boom.

10

10
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Background:
1. Kodiak’s 660-ton Marine Travelift and boatyard became operational October 2, 2009.

2. The need was recognized years ago and took over a decade to plan and build. PND Engineers
designed the facility and it was built by Pacific Pile and Marine. Major subcontractors included
Brechan Enterprises, Tundra Plumbing and Local Electric. Total cost: $17.3 M. In this age of
environmental awareness, Kodiak can boast that it sets a new standard. It is the only fully
environmentally compliant boatyard on the West Coast.

3. Funding came from a number of sources and included a $5M revenue bond State and Federal
grants total $7.3M. The remainder came from harbor retained earnings and the City water/sewer
fund. Annual interest payments are about $245,000.

4. Long-trips to distant ports for boat maintenance are over. Crewmen are able to spend time in
their home port while dry dock work is accomplished on their vessels. Owners are pleased with the
lift, yard facilities and with the money they save when they “can do-it-themselves” or hire a
contractor that they know and trust.

7. The fact that boat owners can do their own work, hire vendors of their own choosing and not
travel to a distant yard for a haul out saves owners tens of thousands of dollars for fuel, lodging,
labor, parts, etc. The “open yard” creates significant savings to an owner interested in managing his
own boat project. However, some owners, mostly ones from out of town, find it difficult to manage
a yard work and prefer a full service yard where all work is done by a team managed by the
boatyard operator.

8. New jobs, new businesses and increased sales for the existing marine-related businesses are real.
Quality Marine of Seward is relocating to Kodiak — others are making plans. Kodiak College
revived its welder certification program and graduates are already working in the yard. Kodiak
Marine Supply is selling hundreds of gallons of bottom paint. Just to name a few businesses
profiting from increased work and sales. There are currently 25 vendors authorized to conduct
business in the yard. They each pay $300 annually for the privilege to offer services and supplies in
the yard.

9. The City’s original business plan did not include operating the boatyard. The concept was to
lease the facility to a private company in a very similar manner to leasing the crane and uplands at
the City-owned Pier 3 cargo terminal. The City manages the contract but the facility is managed
and operated by Horizon Lines of Alaska.

10. Over a year before the boatyard was to open, the City solicited for an operator. There was one
solid response from an experienced boatyard operator (Puglia) in Washington State. A contract had
not been negotiated but was in the process. Puglia’s owner had full intended to operate the yard and
offer a full array of services but unforeseen events in his business made it impossible for him to
open and operate another yard and he backed out prior to signing a contract. So at the last minute,
the Harbormaster was assigned the responsibility. The Harbormaster wrote policies, recommend

11

11
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initial fees, personnel, and equipment were written, purchased and organized. The results have been
excellent considering we started from scratch.

11. Kodiak is blessed with an experienced marine lift operator, Bill Feda, who is under contract to
operate the machine and supervise blocking. Lon White, Kodiak’s 30-year veteran deputy
harbormaster, supervises the boatyard team and schedules lifts. He hired two new maintenance
mechanics to assist with yard operations and maintenance. The Travelift is the largest crane in
Alaska and requires substantial expertise to operate and maintain. The harbor office team has
geared up to handle administrative details and, of course, billing.

12. Marketing and pricing strategy are under review.

13. The economic analysis done by Northern Economics, Inc in 2000 (2004 update) will be
revisited in 2011.

13. A creative advertising plan was conceived by Robert Wilkes in 2009. It was recently revised
and will continue through 2011.

12

12
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Il. GENERAL DESCRIPTION

1. Mission

To provide a boatyard facility that can accommodate large fishing vessels, thereby creating jobs and
economic activity for the community of Kodiak consistent with the City Council’s short- and long-

term goals.

The City built a boatyard:

to grow Kodiak’s economic base

to facilitate the fishing fleet’s “below-the-waterline” maintenance needs

to improve quality of life for Kodiak crewmen and their families

to reduce the hemorrhage of Kodiak dollars out of the community

to allow boat owners the flexibility to do their own work and/or hire their own vendors
to encourage new business development in the marine trades

2. Facility

660-ton Marine Travelift

lift piers

environmentally compliant wash down pad

support equipment (blocking, forklift, manlift, pressure washers, etc.)
utilities

13
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3. Form of ownership: Municipal, no partners.
4. History

A. The City of Kodiak’s boatyard was envisioned in the early 90s when the Near Island quarry was
opened to mine rock for the St. Herman Harbor (SHH) breakwater. As flat land was created and the
breakwater became a reality in 1997 it became obvious that the protected deep waters would not
only create excellent moorage for large fishing vessels, it could also serve as a haul-out site for a
boatyard.

B. After a decade of planning, the boatyard became a reality in October 2009. Parties involved
include the City Council, Port and Harbor Advisory Board, Harbormaster, City Engineer, City
Manager and PND Engineers.

C. At least two feasibility studies were conducted by Northern Economics: One in 2001, and an
update in 2004. They suggested a need and market that . . .

D. The yard currently occupies about five acres and will eventually encompass 13. Quarry
operations in the NE section will be ongoing for many years. Three contractors, Brechan,
Anderson, and DeHart, are currently mining.

E. Quarry expansion could eventually create sufficient land for vertical structures. For example,
shops and bays for the marine trades and a structure large enough to work on large boats.

F. As originally conceived the boatyard would be operated by a private contractor. However, no
contractor agreed to take on the operation. By default the Harbor Department set up the yard and
currently operates and manages it. It adds a great deal of responsibility to the Harbormaster’s job.

5. Most important strengths and core competencies.

e Kaodiak is a fishing and fish processing community

e Kodiak’s infrastructure includes massive harbor and port facilities

e Kodiak’s location in the central Gulf of Alaska makes it a crossroads for logistic support to
large numbers of transient vessels

6. Significant challenges faced now and in the near future.

Breakeven by the 5th full year of operation

Refine yard management team

Lack of a building for welding painting and other maritime services

Increase revenue to meet expenses and debt service (and depreciation expense?)

14
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I11. PRODUCTS AND SERVICES

1. Services:

Lift and launch vessels ranging between
50 and 180 feet, 42” beam, up to 660-tons
Power wash (equipment only)

Block for dry moorage

Dry moorage

Electric

Waste disposal

Select equipment (with City operator)

2. Competitive advantage

A. Kodiak’s central location in the Gulf of Alaska and its proximity to the fisheries, trained and

competent crewmen, fish processing plants, reliable/renewable source of energy, cargo terminals, a
state airport, marine supplies, and a wide variety of maritime support businesses including welding,

hydraulics, electronics, divers, painters, electricians, hardware, nets, wire rope, and much more.

B. Because of Kodiak’s remote location there is little competition from other business or
communities. Kodiak’s 550-ton Travelift is the only one of its kind in the State of Alaska. The
Travelift creates a distinct advantage in that vessel can be easily lifted and returned to the water.
Traditional marine ways and submersible boat-lifts have much less flexibility.

15
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3. Competitive disadvantage

A. Kodiak long, damp, cold weather, exacerbated by high winds . .. almost year-round. These
environmental conditions seriously hamper boatyard work, especially welding and painting.
Welding and paining are the key services that every big fishing boat must have. Weather can be
mitigated by building temp structures (expensive) over boats, but the ultimate solution is a large
building.

B. Kodiak is currently disadvantaged by the absence of service providers for large vessel
maintenance. For example, there are not enough welders and there is no facility for large shaft
machining or propeller repairs. With time, these types of business will move into Kodiak. Quality
Marine, already has moved into Kodiak bringing about six employees, renting shop space, etc.

