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Reef Product Alliance – Draft Business Plan
1. overview

A majority of the worldwide $200 million live tropical aquarium fish trade originates in the reefs of Indonesia and the Philippines.  These reefs are among the finest in the world, with unmatched diversity of fish and coral species.  Unfortunately, the aquarium and live fish trade is destroying these reefs with highly destructive fishing methods – employing sodium cyanide or, even worse, dynamite - and rampant overfishing.  

The Indonesian and Philippine reef are being wiped out for paradoxically small economic gain.  Indonesian fishermen collectively net less than $5 million per year; total exporter revenues are less than $50 million per year.  And yet, because the destructive fishing practices being encouraged lay to waste such vast reef areas, these small dollar amounts threaten the existence of the entire reef ecosystem.  In addition, the inefficiencies in the current distribution model accounts for tremendous costs and fish mortality at every step of the supply chain from reef to hobbyist tank, which furthers the destruction.

This is possible because the current industry business model relies on a condition of perverse economic incentives and poor and inefficient distribution practices.  Under this model, the exporters and importers realize sizeable profits, while the reef, the local community, and even the consumer (who ends up with poor quality fish) suffer.  In almost no cases is there anything close to local ownership and stewardship of the reefs; the great majority of the damage is done by  “outsider” collectors who can destroy reefs with cyanide and dynamite with impunity. 

We believe that the problem can be solved with the right combination of private equity investments, strategic partnerships, technology, and the acquisition of management rights to the reefs.  Our business plan proposes to reinvent the distribution channels and fundamentally change the economics to equitably compensate the local fishermen, as well as exporter partners.  Our objective is to create a new economic model that will encourage all industry participants to ensure the long-term health of the reefs.  Recognizing starting from scratch would be extremely difficult in this logistically highly complex industry, we propose linking together existing key players and world-class practitioners at every stage of the distribution channel as part of a fully integrated and sustainably focused reef product delivery organization.  We have identified these players and practitioners.  The expertise and the knowledge are available; what we need now is to rigorously test the model.  While the overarching requirement for the model is the availability and enforcement of reef management rights, the following are specific critical requisites to reinvent the business:

· Partners. Identify logistical partners at every step of the chain, from regional collector station hubs in strategic locations throughout Indonesia and the Philippines, to a large scale, US based, importer/distributor that is both knowledgeable and profitable

· Training program. Implement a world-class collector (fishermen) training program through knowledgeable community based non-profits

· Ordering system. Devise a systematic, web-based ordering system that allows direct ordering from the retailers to the importer, and real-time satellite hook-ups between the importer and the field station hubs for a catch-to-order operation

· Monitoring. Regular monitoring to ensure the integrity of the business and the health of the source reefs.

There is market demand for sustainably caught aquarium fish both in Europe and the United States.  Importers and distributors agree that in order to improve efficiency and sustainability of the industry, they need to control the source.  State of the art export facilities exist in the port cities in major regions of Southeast Asia.  Proper training and community-based activity, as well as source reef monitoring, is available and effective.  Territorial rights exist for reefs and marine resources in many areas.  It’s all there. What is needed is a well-designed and executed linkage between existing industry leaders.  The following business plan lays out a framework for designing both the business and due-diligence strategies.

2. Ecology and Economy: The Need

The reefs of Indonesia and the Philippines are among the finest in the world.  With over 2000 species of fish and coral and an overall range of over 150,000 square kilometers, they represent the habitat from which virtually all tropical fish and coral speciation developed – “ground zero” of marine biodiversity.  This region of the world is also rapidly developing with a burgeoning population that relies predominately on the resources of the oceans and the reefs for daily survival.  A pristine reef produces 33 metric tons of fish per year.  A damaged reef averages just 2 metric tons of fish per year.  It’s clear that the health of these populations is directly tied to the heath of the reefs. 

