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Voucher Program – Items (c) and (d) 
 
The OAC charged the Subgroup with developing recommendations to create efficiencies in the partial 
coverage category, with the ultimate goal of increasing or optimizing coverage rates. One 
recommendation is to use the 1.25% monitoring fee to reimburse vessels for observer coverage at a set 
daily amount, rather than to fund a Federal contract with an observer provider company (status quo). 
Under that approach, a vessel owner would be responsible for securing an observer to monitor his/her trip 
when selected by ODDS. The provider would charge a market rate that encompasses the daily rate to 
cover that vessel’s trip, as well as associated variable costs (travel and board). If the market rate exceeds 
the fixed daily rate dollar value ascribed to the so-called “voucher,” the vessel owner pays the difference 
directly to the provider.  
 
The Subgroup identified four tasks related to the concept of a “voucher” program (below). Tasks (a) and 
(b) are addressed in the OAC Subgroups document titled “Voucher Questions for NOAA GC.” This 
document addresses tasks (c) and (d), together. 

a) Describe what members mean by a voucher program (and how a voucher program would affect 
selection rates). 

b) Draft a brief description of the funding mechanism envisioned, and […] request review from 
NOAA GC about potential legal constraints. 

c) Begin to draft a strawman of differential pricing by location 
d) Develop a qualitative description of the economic principles regarding vouchers and the potential 

for price setting and the challenges involved with choosing the “right” price by location. 
 
Why voucher value matters 

Prices for goods or services are typically established through either market competition or competitive 
bidding. In a market with multiple buyers and sellers, the price of a good or service is established as 
suppliers offer the good/service at a level that covers their own costs but does not exceed the demand 
market’s willingness to pay. This is called price discovery. A market price is struck somewhere above the 
average supplier’s cost of production/provision and below the average customer’s willingness to pay, 
creating economic benefits on both sides of the transaction. Individual buyers and sellers vary in their 
production/provision costs and the willingness to pay, so the benefits of a market price transaction are 
distributed along a range. A different kind of discovery exists when the price of a service is put out to 
competitive bidding. The contracted price should reflect the lowest level at which one of the competing 
suppliers is willing to provide service, reflecting their estimated costs and required margin. The contract 
should not be signed if the bid price exceeds the demand side willingness to pay.1  
 
                                                           
1 In the case of partial coverage observer contracting, NMFS represents the demand-side and has an obligation to 
secure service. If the lowest bid contract price is high, NMFS has two options: reduce coverage rates at a potential 
risk to data quality, or increase vessel/processor monitoring fees. 
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The prescribed sea-day value of the voucher sets the market for observer providers, effectively creating a 
price floor without regard to the true cost of operation. Without incentive, providers would not offer their 
services at a rate less than the publicized voucher value.  This limits the potential effect of competition in 
a multi-provider contracting scenario, and thus the potential savings that could be used to afford more 
observer sea-days with a constrained budget. Unless limited by competition, providers would be able to 
charge amounts over and above the cost of service with no maximum; selected vessels would have no 
option but to pay to fish.  
 
 Ascribed voucher values are critical. They can either be based on formulas that attempt to calculate the 
actual cost of service, or a simpler translation of the coverage target divided by the amount of funds 
available. Given the ever-changing nature of cost drivers – inputs to travel/housing costs, inflation – 
asking a regulator or a working group to set voucher values would be challenging, and would not utilize 
the economic principles described above. The person(s) or group responsible for setting voucher values 
would need to repeat the exercise regularly, if not annually. That group would require exceptionally 
active and candid participation by observer providers, which also happen to be private businesses in 
competition with each other. The Subgroup should consider how the value will be determined, by whom, 
how often, and whether that process necessarily involves Federal offices outside of the usual 
NOAA/NMFS/GC circles. The Subgroup should also be aware that this kind of non-market price setting 
has high transaction costs, meaning that it is potentially onerous, increases providers’ administrative 
costs, and consumes managers/regulators’ staff bandwidth. 
 
Unintended market inefficiencies would occur if the voucher value is set too high or too low, and could 
benefit or disadvantage certain entities. The Subgroup should consider the effect of price setting relative 
to what would otherwise have emerged as the market price.  

Too Low – If a voucher does not cover the invoiced cost of a sea-day, we presume that the vessel 
owner is responsible for paying the provider the difference.2 This represents an adverse effect on the 
owners of vessels that are randomly selected by ODDS, with the magnitude of the impact varying by 
the accuracy of the deemed voucher value and the random number of times that a vessel is selected 
for coverage. The random selection process is designed to treat vessels equally over a length of time, 
but in the short-term – which can be critical to individual operations facing thin margins and high 
costs – some vessels might bear a disproportionate cost. If voucher values are established at a flat rate 
across all geographies in the partial coverage program, adverse impacts would be more dramatic in 
remote communities where the variable costs of taking an observer to sea are greater. 
Too High – If the voucher fully covers the provider’s cost plus operating margin and we assume that 
a provider will simply invoice that amount, then each dollar of over-estimation accrues to the 
provider in the form of economic rents (“producer surplus”). One must conclude that if providers are 
not invoicing vessel owners on top of the voucher value, then the voucher was set too high. However, 
it is not clear how Observer Program managers would know the extent to which the cost of a sea-day 
(voucher value) was over-estimated. Presuming that voucher payments would be transacted directly 
between the provider and the program managers (or a third party, e.g. PSMFC), we do not foresee a 

                                                           
2 Note that this cost is additional to the 1.25% ex-vessel fee already being levied. Typically that fee is split 50/50 
between the vessel owner and the processor. 