4. Pricing

A. Pricing for lift/launch and dry moorage in an “open yard” is complicated by the fact that
Kodiak’s business model, although typical of small private boatyards and low capacity municipal
boatyards, has no precedence in publicly owned boatyards. The other eight boatyards with 660-ton
Travelifts, are operated by “for-profit” full service boatyards. They earn their profit by providing
boat services like welding, painting, mechanical, etc. Fees charged for boat haul-out is incidental.
The case is completely opposite in Kodiak’s situation as an “open yard.”

B. The initial pricing was a starting point and management knew that rates would likely need
adjustment after a year of operation. Introductory pricing (see next page) was established by the
City Council on July 1, 2009.

C. The revenue generating capacity of the Kodiak boatyard was unknown because it was not know
how many vessels would be lifted and only had estimates of the operating and depreciation
expenses. With nine months of data however, a clearer picture is beginning to emerge. About 50
vessels will use the yard in its first full year of operation.

D. Three options for meeting the City Councils goal of breaking even by 2015 are presented in
section VII.

16
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Kodiak Boatyard Fee Schedule

(Extracted from the City schedule of fees and charges)

Lift, Block and Launch

Original 2009

VESSEIS UP 10 807 L..veieirit e, $40.00 per foot

817 10 1007 . e $45.00 per foot

L1710 1207 1ot $55.00 per foot

L2017 10 1507 1ot $65.00 per foot

I517 ANA UP ceniei e $70.00 per foot

After hours SUIrCharge .........o.ooivviiiiii e, + 20% per foot
Non-standard Lift (Operator and lift) ..o, $1,500.00/hour
Inspection Lift, includes 1 hour hang time free ................coooviviiiiiiiiiiiinn.n 75% of lift/launch
HaNg Time ..o $275/ea addl. hr
Delay of Lift ... $250.00/ half hr
Pressure Wash (and scrape if NECesSary) .........oceuviueiiineiiieiiiiiiiieeeieeeannss T, M&E*
REPOSITION ...ttt 50% of lift/launch
Scheduling Deposit (Credited to lift or forfeited if the vessel is late or “no show.”. $ 750.00
Dry Dockage Space (November 1-March 30 ..........cooiiiiniiniiieiiieiieeenn, $1.75 per ft/day
Dry Dockage Space (April 1 — October 31)

Days L — 14 oo $1.75 per ft/day

DaYS 15 — 28 oot $2.25 per ft/day

Day 29 and beyond ..............ooviiniiiiii e $2.75 per ft/day
On Site Storage

Daily (First three days (or portion thereof) no charge) ................. $0.05/sq ft/day

MINIMUM CHATEE .. evveteeiieeie e e $15.00
Vendor (Vendors must be preapproved and have $1M liability coverage)

Registration (Paid by vendor) ...............cccooiiiiiiiiiiiiiien $300/year

Daily vendor fee (Charged to vessel, two-hour grace for deliveries)  $50/day/worker
Utilities (Includes water)

120v single-phase 30 amp or actual kWh cost, whichever is greater.... $15.00/day

208v single-phase 50 amp or actual kWh cost, whichever is greater.... $35.00/day

208v three-phase 100 amp or actual kWh cost, whichever is greater.... $40.00/day

480v three-phase 100 amp or actual kWh cost, whichever is greater.... $50.00/day
Equipment Rental

FOrk Tift ... $75.00/half hour

Man Lt oo $75.00/half hour

Pressure Washer, 3 hour minimum $125.00 day maximum ......................... $25.00/hour

OTNOT ..ot T, M&E*
Environmental Tarp (Ground tarp required for all bottom work) ..................... Cost + 15%
Waste Disposal

USEA 01l ettt $1.00/gallon

DIUIMPSEET ..ottt e e et e e et ea e een e $100.00/tip

Non-Hazardous liquids, including oil bilge water .................coceeeivinnni. $2.25/gallon

HAazardous ........ouini Cost + 15%

Other, i.e. metals and Wood ...........oooiiiiiiii i, Cost + 15%
Labor

City Employee, straight time .............cceiviiviiniiiiiiiieieeeieiee, $65.00 per hour

City Employee, OVETtimE ..........ovuivniiiiiiiie e $95.00 per hour

Contract service provider (i.e. diver, lift operator, etc) ........................ Cost + 15%
Environmental SUrcharge ........ ... 2.5% of gross
Other FEes and SEIVICES .......c.ouiniiii e Cost + 15%

*T = Time (labor); M = Materials; E = Equipment Hours
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2011 Changes

44.00 per foot
50.00 per foot
60.00 per foot
71.00 per foot
77.00 per foot

2.20/ft/day
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IV. MARKETING

1. Market Research

A. The potential users for large travel lift in Kodiak encompasses a variety of vessel types,
including those homeported in Kodiak, vessels operating in the western Gulf of Alaska, and
vessels operating in, or transiting, to and from the Bering Sea and Aleutian Islands.

B. Competing Facilities. To avoid competing with existing, privately owned facilities in
Kodiak, the new haulout facility caters to vessels exceeding 150 tons in weight. Vessels in the

150- to 660-ton weight class that might use this facility are serviced by a small number of
facilities in Alaska, western Canada, Washington, and Oregon. These facilities include:

e Dutch Harbor offers services for vessels only in the water and a private submersible
drydock.

e King Cove has a city-owned 150-ton Travelift and a 25 x 80-foot grid.

e Seward’s city-owned facilities include 50- and 250-ton Travelifts, and a 5,000-ton
Syncrolift. The Syncrolift is City-owned but privately operated as a “closed yard.”
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e Valdez has a city-owned 60-ton Travelift and a tidal grid capable of handling vessels up to
120 feet or 250 gross tons.

e Petersburg’s public facilities include two tidal grids handling vessels up to 200 tons.
Private facilities include a marine railway capable of handling vessels of up to 300 tons or
100 feet and a tidal grid handling vessels up to 45 feet.

o Ketchikan’s private facilities include a 10,000-ton submersible dry dock. A second, smaller
drydock was recently built.

e Cordova completed a 150-ton Travelift in 2009. It is city-owned and operated.

e Puget Sound in Washington is home to several private and public shipyards and Travelifts
catering to large vessels.

C. Catering to vessels exceeding 150 tons minimizes competition with existing facilities and
ensures that vessels using the lift are of sufficient size to justify use. Rates charged for vessel
haulouts at these other facilities vary depending on vessel weight, vessel length, and duration that
the vessel is out of the water.

2. Factors affecting travel lift use'

A. Number of facilities in Alaska, western Canada, Washington, and Oregon capable of
handling vessels in the 150- to 600-ton weight class. Currently, only facilities in Seward,
Ketchikan, the Puget Sound Region, Oregon, and British Columbia can lift vessels in this size
range. Vessels exceeding 600 tons have to use the Syncrolift in Seward, the drydock in
Ketchikan, or travel outside Alaska. Given that Seward operates a 250-ton lift, vessels in the
150-to 250-ton weight class that wish to be lifted in Southcentral Alaska could choose to be
lifted in Seward or Kodiak. Vessels in the 250- to 660-ton weight class that wish to be lifted in
Southcentral Alaska can choose Kodiak’s travel lift or Seward’s Syncrolift. Seward has
environmental compliance issues and many abandoned vessels.