Destructive Fishing Practices

Destructive live reef fishing practices are spreading widely.  A combination of cyanide and dynamite fishing has reduced almost half of these reefs to rubble.  About 35-40% of the reefs are partially damaged, with a realistic chance of recovery, and 10-15% are pristine.   Much of the aquarium fishing in the Philippines and virtually all the aquarium fishing in Indonesia is based on cyanide techniques.  Cyanide fishing originated in the Philippines, from where it has spread to Indonesia and the rest of Southeast Asia.  Cyanide is easy to use, effective in its purpose and virtually free for fishermen who are supplied by misguided middlemen.  Fishermen, equipped with a squeeze bottle full of sodium cyanide solution and a crowbar, descend to reefs up to 150 feet deep using primitive air compressor diving apparatus.  They destroy and clear a 100 square foot area of coral, leaving only one standing in the middle, into which the fish concentrate.  This coral is then doused in cyanide solution, which stuns the otherwise elusive fish.  The fisherman then tear down the remaining coral and remove the motionless fish.  Those corals not destroyed by the crowbar will die of cyanide poisoning within three weeks.  The fishermen do not fare much better.  Ignorant of dive tables and the dangers of cyanide, fishermen fall prey to the bends and to poisoning in great numbers.  An estimated 1,200 fishermen died last year in Indonesia alone, and many more were injured.

The effect of cyanide fishing practices and other destructive practices (i.e., blast fishing) is taking its toll on the reefs.  Some experts in the field have estimated that unless the fundamental economics underlying these destructive reef-fishing practices are changed quickly the remaining 35-40% of the reefs will disappear in the next five to ten years.  It is critical that something be done now to reverse the trend of destruction, and to protect and restore the remaining reefs in this region.

Political Support and Rights to Manage the Reef 

The solution has to start with the source reefs and the local fishermen.  These fishermen must realize significantly more value from reef preservation than from reef destruction.  The problem lies not with collection per se; the art and science of sustainable aquarium fish harvesting is well developed and tested.  Evidence from the reefs of Australia and Fiji suggest that, under proper management and monitoring plans, reefs can support an appropriate level of harvesting into perpetuity.  These management plans generally restrict catch to non-predator species, protect large reef areas completely as “source areas”, restrict catch of long-lived, low volume species, mandate minimum population levels for all harvested species,  lay out  regular monitoring schedules, etc.  A 1999 study by the South Pacific Forum Secretariat for the Marine Aquarium Council suggests that with the proper management and practices, reef resources and habitat can be conserved while their ability to provide for local sustenance, the collection of aquarium organisms, and other benefits is maintained. 

Unfortunately, even when fishermen are compensated fairly for sustainably caught fish, there is still the issue of the “tragedy of the commons”.  Fishermen see no reason to attempt to preserve the reefs and resources when others will simply destroy them, drive up competition, and make more money in the process.  So, while the industry has to support the fishermen in their efforts to be sustainable, there also needs to be a mechanism in place to provide local fishermen with the management rights to the reefs.

It is critical to have both the necessary management rights to the reefs and the political support in both the Philippines and Indonesia.  During our three-month study we traveled extensively in these two countries and met with key government agency staff. 

The legal basis for reef rights already exists in the Philippines.  Changes to the Local Government Code in 1991 provide Philippine municipal councils exclusive right to license fisheries and other uses of municipal waters and to regulate fishing and mariculture in waters within 15 km from shore.  The councils can lease these territorial rights to local fishermen and prevent their use by those outside the community.  Under our plan, these territorial rights to fish will be coordinated with local government units (LGU) and local NGOs.  Local management options will be considered such as limiting access, policy enforcement, or sanctuary development.  Collaborating with local NGOs we will work with LGUs and the Bureau of Fisheries and Aquatic Resources (BFAR), to plan the placement of these territorial rights.

The first pilot region in the Philippines will likely be Northern Palawan (Coron Bay).  While visiting Northern Palawan we learned that a local NGO, the International Marinelife Alliance (IMA), has already established a working relationship with the LGUs in this region and has helped to draft a licensing system for net-trained fishermen with the Palawan Sustainable Development Council (PSDC). As of now, there are currently no known precedents for securing management rights to the reefs in Indonesia.  There are terrestrial based rights that can be modeled.  We will work with the appropriate government authorities to establish these rights in the appropriate regions.