Commented [1]: A voucher program could be 
designed with an incentive to reduce costs by allowing 
the fisherman to keep some of the savings.  
Competition and true costs would then be reported to 
NMFS and voucher amount adjusted in the following 
year until the right amount is identified. 

Commented [2]: On the West coast they also priced 
the vouchers slightly below the actual costs so 
fishermen had incentives to shop around and find the 
most cost effective provider.  My point is there are 
ways to design the voucher program to foster 
competition. 

Commented [3]: This seems the most likely approach 
as it is simpler, prioritizes the target coverage rate, 
provides incentives to both fishermen and observer 
providers to achieve that target at an affordiable cost, 
and focuses competition on a specific deployment 
where the vessel owner and observer provider have 
control over the logistics, rather than competing on an 
overall contract where uncertainty often increases 
costs. 
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situation where randomly selected vessels receive a rebate or windfall if the cost of a sea-day comes 
in below a deemed value that was set too high. 

 
Setting voucher value by port/location 

When the West Coast observer program transitioned to industry payment, it started out with a flat rate 
“subsidy” (~voucher) that was reduced each year for five years until it went away. In Alaska, travel and 
board are the main non-labor cost drivers for the invoiced price of an observer sea-day. Housing/board 
costs are assumed to be roughly equivalent across Alaskan ports. Travel costs, however, will be a 
differentiating factor in daily rates across locations. Establishing tiered voucher values based on location 
would reduce the likelihood that vessels operating out of more expensive ports bear an inequitable share 
of monitoring costs. Getting these values correct would be a laborious but important task, since low 
values shift additional costs to fisherman and high values could yield excessive economic rents for 
providers. 
 
The Subgroup should consider (1) whether tiered voucher values would be permissible under the larger 
NOAA contracting process, (2) who would determine specific values, and (3) where the necessary 
information to set these values can be found. In terms of useful, relevant information, the person(s) 
responsible for this task might rely on invoices from full coverage providers. Unfortunately, that 
information is not public and, if it were, would cover only a small fraction of the ports out of which 
partial coverage vessels operate. It is also important to avoid setting the partial coverage voucher value 
higher than the full coverage daily rate in ports that also have full coverage vessels, such as Kodiak. Such 
a mismatch seems almost certain to occur if providers and partial/full coverage participants – e.g., CGOA 
vessels that fish in both the Rockfish Program and limited access fisheries – are not willing or able to 
share past invoices. 
 
Potential path to cost reduction 

If perfect price-setting information was available, voucher values could be set just below the cost of 
coverage for the average fisherman in a given location. This would represent an efficient use of funds and 
incentivize vessel owners to reduce costs at the margin, potentially by working with providers to 
harmonize observer travel logistics with shared fishing plans. Understanding that perfect information is a 
high bar – coastwide or by location – a simpler approach is required. The Observer Program could back 
its way into the voucher value using the coverage needed (selection rate * projected effort) and the budget 
available (previous year’s fees collected), and allow provider competition to achieve the coverage target 
at the lowest possible cost. A multi-tiered voucher value system could be used to control for the most 
obvious circumstances where travel to remote ports creates distributional effects. However, this approach 
relies heavily on the emergence of competition between providers, and places cost-risk on the vessel 
operator. If the margin between the voucher price and the actual invoiced amount is too high, the fleet (or 
sector of the fleet) may request that fees be increased. Whether or not fees may be increased for a subset 
of the partial coverage program requires NOAA GC review, and would impact processors as well as 
harvesters.  
 
Other comments and considerations 
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● A voucher system appears to be a tool for sea-day cost predictability and cost control, rather 
than cost reduction. The Observer Program might be assured that variable cost overruns 
(travel/board) will not cut into the number of sea-days required to achieve a random monitoring 
sample for catch accounting. The voucher system places the risk of higher-than-anticipated daily 
costs on vessel owners. Vessel owners would have an incentive to work with providers to ensure 
that costs do not exceed the voucher value – perhaps taking steps to limit observer down-days or 
otherwise coordinate to minimize travel costs – but those incentives diminish or disappear where 
costs approach the deemed voucher amount. Observer providers face no downside risk as long as 
they are able to invoice vessel owners for costs that exceed the voucher value. Setting the voucher 
value conservatively high (to protect randomly selected vessel owners) essentially eliminates 
incentives to seek measures that reduce costs. A conceivable path to cost reduction would be to 
set the voucher value low, hoping that competing providers will work with vessel owners to 
reduce costs to that level. This approach is risky because – again – the downside is all on the 
vessel owners. Moreover, it is not clear that multiple providers would actually compete on price 
with each other within the same port. Very little competition exists under the current partial 
coverage program, and limited competition exists in full coverage where providers tend to carve 
out fleets or fisheries in which they specialize. 
 