B. Location of Kodiak. The nearest facilities capable of handling vessels in the 150- ton 600-
ton weight class are in Seward, 220 miles away. The only other facilities away are in Ketchikan,
1,000 miles away. West of Kodiak, there are no facilities capable of handling vessels of this
size.

C. Number of facilities in Alaska, western Canada, Washington, and Oregon capable of
handling vessels with beams of up to 42 feet. Vessels operating in and around Kodiak tend to
have wide beams, and a travel lift sufficiently wide to handle a 42-foot beam would
accommodate most of the fleet between 150 and 600 tons. Syncrolifts and drydocks at
competing facilities would be capable of lifting vessels with these beams.
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D. Cost to haul and service vessel in other areas of the state. There is a significant travel cost
associated with bringing a vessel from the western Gulf of Alaska or Bering Sea to Southeast
Alaska or the Pacific Northwest for maintenance and repair. For vessels from Western Alaska or
operating in Western Alaska, it may be more cost-effective to travel to Kodiak to be serviced,
rather than using facilities outside the region.

E. Vessels homeported in Kodiak. Vessels moored exclusively in Kodiak are likely to use
Kodiak haulout facilities regardless of other available facilities so that vessel owners or
operators can service their vessel without major travel costs to reach another port. The number
of large vessels moored permanently in Kodiak may grow over time as the number of moorage
spaces expands. Transient vessels are less likely to use Kodiak facilities; the market share is
assumed to be 20 percent, but could likely range from 10 to 30 percent. These percentages may
not be achieved in the first few years as the necessary services may not be available. These
percentages are achievable with growth in the number of services and expertise in the local
labor force.

F. Location of Kodiak with respect to major fishing grounds in Southcentral and
Southwest Alaska. Proximity to fishing grounds may play a significant role in attracting
vessels to Kodiak facilities. Vessels transiting between the Bering Sea or Alaska Peninsula to
Seward or Kodiak may save a significant amount of time and money by being serviced in
Kodiak rather than Seward or Puget Sound.

G. Non-market factors. Vessels in need of emergency repairs or needing attention for other
unanticipated situations could utilize the haulout facilities in Kodiak. This study uses vessel data
collected from several sources. The primary source of data is from the Kodiak Harbormaster’s
Office. Secondary sources, which are used to reinforce and verify the primary source, include
Alaska Commercial Fisheries Entry Commission vessel license files, National Marine Fisheries
Service license and permit files, and the U.S. Maritime Information System.

H. A survey of large vessel owners (Kodiak Chamber of Commerce 2000) provided
information on the frequency that vessels are lifted for routine maintenance and repairs. Based
on this information and an analysis of the fleet composition, Northern Economics, Inc.
estimated that a 660-ton facility would lift approximately 88.6 vessels annually.

! Market research: Large Travelift Feasibility Study Update, September 2004, Northern Economics Inc, Anchorage, AK

3. Current Marketing and Advertising Plan

A. User brochure and info snail-mailed, e-mailed and also available on line.
Enclosures:
User application and terms
Vendor application and terms
Best management practices yard operating regulations
Fee schedule and estimate worksheet
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Vessel work plan and user check list
Travelift specifications

B. Trade shows
Pacific Marine Expo, Seattle (November)
Boat Show, Seattle (January)
ComFish Kodiak (April)

C. Trade publications ads (Advertising plan and budget attached at appendix B)
National Fisherman
Workboat
Pacific Fishing
Fisherman’s News
Western Mariner

D. Radio ads on public and commercial stations aired in coastal Alaska communities

E. Web based. The City/harbor web site has info about the boatyard including user and vendor
applications, fees, policies, vendor lists, and more. It needs to be expanded and improved and is
currently the weakest link in the marketing plan.

4. New marketing ideas. See Executive Summary.

5. Marketing Strategy

Make owners and operators of vessel between 150 and 660 tons operating in the coastal waters
of Washington, Oregon, Western Canada, and Alaska aware of the fact the Kodiak has a 660-
ton Travelift, state-of-the-art boatyard and vendors that offer a wide variety of maritime
services.

6. Pricing Strategy

A. For any new business pricing is always a big concern. How much can be charged before
boat owners find another boatyard. It is particularly problematic for a political subdivision like
the City of Kodiak which needs to recover all operating expenses (at least) and depreciation
expenses (desired), yet wants to encourage economic development across a broad spectrum of
the local community.

B. Initial pricing was based upon a variety of factors and analysis and it is what it is. See section
IV Marketing. The BIG question now is: What should prices be in the future.

C. As originally envisioned a private company would rent the facility, operate the lift and set the
rates. Free enterprise principals would apply. Obviously, the yard operator would set rates
sufficient to meet expenses and make a reasonable rate of return for the investors.

D. In Feb 2010, the Kodiak City Council adopted the following budget goals for the boatyard:
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“The Boatyard Fund will reach a breakeven point by the fifth full year
of operation in FY2015, including adequate revenues to meet debt
payments.

“The business plan and marketing campaign for services will continue to
be developed and refined to capture maximum revenues.”

E. The City Council’s goal to capture “maximum revenue” suggests that rates should be
increased to somewhere just short of “too expensive” which may prompt some owners to take
the vessels to other boatyard. Or does the Council mean capture maximum “market share” for
greater general economic impact to the community as a whole.

F. Capture “maximum revenue” suggests a pricing policy that is just below a threshold that will
reduce the number of customers using the facility. For example, a private marina will set rates
so the occupancy is about 90%. Mathematically this strategy will maximize revenue. If the
marina is full, rates are too low, so raising rates until occupancy dips to 90% will maximize
revenue and profit. The same logic could apply to the boatyard pricing policy.
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V. ECONOMIC IMPACT
1. Analysis of Boatyard Lift Impacts on Kodiak Economy

A. Boatyards (private or municipal) never pay for themselves through lift fees alone. The way to
make a yard facility financially feasible is to have the proper facilities, services, and tax structures
in place to provide additional fiscal and economic benefits to the community. By taking a whole
economy perspective, boatyard can provide an economic benefit to a community.

B. Now that ownership and operation of the Kodiak Boatyard is decided, this section focuses on the
entire boatyard operation. Dividing the responsibility between the City and a private operator would
split the impacts, but now that the City owns and operates the yard, the impact is easier to predict.

2. Annual Economic Impacts

A. Northern Economics, Inc. studied and reported on the feasibility of operating a boatyard in
Kodiak in 2000 and again in 2004. The impact data below was last analyzed in 2004 and should be
revisited. Now that the yard is operating and will soon have one year’s actual data to study, the
actual economic impact can be calculated.
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B. Per the current fee schedule, and assuming 50 lifts per year, the boatyard generates about
$450,000 annually, plus at least $3.1 million and 38 jobs from direct and indirect repair,
maintenance, and vessel haulout activities each year. It is likely that the number of lifts will rise
over time to as many as 70, or more. One consultant suggested 90.

C. These estimates include use of the Travelift as well as any subsequent charges and other
economic activity that takes place after a vessel is lifted. The construction phase resulted in $12
million of local economic activity and 75 direct and indirect jobs while the upland development
took place.

C. The financial impact is limited to the operation and maintenance of the boatyard facility itself.
Fiscal impacts add in taxes that would be generated as a result of labor and supplies being
purchased by vessels undergoing maintenance.

D. The economic impact accounts for all other economic activity associated with increasing
business in the community, both directly and indirectly. While a travel lift facility may operate at a
financial loss and the additional business and sales taxes may not make up the difference, the
resulting economic activity would provide a net benefit to the community as a whole.