In the Philippines, we met with representatives of BFAR, including Mr. Ruben Ganaden, Assistant Director, and Ms. Sandra Victoria Arcamo, Chief, Fisheries Resource Management Division.  BFAR is strongly behind the efforts of the IMA and others involved in making the industry sustainable and cyanide free.  They support a more responsible industry and the implementation of an eventual certification program.

In Indonesia we met with the following representatives of the Ministry of Sea Exploration and Fisheries: Dr. Alex Retraubun, Director of Small Islands Management, and Dr. Icu Zucafril, Chief of Public Relations Bureau.  The Ministry is committed to supporting efforts to improve the sustainability of Indonesian reefs, including: efforts of NGO’s working on community based training initiatives; certification of the industry (MAC); establishing a licensing system for fishing boats to address illegal foreign vessels; and the development of draft legislation banning cyanide fishing.  It is apparent that the Ministry is willing to work with the exporters and their trade association in Jakarta.  However, the Ministry simply does not have the resources to drive all of the initiatives that have been identified.  We also met with the export trade association, AKKI, as well as Marine Aquarium Council staff to discuss the progress and implementation of an eventual certification program, and will continue our dialogue with both entities as we move forward.

Economics

The economic forces at play in the industry are driving fishermen, most of whom are living in considerable poverty, to resort to destructive reef fishing practices in order to maintain a subsistence living.  Training fishermen to move from the destructive fishing practices to sustainable net fishing practices is not the problem. This has happened, and continues to happen, in many communities.  The problem is supporting these fishermen by compensating them fairly for these sustainably caught fish.  Since a fisherman catches less fish net fishing than they can with cyanide, they must earn more per fish.  Even though mortality rates for net-caught fish are much less than for cyanide caught fish, and therefore create value in the industry supply chain, the industry does not reward these fishermen.  In many cases fishermen once living in the edge of poverty actually find themselves in worse shape after they switch to sustainable fishing practices.  In those instances where fishermen have attempted sustainable fishing methods, they typically succumb to “backsliding”.

As an example: Eric, a cyanide fisherman, sells as many fish as possible, through a middleman, to an exporter.  Prices for common species range from 10 cents to  $2.50 per fish (the same fish cost from $4 to $40 in a U.S. pet shop).  The exporter watches up to 70% of the fish die from the long-term effect of cyanide and poor handling, and thus gain incentive to buy more fish from Eric, at as low a price as possible.  Eric, facing harsh poverty as a daily reality, ups the cyanide concentration in his squeeze bottle, to catch more fish to stay alive.  Mortality rates of the fish increase.  And so on.   Many exporters today are experiencing mortality levels of over 80%! 

Until the industry takes the necessary steps towards making itself more sustainable and fishermen are granted the rights to the reefs, the “tragedy of the commons” will continue to take it's toll; individual fishermen, facing poverty, increasingly find it in their best economic interest to plunder the reefs to simply survive.  Under the current industry model, everybody sees it in their economic interest to catch as many fish as possible and to funnel it en masse to market, although this practice will eventually kill the industry (and the reefs).  Currently, nobody has put together a "chain of custody" approach to address this concern or to reduce the use of cyanide which would dramatically decrease the mortality rate.  This business plan proposes a model to do just that, by creating the sustainable industry leader.

3. reinventing the industry: The Value Proposition

The industry as it is today is inefficient, unsustainable and ultimately at odds with the needs of the communities who supply the products.  The segments of the distribution channel operate independent of one another; relying on a very loose set of partnerships and agreements to move aquarium fish to market.  The current model is incapable of monitoring the sustainability of the industry, nor of fairly compensating those communities who supply sustainably caught fish.

This business plan provides a way for the fisherman, sustainably collecting fish from a managed reef, to sell these fish into a highly efficient, fully certified distribution channel that systematically provides them with a steady and respectable income stream.  Currently, no such channel exists.  And while the centerpiece of a business model is to secure the rights to manage the reef, the development of this distribution channel is the key to making the model work.