● The Subgroup assumes that voucher value(s) would be set before the fishing season begins, such 
that one day of observer coverage is worth $XXX in reimbursable funds. We also assume that the 
total annual amount of money available to fund vouchers is static, and known at the beginning of 
the year based on the monitoring fees collected in the previous year. When given a fixed budget 
($) and pre-fixed “prices” ($/day), it would seem that the total number of sea-days that can be 
reimbursed (fully or partially) is also fixed.3 The Subgroup should consider what happens if 
actual fishing effort outpaces the projections used in the ADP to set the ODDS selection 
rates. Would ODDS stop selecting trips when no more vouchers are available? This seems 
unlikely. If all voucher-days are expended, would vessel owners be responsible for 100% of the 
observer cost for selected trips? If so, one might expect vessels to stop logging trips at the end of 
the year to avoid the risk of being selected for a trip that would cost them up to several thousand 
dollars out-of-pocket (in addition to their monitoring fee payments). This response would be even 
more likely for vessels that fish out of remote ports, where observer costs are the most expensive. 
An observer funding scheme that reduces fishing effort at certain times of year or in certain ports 
is inequitable, and might also impact the achievement of OY if vessels reduce effort in response 
to monitoring costs.  
It is worth noting that the current contract-based service delivery model also faces a constrained 
number of sea-days and a finite budget in the current partial coverage system. The program built 
in a buffer and made inseason adjustments to selection rates in the first year of partial coverage 
(2013). Since then the Observer Program has hit its ADP target coverage rates within the 
budgeted number of contract days, though this is expected to become more challenging as non-
fee funding sources become less available. 

                                                           
3 If, for example, the partial coverage program has $3 million in available funds and vouchers have a flat value of 
$800/day, then the partial coverage category would be limited to 3,750 reimbursable sea-days. 
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● While vouchers might create a sense of cost stability for the Observer Program, vessel operators 

could face additional cost uncertainty relative to the status quo. The total number of vouchers 
available might be unknown, the value of the voucher could change year-on-year, and vessel 
owners’ costs “over and above” the voucher value would vary on an individual basis since 
providers compete for business ad hoc (and could require different travel/housing arrangements). 
Compared to the pre-2013 partial coverage program (featured a fairly stable “prevailing daily 
rate”) and the status quo (all vessel costs captured in the 1.25% fee), the combination of vouchers 
and random selection could reduce individuals’ ability to plan for monitoring costs in the near-
term. 

 
● The Subgroup might consider whether processors could be responsible for any of the invoiced 

amount when sea-day costs exceed the voucher value. Under the current partial coverage 
program, processors are theoretically responsible for half of the 1.25% ex-vessel monitoring fee.  

 
● The net utility of monitoring cooperatives is more fully described in other Subgroup materials. 

Below are three instances where cooperatives might play a role in a system where vouchers are 
assigned a dollar/day value and used to front the cost of observer-days that vessel owners and 
providers contract directly. 

1) Co-ops could coordinate or contribute to the regular – in not annual – process of 
establishing appropriate voucher values. Co-ops could be particularly helpful in this 
process if values are allowed to vary by port. It should be noted, however, that we do not 
assume each port would have its own monitoring cooperative, and so cooperative 
managers might be naturally better suited to serve the interests of some members relative 
to others. The value-setting process could be time-intensive and contentious, stretching 
the bandwidth of organizations with part-time staff. There is no particular reason to 
believe that a co-op manager has access to unique information that reveals the efficient 
sea-day cost of an observer; this task could end up as a blend of fleet coordination, travel 
agency work, and collective bargaining. 

2) A co-op manager could work with member vessels to minimize observer down-days and 
keep total costs (observer labor + variable costs) from exceeding the voucher amount. 
This might include coordinating vessel trips selected by ODDS to align in time (for the 
IFQ fleet) or working with a provider company to staff ports in the most efficient 
possible manner. Note that keeping actual costs from exceeding the voucher amount 
limits downside risk for the vessels who would be paying any overage, but does not 
present a cost-reducing upside if we proceed with the assumption that vouchers set a 
price floor for the daily rate.  

3) If a third party such as PSMFC is not involved in the distribution of voucher funds and 
invoicing of excess payments (i.e., when actual costs exceed the voucher value), 
cooperatives could fill that role. If, for some reason, the provider bills less than the 
established voucher amount, the co-op could be the entity that holds the unused value in 
escrow and either returns it to the Observer Program or uses it to cover sea days at the 
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end of the season if the allocated number of voucher-days run out. This work represents a 
significant administrative task that would increase the cost of running a cooperative. 

 
 