3. Direct Impacts

A. In addition to the operating revenues and expenses presented, vessels undergoing maintenance

might spend an average of $35,400 on labor and supplies according to an undated study conducted
by the Kodiak Chamber of Commerce study. This study was done in the early 90s and costs have
increased substantially. The number is probably closer to $75,000 today.

B. Spending would bring roughly $3.1* million (higher in today’s dollars) into the community.
While some of this repair activity may already be provided by local businesses, the ability to lift
large fishing vessels enables a broader range of work to be done. Based on industry averages,
maintenance and repair work generates as many as 32 direct jobs.

! Travelift Feasibility Study, September 2004, Northern Economics Inc, Anchorage, AK.
4. Indirect Impacts

A. The extent of indirect impacts from marine-related activities varies by the type of activity.
Indirect impacts include additional sales (output), employments, labor income, and business taxes
associated with additional economic activity from a travel lift facility and supporting services. For
example, repair and maintenance activities tend to have indirect impacts of about 32 percent of the
total direct spending (output). Businesses involved in construction activities tend to produce indirect
impacts about 31 percent of the direct spending. Taking into account these indirect effects, it is
possible to estimate the total impact marine-related lifting and repair activity may have on the
community.
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B. The indirect impacts of vessel repair and maintenance spending are $533,000 *, bringing the total
economic activity retained in the community to about $2.9" million. These indirect impacts include
about eight full-time or full-time-equivalent employees in addition to those who perform the
maintenance work directly. However, the benefits are not limited to the businesses that work
directly with vessels and vessel owners. Other types of businesses would also benefit from
increased economic activity in the community.

C. Indirect impact can be recalculated by Northern Economics, Inc. in 2011

5. Additional Tax Revenues

In addition to increasing economic activity in the community, a boatyard will result in additional tax
revenues collected by the City. However, because sales apply to only the first $750 of each sale, the
incremental tax revenue is almost negligible. For example, the sales generated by the boatyard in

its first year of operation will be about $420,000. Without a cap a 6% sales tax could net the City
over $25,000 in new tax revenue. Because of the cap, sales tax is actually $2,250. Sales tax paid by
boat owners at local business for work in the boatyard also has a minor impact for the same reason.

V1. Operational and Management Plan

1. The Kodiak Boatyard is operating as an “open yard.” That means boat owners are free to work on their
own vessels and/or hire vendors of their own choice.

2. Having the City Harbormaster operate the boatyard was NOT planned. The original concept was to lease
the facility to a boatyard operator who could offer services and operate the machine for the City.

Requests for proposals to find an operator resulted in one responder: Puglia Engineering. Puglia withdrew its
offer just two months before the yard opened. Too late to solicit for another operator.

3. The operational concept that evolved, after Puglia’s withdrawal, was for the Harbormaster and his
department to operate and manage the boatyard. Two additional staff were hired and a local Travelift
operator was contracted. This arrangement places a new burden on the Harbormaster and he now manages
four enterprise funds.

4. Day-to-day operation of the yard falls to the deputy harbormaster. As the yard grows, the City should
consider hiring a full-time yard manager/Travelift operator.

5. Every boatyards with 600-ton Marine Travelifts (except Kodiak) is privately owned. These “closed”
yards create revenue by offering services to the boat owners once the vessel is lifted. Since Kodiak decided

to operate an “open” yard and does not charge service providers a surcharge per/man-hour worked so there is
no cash flow from the typical largest source. There is a small annual fee assessed to each vendor.
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VII. Financial Analysis and Plan. The income statement below shows the actual expenses
and revenue for FY2011.

REVENUE AND EXPENSE STATEMENT

Number of boats lifted

Revenues

Lift-Haul-Block
Lay days

Yard Services
Electric
Environmental
Vendor Fees
Pressure Wash
Other

Total Revenue

Expenses

Bond Interest
Interfund*

Labor

Insurance
Advertising
Professional/Legal
Electric Power
Capital Equipment
R&M, Equipment
Supplies

Garbage

Fuel (Travelift)
Fuel (Heating
Operating Expenses

Operating Margin (Loss)

Depreciation (Non-cash

%k

Kodiak Boatyard
FY 2011

2011 Actual
44

210,048
125,690
52,000
33,303
10,778
5,400
9,800
3,649

$450,668

$240,267
156,797
116,032
47,120
31,370
20,857
19,972
16,504
11,621
11,379
2,483
4,110
3,987

$682,499
($229,167)

$530,000

Percentage

46.6%
27.9%
11.5%
7.4%
2.4%
1.2%
2.2%
0.8%
100%

35.2%
23.0%
17.0%
6.9%
4.6%
3.1%
2.9%
2.4%
1.7%
1.7%
0.4%
0.6%
0.6%
100%

Interfund: $9K City Admin; $15K Finance, $25K Public Works; $18K Engr; $89K Harbor
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1. Construction and acquisition funds came from a variety of sources:

Federal EDA grant $23
State DEC grant 4.0
Municipal revenue bond 5.0
Alaska Clean Water Fund 1.0
City Funds (Water/sewer/General) 1.7
Harbor Retained Earnings 3.3
Total $17.3 Million

2. The City sold a $5M revenue bond to be repaid over 30 years. The annual interest expense for is
$240,000 and is reflected in the attached proforma budgets. Revenue for the first full year of
operation will be approximately $450,000. That amount is more than sufficient to meet the bond
interest expense, but short of covering all expenses, especially depreciation ($530,000) the largest
annual expense.

3. Depreciation is a non-cash expense. Depreciation is of great tax advantage to a private business
but has no tax advantage to a municipal government enterprise fund like the boat yard. While
depreciation is in many ways irrelevant for a public entity since it is not subject to taxation,
Government Accounting Standards Board Statement 34 (GASB 34) still requires public entities to
recognize it in their financial statements, presumably from the perspective of encouraging
municipalities to think about asset value and replacement over time.

4. The original financial planning and analysis (proforma budgets) were based upon “introductory
boatyard rates” established by the City Council in 2009. The introductory rates were based upon
professional cost and revenue estimates from a variety of sources. Now that the City has a full year
of revenue data and a better understanding of the expenses, a revenue-expense statement for
FY2011 is included above Rate adjustments (+10 percent) were implemented July 1, 2011.

5. Most heavy lift boatyards charge for the services they provide, they have a significant source of
revenue and lift fees are almost insignificant. Since the City of Kodiak does not offer boatyard
services like welding, painting, etc. a consultant had suggested that a per head vendor fee apply to
all workers. This fee would help offset the expenses of running the yard. Although it would be a
source of substantial revenue, it would be an administrative nightmare to capture the data and
collect the fee and it was deleted from the fee schedule. No revenue source was identified to
replace it, so it will be included the lift rate revision.

6. Three proforma budgets are presented in Tables 1, 2 and 3. They all assume 1) that five more
boats than the previous year for the first five years, 2) that expenses will increase 2% annually. 3)
that fees will increase by 5, 10 or 15% respectively. These tables were not changed in this revision
for the purposes of comparison.
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7. Option 1 (5% rate increase) demonstrates that revenue does not exceed operating expenses until
FY15 and does not recover depreciation. Option 2 (10% rate increase) demonstrates that revenue
exceeds operating expenses in FY14 but does not recover all of the depreciation expense. Option 3
(15% rate increase) demonstrates that revenue exceeds operating expenses in FY13 and recovers all
of the non cash depreciation expense by FY15.