Fully Integrated Supply Chain

We have thought through the entire model; from the source reef, to the importer’s receiving facility in California, to a network of retailers interested in sustainably caught fish.  Our model will employ a completely standardized handling system which specifies all holding containers, holding times, handling procedures, shipping methods, ordering systems, etc.  There is no middleman, no exporter; the fish travels directly from the field hub to the central receiving facility in California, via a consolidation point in a holding facility in the export country (i.e., Manila, Jakarta, Bali, etc.).  In California the fish are tested, acclimated, rested, and then re-packed for final shipment to the retailer.  A fully integrated, certifiable, supply chain - the first of its kind.

The industry is recognizing the need for the use of sustainable standards.  Efforts by the Marine Aquarium Council and others are being taken to develop standards for each of the key players in the industry.  However, the focus of this effort is still on the old industry model (focusing on certifying existing collectors, middlemen, exporters, importers, transshippers, etc.), and does not address the need for the importer to control the source.

Industry Certification

From a purely sustainability standpoint, the quick and easy solution to the problem would be a ban on the import of all reef products coming into the U.S. or other market countries.  This would arguably be easy to implement and enforce, and put an end to almost all shipment of these products coming into the market by legal means.  However, the solution is not that simple.  It is important to remember that the aquarium industry currently supports the livelihood of thousands of collectors and is one of the few options for a sustainable local industry in these regions.  Depriving these communities of this essential income could lead to even more destructive subsistence food fishing practices (i.e., blast fishing).  Also, banning the trade would promote the black market and illegal trade in these products that is virtually impossible to monitor or regulate. 

The answer lies in developing and adopting an industry wide certification program. Efforts to develop such a program are being spearheaded by the Marine Aquarium Council (MAC).  MAC is a U.S. based non-profit organization composed of representatives of the aquarium industry, hobbyists, conservation organizations, government agencies, and public aquariums working on the development of standards through an international consultation process.  This is the first step in the procedure to develop an internationally accepted independent, accredited third party certification program.  The MAC Standards and integrated “best practice” guidance will cover:

· Ecosystem Management Practices: including in-situ habitat, stock, species management, and conservation;

· Collection and Fishing Practices: including fish, coral, live rock, and other harvesting and related activities (e.g., field handling and holding practices); and 

· Handling and Transport Practices: including holding, husbandry, packing, transport, etc. at wholesale and retail.

MAC will also produce guidance documents designed to assist the certifier and industry operators on compliance with MAC Standards.  This documentation will be based upon industry best practices and the experiences of using the standards.

We have met extensively with MAC staff to understand the expectations of the standards and will work closely with them during the evaluation and development of the business model.  Our business model will adopt these standards and become the first and only fully integrated, certifiable organization.

4. The new operating model

Market assessments show that there is a strong demand for certified marine aquarium organisms and that this demand will increase rapidly when there is an independent certification system in place.  The time is right for industry re-invention.  All of the necessary components are in place for this reinvention to occur.  There is demand for sustainably caught fish.  Importers recognize the need to control the source.  State of the art export facilities exist in the major regions in Southeast Asia.  Proper training and community-based activity, as well as source reef monitoring, is available.  Territorial rights exist for reefs and marine resources in many areas.  It’s all there.  What is missing is a system of formal interfaces between each component.  A properly designed business can create these links and become a leader in sustainable collection and distribution.

The current aquarium fish trade in the Philippines and Indonesia relies on a complicated logistics chain of  fishermen/collectors, operators/middlemen, exporters, importers (consolidators, transshippers, wholesalers), and retailers. Exporter and importer mark-ups are steep, while collectors/fisherman get paid a fraction of the value of the fish being exported.  Conservative estimates for exporter net margins in the Philippines are about 40% although actual prices suggest that they are much higher.

The following operating model has been tried in some form or another in other areas of the South Seas.  In Australia, a similar model has achieved great success on the Great Barrier Reef, where the fishermen get a full 40% of the exporter's revenues (compared to about 4% in the Philippines) and the reefs are closely managed and monitored.  Similar approaches have also been attempted with varying degrees of success in Fiji, the Solomon Islands, the Marshall Islands, and Guam.