9. The boatyard is an economic development project. Municipal accounting rules require the City
to depreciate all assets, even when a large portion of the investment is from grants (Fed plus state
grants equal $6.2M.) However, the City is not obligated to collect the depreciation expense. That’s
a policy decision. The City should consider at least collecting depreciation on its out-of-pocket
investment of nearly $10M.
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Number of boats
Revenues
Lift Haul Block
Yard Services
Lay days
Electric
Vendor Fees
Environmental Surcharge 2.5%
Revenue from operations

Expenses

Labor

Professional Services

Goods and Services

Utilities

Bond interest expense

Inter-fund - harbor Dept

Interfund - other departments
Total Operating Expenses

Operating Margin

Machinery and Equipment
Depreciation Expenses

Margin w/ depreciation expense

Sales tax with cap at $750
Sales tax with no cap

Proforma Budget — Option 1

Assumptions: 5 additional boats per year
5% rate increase annually

FY10
35 boats

145,000
44,000
91,000
21,000

5,400
7,525
313,925

256,000
3,000

1,575
18,060

2% annual expense increase

First
year*
50 boats
50

207,000
62,000
130,000
30,000
5,670
10,725
445,395

91,000
30,000
90,000
32,000
245,000
151,000
0
639,000

(193,605)

NA

2,250
25,740

FY 11
55

239,085
71,610
150,150
34,650
5,954
12,387
513,836

150,000
55,000
150,000
24,000
245,000
89,000
67,000
780,000

(266,164)

30,000
350,000

(646,164)

2,475
29,730

FY 12
60

273,633
81,958
171,847
39,657
6,251
14,177
587,523

153,000
56,100
153,000
24,480
245,000
89,000
67,000
787,580

(200,057)

30,000
350,000

(580,057)

2,700
34,026

FY13
65

311,162
93,198
195,415
45,096
6,564
16,122
667,556

156,060
57,222
156,060
24,970
245,000
89,000
67,000
795,312

(127,755)

30,000
350,000

(507,755)

2,925
38,692

FY14
70

351,550
105,295
220,780
50,949
6,892
18,214
753,682

159,181
58,366
159,181
25,469
245,000
89,000
67,000
803,198

(49,516)

30,000
350,000

(429,516)

3,150
43,715

FY15
75

395,336
118,410
248,279
57,295
7,237
20,483
847,039

162,365
59,534
162,365
25,978
245,000
89,000
67,000
811,242

35,797

30,000
350,000

(344,203)

3,375
49,159

* First year actual revenue is based upon the actual revenue from the first 35 boats Oct 2009 to Jun 10. Plus another
15 vessels scheduled to be lifted between Jul and Oct 2010 -- after one full year of operation.
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Number of boats
Revenues
Lift Haul Block
Yard Services
Lay days
Electric
Vendor Fees
Environmental Surcharge 2.5%
Revenue from operations

Expenses

Labor

Professional Services

Goods and Services

Utilities

Interest expense

Inter-fund - Harbor Dept

Interfund - Other departments
Total Operating Expenses

Operating Margin

Machinery and Equipment
Depreciation Expenses

Margin w/ depreciation expense

Sales tax with cap at $750
Sales tax with no cap

Proforma Budget -- Option 2

Assumptions: 5 additional boats per year
10% rate increase annually
2% annual expense increase

FY10

145,000
44,000
91,000
21,000

5,400
7,525
313,925

256,000
3,000

1,575
18,060

1st Year*
50

207,000
62,000
130,000
30,000
5,670
10,725
445,395

91,000
30,000
90,000
32,000
245,000
151,000
0
639,000

(193,605)

NA

2,250
25,740

FY 11
55

250,470
75,020
157,300
34,650
6,237
12,936
536,613

150,000
55,000
150,000
24,000
245,000
89,000
67,000
780,000

(243,387)

30,000
350,000

(623,387)

2,475
31,046

FY 12
60

300,314
89,949
188,603
41,545
6,861
15,510
642,782

153,000
56,100
153,000
24,480
245,000
89,000
67,000
787,580

(144,798)

30,000
350,000

(524,798)

2,700
37,225

FY13
65

357,764
107,156
224,682
49,493
7,547
18,477
765,119

156,060
57,222
156,060
24,970
245,000
89,000
67,000
795,312

(30,192)

30,000
350,000

(410,192)

2,925
44,346

FY14
70

423,449
126,830
265,934
58,580
8,301
21,870
904,964

159,181
58,366
159,181
25,469
245,000
89,000
67,000
803,198

101,766

30,000
350,000

(278,234)

3,150
52,488

FY15
75

498,865
149,419
313,297
69,013
9,132
25,765
1,065,490

162,365
59,534
162,365
25,978
245,000
89,000
67,000
811,242

254,248

30,000
350,000

(125,752)

3,375
61,836

* First year actual revenue is based upon the actual revenue from the first 35 boats Oct 2009 to Jun 10. Plus another

15 vessels scheduled to be lifted between Jul and Oct 2010 -- after one full year of operation.

31

31



Boatyard Business Plan Aug 2010 (Updated Jan 2012)

Proforma Budget — Option 3

Assumptions:

5 additional boats per year
15% rate increase annually
2% annual expense increase

FY10 1st Year* FY 11 FY 12 FY13
Number of boats 50 55 60 65

Revenues
Lift Haul Block 145,000 207,000 261,855 328,235 408,801
Yard Services 44,000 62,000 78,430 98,312 122,443
Lay days 91,000 130,000 164,450 206,138 256,735
Electric 21,000 30,000 37,950 47,570 59,246
Vendor Fees 5,400 6,210 7,142 8,213 9,445
Environmental Surcharge 2.5% 7,525 10,725 13,567 17,006 21,181
Revenue from operations 313,925 445935 563,394 705,475 877,850

Expenses
Labor 91,000 150,000 153,000 156,060
Professional Services 30,000 55,000 56,100 57,222
Goods and Services 90,000 150,000 153,000 156,060
Utilities 32,000 24,000 24,480 24,970
Bond interest expense 245,000 245,000 245,000 245,000
Inter-fund - Harbor Dept 151,000 89,000 89,000 89,000
Interfund - Other departments 0 67,000 67,000 67,000
Total Operating Expenses NA 639,000 780,000 787,580 795,312
Operating Margin (193,065) (216,606)  (82,105) 82,538
Machinery and Equipment 256,000 30,000 30,000 30,000
Depreciation Expenses 3,000 NA 350,000 350,000 350,000
Margin w/ depreciation expense (596,606) (462,105) (297,462)
Sales tax with cap at $750 1,575 2,250 2,475 2,700 2,925
Sales tax with no cap 18,060 25,740 32,561 40,815 50,833

FY14
70

505,850
151,511
317,683
73,312
10,861
26,209
1,085,426

159,181
58,366
159,181
25,469
245,000
89,000
67,000
803,198

282,228

30,000
350,000

(97,772)

3,150
62,901

FY15
75

623,030
186,608
391,275
90,294
12,491
32,280
1,335,978

162,365
59,534
162,365
25,978
245,000
89,000
67,000
811,242

524,736

30,000
350,000

144,736

3,375
77,472

* First year actual revenue is based upon the actual revenue from the first 35 boats Oct 2009 to Jun 10. Plus another

15 vessels scheduled to be lifted between Jul and Oct 2010 -- after one full year of operation.
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Summer Work and Travel (SWT) Program

Program:
J-1 Visa, Summer Work and Travel (SWT).
Structure:

The SWT program began in 1963 as a cultural exchange. The SWT program provides
foreign post-secondary students the opportunity to work and travel in the United States
during their summer vacations up to 4 months with the purpose of showcase America
and foster cultural exchange.