Importer/Consolidation Facility

We have identified a U.S. based importer to become the main hub of the business model.  This importer is one of the largest and best-run organizations of its kind and fully recognizes the need for a fully integrated collection and transportation channel.  Capital constraints have so far prevented this vertical integration.

Collection Stations and Export Facilities

The business will select 7-10 island regions throughout the Philippines and Indonesia as collection stations or field “hubs”.  They will be selected because they are at the front of the issue: near-pristine reefs that are acutely threatened by destructive fishing practices (cyanide, blast, etc.).  In each of the hubs, a group of 30 fishermen will be trained in the art of sustainable net catching reef fish.  The training will be performed by the International Marinelife Alliance or similar organization that has been involved in developing and teaching non-destructive fishing techniques in the regions.  Sustainable harvesting levels will be determined.  We will work to secure exclusive rights to a reef area in each region.  There is ample precedence for maritime leases in the Philippines.  In Indonesia, precedence will have to be established.  At the end of every fishing expedition, the fish are unloaded into local holding facilities – state-of-the-art aquariums.  Using a laptop computer uplink, the fishermen tally the total inventory of their holding tanks with a central coordinating station. The fishermen work exclusively for us and get paid immediately. 

Typically, the collecting region for each field hub will consist of several large reefs which could collectively support a sustainable harvest of 1,000 boxes per month, which translates into 6000 premium fish such as blue-faced angels, powder-blue tangs, etc., and 54,000 lower-end species such as clown fish, damsels, etc.  Under our plan, we would harvest only 50% of this volume, all of it under strict harvest management and reef monitoring plans.  To put this volume into perspective: this is 1/12th of the current exports channeling through Bali.  At each field hub, this would permanently move 300 square km of reefs from cyanide and dynamite fishing into carefully monitored and managed practices. 

Selection of the regions is critical.  In addition to understanding the risks associated with logistics, politics, labor, etc. for each location, it is important to identify regions that have access to healthy reefs, a high variety of aquarium fish species and the local support for establishing and enforcing, reef rights.  In the Philippines, focus will be on Coron, Davao, Bahol, Batahn, and/or Battangas, given the richness of their reefs and the current degree of threat.  The total number of collectors in a sustainable program would be around 30 collectors per region.  There are currently around 4,000 aquarium fishermen in all of the Philippines, so we anticipate no shortage of labor.  Under our plan each fisherman collects between 300 fish per week, 3 weeks per month and is paid a fair price per fish (approximately $400 USD per month), which is up to 4 times what they currently earn. 

The Core Resources Team will conduct thorough analysis on region identification and all of the selection criteria necessary.  We have identified country specific experts in the fields of reef and marine organism ecology, regional infrastructure needs, and community development, to work with during the feasibility study.

Training

Our strategy is to eliminate the destructive reef fishing practices by providing world-class training in the skills necessary to the collectors supplying the fish.  This will be accomplished by employing the services and techniques of NGOs (most notably IMA) as well as other experts with extensive experience in the training of fishing communities. Underwater surveys to determine fish species abundance will be used to determine the number of fishermen that each reef can sustain.  By educating the fishermen to protect the reefs, sustainable yields of aquarium fish are expected to increase over time.  Periodic surveys should allow for adjustment of fishing pressure on the reefs as necessary.

The International Marinelife Alliance (IMA), a non-profit NGO, has been training cyanide fishermen to use non-destructive, barrier-net collection methods in the Philippines and Indonesia for the past four years.  The IMA has trained about 1,500 aquarium fish collectors in the use of barrier-nets.  In addition, several other NGOs have conducted net training in the Philippines over the past 15 years.  The skills training covers alternative harvesting technologies that do not harm the marine environment.  The barrier-net training program for aquarium fish collectors focus on clean harvesting techniques that increase the diversity of catch and decrease the mortality without increasing total volume.  Their conversion program covers basic coral reef ecology, underwater training on the barrier net fishing technique, lessons on safety diving, fish decompression, and post-harvest handling practices.

The training works.  Exporters who have sold net-caught fish have reported mortality rates of <10% through the chain from reef to retailer – down from 30% to 80% under current practices (it has been estimated that 50% of the cyanide exposed marine-aquarium fish die from acute doses on the reef and that up to 80% of the remainder die through the supply chain from collector to retailer from bad handling and the long-term effects of cyanide). 
Logistics

With the proper handling practices and procedures in place, many of the factors contributing to mortality can be avoided.  Our handling and transportation systems will be developed in full cooperation with the Marine Aquarium Council; in fact, it will be the specifically designed to become a showcase for a fully certified fish handling system.  It will be fully standardized:  all relevant practices such as tank management, transportation practices and timing, tank and box design, training of handlers, etc. will be implemented consistently.


Transportation, logistics, modes and methods will be fully documented.  The plan is for direct distribution from regional collectors to consolidation facilities in urban hubs to the United States import facility.

Ordering System

Our business model provides retailers with the opportunity to use the Internet to order cyanide-free, impeccably handled, low-mortality Indonesian and Philippine fish.  These orders are processed and consolidated by a distributor, located in San Francisco or Los Angeles, whose entire distribution chain is fully certified by the U.S. Marine Aquarium Council and its European equivalents.  With demand thus formalized, it is possible to build a highly efficient collection infrastructure.

The distributor matches orders with inventory.  This is not trivial: retailers prefer expensive “premium” fish (such as blue-face angels) which are difficult to harvest.  Exporters profit by requiring the purchase of a number of “lesser” fish for every premium fish, which ensures capacity utilization.  Matching the species mix to best fit orders is thus a value-added service that a larger, multi-hub distributor can provide particularly well. 

In some cases, orders will be filled from available inventory at the hubs; in other cases, collection requests are issued to the most suitable hubs.  To the greatest degree possible, only those fish that are actually ordered are collected at the reef.

Reef Monitoring

The distributor assures sustainable harvest levels by contracting with the IMA or other independent organization for on-going reef monitoring (which would be #1 on our personal all-time list of greatest jobs on the planet…).


The Core Resources Team will identify the specific needs and requirements necessary to adequately monitor the reefs with experts during the feasibility study.

5. Markets

The United States is a major global importer of coral reef species for the marine aquarium industry.  Of the approximately 1.5 million hobbyists worldwide approximately 1 million are in the United States.  American consumers buy approximately 80% of the live and dead coral and more than 50% of the marine aquarium fish traded worldwide (15-20 million fish annually).  The United States is reported to import nearly half of the total worldwide trade in aquarium fishes, with 66% to 90% originating in Indonesia and the Philippines.  Retail value in US is $80-100 million.  2,000 retailers in US deal in ornamentals (20% of pet stores).  The trade is growing:  the international trade in coral and live rock to supply the aquarium trade has increased at a rate of 12 to 30% per year since 1990.  Demand for cyanide free, sustainably caught fish is already high and continues to rise.  Upwards of 70% of European markets demand, and are willing to pay a premium for, tested fish and the U.S. markets are currently evaluating a sustainable certification program.

The Core Resources Team will also evaluate the potential for the business to become involved in distributing live coral (either farm-raised or sustainable wild-harvested) and in the larger aquarium dry goods (food, equipment) trade in the United States.

Given the leading role of the United States in the world in trade of aquarium fish, it is appropriate for a U.S. based company to take a leading role in making the industry more sustainable.  The United States has been the major importer of cyanide-caught aquarium fish.  An estimated 50-60% of the Philippines aquarium fish and 90% of the Indonesian aquarium fish imported into the United States are captured with cyanide.

A small handful of importers and retailers have established policies and guidelines in an attempt to improve the care of the fish in transit and to work with exporters and collectors in source countries to move away from destructive fishing practices and adopt sustainable standards.  Without real control of the source reef, products, and costs, it is extremely difficult to ensure a sustainable business.  Only a few importers are able to guarantee sustainably caught fish of certain species and these are unreliable at best.  We have met with many of the organizations claiming to supply sustainable product and who have attempted to reinvent portions of the distribution channels.  On a whole, there is no single business that can meet the growing demand for sustainably caught fish.  By reinventing the industry and creating a sustainable alternative for consumers in the United States and other markets, our organization will be well situated to meet the rising demand for sustainably caught aquarium fish.