Designated sponsoring organizations (for-profit and/or non-profit) facilitate the entry of
foreign nationals into the United States for the purpose of completing the objectives of
the program.

2011 Final Interim Rules

The department of State announced Final Interim Rules regarding to the Summer Work
Travel (SWT) Program which became effective in July 15, 2011. According to the 2011
final interim rules, four major changes went into effect in order to strengthen sponsors’
oversight of both their program participants and third parties who are allowed to assist
them in the administration of the core functions of their programs.

1) Only aliens from countries that participate in the Visa Waiver Program can enter
the country without pre-placed jobs.

2) Second, sponsors are required to fully vet the third parties whom engage to
assist in performing core functions inherent with the program administration of
the Exchange Program.

3) Sponsors are required to fully vet all job offers, regardless of whether they, the
participants, or foreign entities arrange and placements and regardless of
whether the offers are arranged prior to their departure or to following their arrival
in the United States.

4) Sponsors will be required to contact active program participants on a monthly
basis to monitor their welfare and their whereabouts. Previous regulations
required no more than half of a sponsor’s program participants may enter the U.S
without pre —arranged job placements. The interim final rule now links the pre-
placement requirement directly to the underlying risk factor (i.e., country of
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origin). Thus, the interim final rules allow visa officers to discern directly from
applicants’ paperwork whether they are required to be pre- placed.

Public Release by the Department of State in November 2011

The department of State announced a new rule that limits the number of future
participants to 2011 participation level which was estimated as 103,000. The
department also put a moratorium to the designation of new sponsors until further
notice. This rule went into effect in January 2012.

Public Release in January 18, 2012

The Department of State revoked the certification of the sponsoring company known as
CETUSA due to the complaints about poor labor conditions at Hersey factory in
Pennsylvania. The non-profit Council for Education Travel USA, known as CETUSA,
can no longer bring in students under the J-1 Summer Work Travel program.

In January 18, 2012, an internal memo obtained by the AP addressing the upcoming

significant changes on SWT program was released. Some of the most significant
changes would be to ban jobs in factories, warehouses and other places like seafood
processing plants in the memo written by Adam Ereli, assistant secretary for the State
Department's Bureau of Educational and Cultural Affairs. The agency also plans on re-
emphasizing the prohibited jobs in the adult entertainment industry.

The memo includes a provision aimed at protecting American workers, "such as a more
precise definition of temporary seasonal employment and a bar against SWT job
placements during layoffs or lockouts."

Another change stated in the memo is to cap the number of hours a student could work
at 40 hours which is the most controversial because all SWT employers expect their
participants to work more than 40 hours a week.

The State Department estimates that the rule change will cut 5,000 to 8,000 jobs, of
which two-thirds were "highly localized in Alaska and the Pacific Northwest."

In the memo, Ereli stated that the seafood packing industry and the sponsor that supply
workers to the industry have been making concrete effort to oppose of the factory jobs
prohibition.
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http://content.usatoday.com/topics/topic/Organizations/Government+Bodies/US+State+Department
http://content.usatoday.com/topics/topic/Organizations/Government+Bodies/US+State+Department

In February 7, 2012, Senator Mark Begich sent a letter to Secretary Hillary Clinton
addressing the impacts of any proposed changes in the SWT program to participating
seafood industry employers in Alaska (Please, see the attached letter).

According to the memo, the public announcement of the rules is expected to be
released in March, 2012.
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201200830 Rev. 2
United States Department of State

N2 Jiil 18 py 5lYfghinetom D.C. 20520

January 18, 2012

ACTION MEMO FOR ASSISTANT SECRETARY STOCK (R)

FROM: ECA — Adam Ereli D
SUBJECT: Summer Work Travel Program Reform — Rulemaking Strategy
Recommendation

That you approve a two-part 2012 rulemaking strategy for new Summer
Work Travel Program regulations as outlined below and in Tabs 1 and 2. The new
regulations will represent significant changes designed to realign the Program with

its criginal purpose.

Approve R S . Disapprove

Discussion
As intended, the November 7, 2011, announcement of a cap on the number

of Summer Work Travel (SWT) Program participants at 2011 levels
(approximately 109,000), sent a strong message about the Department’s
seriousness regarding SWT Program reform and created space to enable more
extensive reforms in 2012. Since that announcement, ECA has engaged in
extensive consultations with SWT Program stakeholders in the United States
including employer associations, labor unions, immigrant and worker’s rights
aciivists, local elected officials, federal agencies, sponsors, program participants,
congressional staff, and Departiment offices. (Tab 4)

Based on these consultations and the October 2011 decision by the Secretary
to reform the SWT Program, ECA crafted a two-part new rulemaking strategy for
2012. Balancing the need for immediate action (in advance of the summer 2012
SWT Program cycle) with the desire for public comment, and recognizing that
some of the proposed changes will likely be controversial, we believe a two-step
approach would be advisable:
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-9
I. Publication of an Interim Final Rule (IFR) in/around March 2012, which

can take effect immediately. An IFR would permit us to address
concerns about the health, safety, and welfare of participants and
adherence to the intent of the Program- in time for the summer 2012
cycle. The provisions we envision including in the IFR (Tab 1, subject to
further refinement) would build directly on the successes of the six-
country pilot initiated in summer 2011 and/or directly improve the
experience of SWT Program participants. Under the IFR process, new
(final) regulations are published in the Federal Register and public
comment is solicited at the same time; subsequent revisions could be
made if/as appropriate.

The Department’s use of the IFR requires OMB approval. We have been
in contact with OMB about the IFR process, including the possibility of
OMB’s completing its review in 60 days rather than the usual 90. ECA’s
working level contacts at OMB have expressed their openness to this
possibility.

II.  Publication of a Notice of Proposed Rulemaking (NPRM) in late summer
2012. Publication of the NPRM would be followed by a 60-day public
comment period, analysis of comments, and then (if appropriate)
publication and entry into effect of final regulations. ECA selected
provisions for likely inclusion in this rulemaking (Tab 2, subject to
further refinement) on the basis of their impact on the private sector,
congressional interest, and/or possible 1mpact on reiatlons with
participating countries.

Some sponsors have complained forcefiilly that the pace of the reforms (the
summer 2011 IFR and six-country pilot program, combined with the recent cap on
participant levels and now anticipated new rulemaking in 2012) have not aliowed
them sufficient time to adjust their business practices. By and large they dislike
the IFR process, consider it hasty and arbitrary, and cite direct harm to their
business caused by the rapid changes. They have told us they are taking these
complaints to Congress, though we have yet to see any indication of congressional
support for their position. Notwithstanding these potential criticisms, we think a
solid case can be made that these changes are needed and that some are needed
urgently.

Even with a first tranche of regulations entering into force prior to the
summer of 2012, some 2012 summer participants will enter the United States (and
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‘be grandfathered in) under the current rules since they are already being selected
and issued visas for the coming spring and summer seasons. While this will mean
that some participants are treated differently than others for a brief period, to do
otherwise, however, would create major problems for our embassies and
consulates as placements are canceled — and possibly visas revoked — for students
who paid their fees and made their summer plans in good faith, as well as for
employers and sponsors that already have agreements for SWT employee
placements.

We consider the following issues to be addressed in 2012 to be both
particularly significant and controversial:

e New Cuitural Component; Our proposed IFR regulations will underscore
that a cultural dimension is essential to any SWT experience and that
sponsors must include such a dimension in any placement decisions. Rather
than mandating a specific type of cultural program, in the IFR we intend to
suggest two broadly acceptable areas as illustrative: activities that acquaint
participants with recognized features of American culture and history
(national parks, historic sites, major cities, scenic areas), and activities that
engage participants with the community in which they work and live. Qur
core presumption is that solely work-based cultural exposure is insufficient
for meeting the intent of SWT Program. How sponsors address cultural
activities will be a major factor in their re-designation every two years, and
in ECA’s compliance and sanctions decisions. |

® No More Jobs in Factories, Manufacturing, Warehouses, Retail
Shipping/Packing Operations and Other Such Facilities (including seafood
packing plants): In the IFR we intend to prohibit completely jobs in
factories, manuiacturing, warehouses, retail shipping/packing operations and
other such facilities. Our estimate (based on 2011 job placements) is that
this prohibition will remove approximately five to eight percent of expected
job placements in 2012 (5,000 - 8,000 jobs). Seafood packing jobs
accounted for approximately two-thirds of these types of SWT positions in
2011, and were highly localized in Alaska and the Pacific Northwest. The
seafood packing industry and the sponsors that supply workers to the
industry are making a concerted effort to oppose this prohibition. The
remaining third of these types of positions tended to be in agribusiness (e.g.,
Ghirardelli and Seneca Foods), other manufacturing (e.g., uniforms),
printing, and online sales fulfillment. '
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We find this type of employment to be incompatible with the purpose of the
SWT Program. As a rule, such jobs offer few opportunities for interaction
with a cross-section of Americans during work hours. In addition, Senator
Begich (D-AK) wrote to the Secretary expressing concern about the harmiul
impact of too many SWT students on jobs, housing, and social services for
Americans in small communities in Alaska. Other members of Congress
have yet to address directly the issue of prohibiting such employment.

e Maintain Pre-Placement Requirement for SWT Program Participants from
Non-Visa Waiver Countries: Although we had initially contemplated
extending the job pre-placement requirement to SWT Program participants
from visa waiver countries as well, as a result of consultations with posts
and the Bureau of Consular Affairs (CA), we have decided not to do so. The
current requirement covers approximately 87 percent of participants. This
means that, for example, a New Zealander will still be able to come to the
United States for SWT and find a job once here. However, sponsors must
still vet these jobs before the participant may begin employment. This
decision entails no regulatory change.

e No Prohibition on Housekeeping/Janitorial Work: Our 2011 analysis of
over 10,000 housekeeping/janitorial SWT positions indicated that these
positions generally fall within the hospitality, recreation, and tourism sectors
-and the vast majority of the work appears to be genuinely seasonal. This
work allows for more interaction with Americans and a greater window into
the United States than other unskilled work provides. Additionally,
eliminating these jobs may increase competition between SWT students and
American youth who, according to some SWT employers, prefer the “front
of the house” seasonal unskilled positions (e.g., desk clerk, bellhop, coat
checker). This decision entails no regulatory change.

o Modest Changes to Housing and Transportation: In the IFR, we are
strengthening the existing requirement for sponsors to assist participants in
identifying suitable housing. We are adding assistance with housing and
transportation to the factors in our re-designation and other reviews of
SpONSOrs.

o Added Protection for American Workers: We will include in the IFR a few
new safeguards against adverse impact on American workers, such as a
more precise definition of temporary seasonal employment and a bar against
SWT job placements during layoffs or lockouts. The cap on participant
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-5- .
numbers and the expansion of prohibited jobs for SWT will also diminish
SWT availability for seasonal temporary jobs of interest to American
workers. We will not, however, require SWT sponsors to conduct labor
market tests or other certifications such as those required for H visa
temporary workers. We reviewed nearly 109,000 intended SWT job
placements from the past year and found only isolated cases of year-round
SWT employment patterns. Those will be stopped through increased
monitoring by ECA and the tighter restriction of only temporary seasonal
work.

The Larger Strategy

This proposed 2012 two-part rulemaking strategy is but one element of a
broader series of SWT Program reforms that ECA with partners in the Department
and at other agencies are already implementing. Reform will continue until the
program meets our objectives fully. Additional major reform components are
listed in Tab 3. The reforms we are undertaking will significantly reduce the
opportunities for wrongdoing and catch it much more quickly when it does oceur,
However, in an exchange program of this size and complexity that by design offers
young foreigners open exposure to the United States, there is no way to completely
eliminate problems such as misconduct on the part of participants or employers;
attemnpts to utilize the program for fraudulent, illegal, and unethical purposes, or
unfortunate accidents including the death of participants.

In the coming weeks, we plan to re-engage some of the journalists who had
been following the SWT issue, including the New York Times and the Harrisburg
Patriot-News. We would ensure, to the extent we are able, that our plan to
implement the new rulemaking strategy is reflected in our discussions with these
and other reporters.

Attachments: :
Tab 1 — SWT Program 2012 Interim Final Rule — Proposed Major Acticns
Tab 2 — SWT Program 2012 Notice of Proposed Rulemaking — Proposed
Major Provisions
Tab 3 —-SWT Program Reform — Administrative and Other Measures
Tab 4 — Summary of SWT Program Stakeholder Consultations
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Summer Work Travel Program 2012 Interim Final Rulemaking
Proposed Major Actions '

Setting out a statement clearly defining Summer Work Travel as a cultural
experience and requiring sponsors to fulfill the purposes of SWT other than
employment (i.e., providing for cultural opportunities and opportunities for
community impact), and to be more attentive to the health, safety and welfare of
participants, including housing and local transportation arrangements. ECA
will give high priority to this approach in re-designation decisions every two
years. ECA tssued a Guidance Directive to this effect on December 13, 2011.

Encouraging permissible employment by emphasizing positions in the service
sector, notably leisure and hospitality and accommodation and food services.

Establishing core criteria for suitable SWT job placements, including
interaction with Americans and avoidance of over-concentration of SWT
participants in isolated locations.

Significantly expanding prohibited jobs:

o No positions in manufacturing, warehouse and factory work,
catalogue/online order distribution centers;

o No hazardous occupations as identified through Department of Labor
data, such as construction, farming and ranching, roofing, repair and
maintenance, and refuse and recyclable collection;

o No jobs involving controlled hazardous substances, such as pesticides or
asbestos;

o No jobs directly involved in gaming and gambling;

o No jobs involving driving;

o No jobs requiring sustained physical contact with other people and, in
particular, no jobs that require adherence to the Center for Disease
Control and Prevention’s Universal Blood and Body Fluid Precautions

guidelines. (e.g., no provisions of body piercings, massages, tattoos,
manicures/pedicures); ‘
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o No position requiring work that falls predominantly between the hours of
10:00 PM and 6:00 AM.

Re-emphasizing the adult entertainment industry prohibition by specifically
prohibiting jobs with escort services, adult book/video stores, massage parlors,

and strip clubs,

Instructing spansors to use particular prudence and caution when verifying
employment in industries that offer legitimate employment but also have been
known to be associated with human trafficking, such as janitorial services,
housekeeping, and modeling agencies.

Requiring sponsors to provide ECA with itemized breakdowns, by country, of
all fees a participant pays, to enable the Burean to identify costs that are
improper or out of line with industry practice.

Adding safeguards against adverse impact on American workers by:

o Defining “seasonal” employment more precisely;

o Barring multi-season placements at the same employer and/or SWT
employment during a layoff or lockout.