Competition

In the industry today there is no single, leading competitor controlling the marketplace.  It is a cottage industry that is so fragmented along the distribution chain that most compete on a regional basis or in specific product niches.  Loose partnerships and exclusive arrangements are characteristic of the way the industry operates.  This business will provide the much needed supply of sustainably caught fish and take a leadership position in changing the way the industry does business.

6. Financial Projections

Investment Requirement

Total capital requirements are approximately $1.5 million in equipment (mostly in California) and  $1.5 million in working capital.  Regional facility capital investments will be approximately $500,000 (approximately $40,000 - $50,000 per station).

Highlights

The investments will be made where it is most needed, in infrastructure and in training at the source end.   The need for knowledgeable and trained collectors, state-of-the-art-holding facilities in the field, transportation, and community development are critical to the ongoing success of a sustainable venture.    The economic returns are high enough to allow for re-investment into the communities to change community infrastructure and provide an “engine” for successful alternative enterprises and replace traditional sources of income.  The business model is scaleable and can be easily scaled up across multiple regions, strengthening the ability to meet the varying demand in species and providing for multiple communities.  The model may be a franchising model or strategic partnerships with community collectives.

From the Fisherman’s Point of View

The average per capita income in the Philippines today is around $50-75 per month.  For fishermen it is close to $60-90 per month.  Many of the fishermen live in terrible poverty.  A family of 4 requires approximately $100 to live with the basic necessities, and requires $150 if they want to send their children to school.  Our business plan proposes to pay collectors around $400 per month allowing the company EBIT margins exceeding 15%.

Under our business model value is created in two ways: the removal of middlemen and the dramatic drop in fish mortality from 60-80% to less than 10%.  Basically, there is now at least a 100% markup in every step of the chain: a fish gets sold by fishermen (or local consolidator) to exporter for $1; from exporter to importer for $5; transportation is another $5, so importer pays $10; sells to retailer for $20, who sells to hobbyist for $40.  Our model removes the unnecessary steps involving the middlemen and exporter, as illustrated below.

Figure 1. Current Dollar Flow



Figure 2. Proposed Dollar Flow


The use of proper handling techniques and elimination of cyanide use and other stresses also substantially reduces the mortality rates to levels below 10% across the distribution chain.  Even assuming current market prices (although it has been shown that cyanide-free fish command a strong price premium today), this business model is a win-win.  With local fishermen earning $400 per month, and 7-10 collection hubs in operation, EBIT are approximately $9.5 million on revenues of $45 million, or a 20% net margin.  Existing importers, who rely on far more inefficient distribution chains, average net margins of around 15%.

The direct benefit to the fishermen is more clearly illustrated in the following two tables.  The proposed business model will provide fishermen with the opportunity to earn more income, while sustainably catching less fish then they collect today!

Table 1a: Proposed Fisherman Economic Situation

Fisherman Economics – Month
Cost
Earnings

Earnings from Fish (900 fish/month)

 $    661.50 





Mortality Costs
 $     66.15 


Transportation
 $     50.00 


Supplies/Equipment
 $   132.30 






Avg. Monthly Income/Fisherman
 $   413.05 


Table 1b: Current Fisherman Economic Situation

Fisherman Economics – Month
Cost
Earnings

Earnings from Fish (1,500 fish/month)

$        367.5





Mortality Costs
$     98.45


Transportation
 $     50.00 


Supplies/Equipment
 $     73.50 






Avg. Monthly Income/Fisherman
 $     45.55 


Value for the Community - Reinvestment

Each hub creates at least $90,000 in net margins per year, on $430,000 in sales.  Since the cost of goods sold is relatively small in this business (less than 30%; most of expenses are in labor and transportation), the margins for local collectors can be very significant.  In order to secure the buy-in of local business leaders, we are evaluating a franchise model that includes all the training, standardized collection, holding and transportation technologies.  This business will be founded on a commitment to work with local communities to reinvest in alternative enterprises and to foster appreciation of the value of coral reefs and encourage the community to protect coral reefs in an ecologically sustainable way.