Strengthening the requirement for sponsors to assist participants actively in
identifying proper housing if housing is not provided, and ensuring that the cost
of provided housing does not violate the Fair Laboer Standards Act.

Specifying steps sponsors must take to verify employment.

87



TAB 2

Summer Work Travel Program

2012 Notice of Proposed Rulemaking (NPRM)
Proposed Major Provisions

Program Name Change: A change to “Student Work Travel Program” would
reinforce the focus on young people and address persistent confusion about the
underlying purpose of the Program. Due to possible financial implications for
sponsors (e.g., changes to forms, brochures, etc.), public comments must be
taken into account.

Cap on Work Hours: This is by far the most controversial of all the SWT
Program proposals. Aimost all SWT employers expect their participants to
work more than a 40-hour week, often well beyond, generally matching the
desire of the foreign students to maximize their summer income at a time when
they have no academic or family obligations. Ample public comment is
needed.

Posting Fees On-Line: This would greatly enhance transparency, especially for -
the Program participants, and would also allow all parties, including the general
public, to understand when rates being charged are out of line with the sponsor
average. The on-line posting of fees would also expose any foreign agents
adding fees or charging excessive rates. Because sponsors may consider the
data proprietary information, as well as an information collection, there might
be additional requirements under the Paperwork Reduction Act.

Age Limits: Current SWT Program regulations only state that participants must
be full-time students enrolled in a bona fide degree—granting, post-secondary
academic institution. There is no upper or lower age limit. To the extent
permissible by law, we propose reinforcing the youth focus of SWT and
reducing future problems by setting age limits. The precise ages would be
worked out with CA, the regional bureaus, and L, but the lower age would be
18 and the upper age would likely be younger than 30 as of the program start
date. In 2011, 96 percent of SWT participants were between 18 and 25 years
old. CA validation studies indicate that as the age of a participant increases, so
does the likelihood of his/her overstay in the United States.
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TAB 3

Summer Work Travel Program 2012 Reform
Administrative and Other Measures

Introduce a standard template for all SWT job offers io be co-signed by the
sponsor, the employer, and the participant. On November 28, 2011, a proposed
form (DS-7007) was published in the Federal Register for public comment.

ECA’s October and November 2011 on-site reviews of the 14 largest SWT
Program sponsors who collectively are responsible for roughly two-thirds of
SWT participants enabled ECA to give guidance directly to sponsors about their
implementation of the SWT Program. Formal findings will be ready later this
month.

ECA intents both to expand and to reorganize the Office of Private Sector
Exchange to enhance oversight and monitoring, funded by increased fee
transfers from the Department of Homeland Security.

Develop with CA a substantiated complaint directory of problem or mala-fide
employers to be used to inform/deny visa applications.

Institute participant surveys during the course of the Program to get quicker and
more comprehensive feedback, increasing the likelihood of addressing
problems at an early stage, establishing a baselme for data, and reducing
reliance on anecdotal information.

Ensure that sponsors actively terminate the programs of participants who do not
comply with regulations, thereby alerting the Department of Homeland
Security.

Continue discussions with the Department of Labor on ways to prevent
unwanted migration between the J visa and labor visas, and on commissioning a
study of the economic impact of J visa holders,

Increase transparency and clarity by initiating a series of periodic "SWT Alerts"

to sponsors informing them of specific instances of nen-compliance or
fraudulent activity and highlighting best practices.
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e Continue verification of employers and job offers by the Kentucky Consular
Center (KCC). The proposed 2012 reforms are intended to increase sponsor
compliance with this requirement.

e Explore the option of 2 mandatory on-line course on the history and culture of
the United States for SWT participants.
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Summer Work Travel Program Stakeholder Consultations

Sponsors

On November 9, 2011, ECA Acting DAS Ruth and CA DAS Donahue
addressed a town hall in the Dean Acheson Auditorium for an invited audience of
SWT Program sponsors. In addition to the comments at the town hall, ECA
solicited written comments. Eighty written comments have been received to date
from sponsors, employers, and former SWT Program participants.

Employers and Employer Associations

ECA has reached out to employers, both large and small, as well as
employer associations. In addition to office meetings, Acting DAS Ruth addressed
a forum for employers in Washington, DC, in September 2011 and in early
December 2011 met with the Seasonal Workforce Committee in Ocean City, MD
(comprising city council members, officials of the chamber of commerce, housing
mangers, civic organizations, and numerous employers). Employers are strong
supporters of the SWT Program and argue that, for a variety of reasons, it is not
possible to hire sufficient Americans to meet seasonal employment needs and that
SWT Program participants are vital to employers’ ability to operate. Employers
welcome measures that would eliminate “bad actors” but oppose intrusive
regulation.

Congress

Acting DAS Ruth has also briefed, in person or by telephone, staff from the
Senate Foreign Relations Committee, House Foreign Affairs Committee, Senate
Appropriations Committee, Senate and House Judiciary Committees, and more
than 20 other congressional offices. Although Congressional reaction has been
muted, all offices have welcomed the Secretary's leadership in initiating SWT
Program reform. Members and their staff have expressed concern in several letters
to the Secretary about mistreatment of participants and the needs of business in
their states and districts.

Exceptions are Senator Leahy (D-VT), whose staff conveyed his desire to

see the SWT Program suspended immediately following the October piece in The
New York Times, and Senator Begich (D-AK), who wrote a letter to the Secretary
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voicing his concern about the negative impact of the SWT Program, as it currently
operates, on small communities in Alaska.

Imteragency

ECA is working closely with the Department of Labor on a range of issues
involving permissible and prohibited occupations, preventing adverse impact on
the American workforce, and stemming migration from labor visas to the J visa.
ECA is also in contact with the Small Business Administration, the Domestic
Policy Council, and the Immigration and Visa Security Office of the National
Security Staff (NSS). Through its own compliance office and through the NSS,
ECA is in touch with the law enforcement community, including the FBI, the
Department of Justice, and the Department of Homeland Security.

Labor Unions and Advocacy Organizations

ECA Acting DAS Ruth has met with representatives of the AFL-CIO, the
Center for Immigration Studies (CIS), and the Economic Policy Institute (EPI).
The AFL-CIO adopted a measured tone in the briefing and has not responded to an
invitation to comment in writing. CIS and EPI are institutional critics of the J visa
program more broadly and will continue to target not only the SWT Program but
also other Exchange Visitor Program categories they identify as labor programs:
Intern, Trainee, Au Pair, Teacher, and Alien Physician.

Department SWT Program Working Group
The Department’s Working Group met weekly October through December
after the Secretary approved the SWT Program “Keep It; Cap It; Fix It” Action

- Memo. The SWT Program Working Group is made up of representatives from the
regional bureaus, CA, PA, G/TIP, DS, R, ECA, H, L. M, and DRL.
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e Annual Management Audit: This measure, which will enhance Department
oversight at no cost to the U.S. government, 1s an information collection that
must be in compliance with the Paperwork Reduction Act.

e Limiting Staffing Agencies and/or Independent Contractor Models: ECA’s
analysis of the 2011 SWT job placements indicate that the issue of staffing
agencies/service companies and independent contractors needs additional
consideration. ECA has concerns that placement of SWT participants with
staffing and management companies muddles the sponsor-to-participant-to-
employer relationship (as occurred in Palmyra), but the use of these firms is so
widespread in the hospitality industry, particularly in janitorial and hotel
management services, that additional expert input and public comment are
critical. '
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