The following table (Table 1) illustrates the inputs and assumptions used to project the financial health and viability of the business model.  We will focus our efforts during the feasibility study on testing and confirming each of these variable assumptions.

Table 2: Regional Field Station Economic Input Assumptions

Field Station Assumptions*


Number of Regions Collected (3 Philippines; 5 Indonesia)
8

Number of Fisherman per Region
30

Total Number of Fisherman per Hub
240




Number of Fish Collected per Fisherman per month
900

Number of Fish Collected per Region per month
27,000

% fish collected - high end
10%

% fish collected - low end
90%

average price regional co hub pays fisherman - high end
 $              6.00 

average price regional co hub pays fisherman - low end
 $              0.15 




Average Mortality Rates: Fisherman to Exporter 
10%

Average Mortality Rates: Exporter to Importer
5%

Average price retail pays to importer (wholesale) - High end Fish
 $            90.00 

Average price retail pays to importer (wholesale) - Low end Fish
 $            10.00 

* Note that at this stage, the financial assumptions for the hubs are the same for both regions
Income Statement

The following rough income statement reflects our current understanding of the basic economics involved.   Much more work needs to be done in the next phase of our feasibility study to understand fully these economics.

Table 3: Monthly Income Statement 



Costs
Revenue

REVENUE FORECAST




Revenues
Total

          3,888,000.00 

COGS
Fish
                  158,760.00 



Direct labor
                 1,143,100.00 



Supplies
                      7,200.00 



Freight
                 288,000.00 



Transportation
                       1,500.00 



Mortality costs
                     23,814.00 


Costs

     1,622,374.00 







Gross Profit

    2,265,626.00 


Gross Margin

58.3%







EXPENSE FORECAST




SG&A - Regional (8)
rent
                      4,000.00 



Communication
                      8,000.00 



electricity
                      8,000.00 



water
                      8,000.00 



misc. supplies
                      6,400.00 







SG&A - Central
rent
                    22,500.00 



Communication
                      8,000.00 



electricity
                      6,000.00 



water
                      5,000.00 



misc. supplies
                    25,000.00 



labor
                 776,650.00 







Sales
direct
                 332,850.00 



commission
                     16,642.50 



other








Amortization

                     50,170.83 


Depreciation

200,000


Expenses

      1,477,213.33 







Net Profit

        788,412.67 


Net Margin

20%


Desired Investor Profiles

While the operating returns on the business model are high, this is not a classic venture capital opportunity.  First, the business is unlikely to grow at the explosive rates that VCs typically require – a $40 million revenue corresponds to a 25% market penetration.  Second, the investment liquidity may be slowed for lack of suitable purchaser of the business at the appropriate time; liquidity may come in form of dividend payouts for awhile.  This points towards an investor who is willing to accept longer-term returns in exchange for very considerable environmental leverage offered by this deal.  We will identify and syndicate investors interested in making a $2-3 million investment at a long-term IRR expectation of about 15%.  With a relatively small investor pool, deal syndication has to be approached creatively, involving a combination of private equity, multi-laterals and local “soft money” investors.  The Core Resources Team will identify the specific options over the course of the feasibility study.

7. Management Team


We can’t do this alone without partnering with existing, leading industry practitioners.  A Team with extensive industry and local, source country knowledge and networks are a must.   We have moved to establish relationships with potential partners from the retail community (American Marine Dealers Association), the import community (Sea Dwelling Creatures), and collectors and exporters. In addition, the Core Resources Team will also work with leading NGO’s, non-profits and others to get their full endorsement for our sustainable business model. These include the Marine Aquarium Council (MAC), International Marinelife Alliance (IMA), The Nature Conservancy, Reef Check, and the World Wildlife Fund, as well as the necessary NGO’s and agencies in the Philippines and Indonesia.  The Core Resources Team will continue to identify appropriate partners and develop these relationships during the feasibility study phase.

8. Key Risks


The Core Resources Team will research each of the risk categories below and identify the most appropriate response/strategy for dealing with each over the course of the feasibility study.

· Difficulty in Securing co-Investors

· Management and Staff Talent

· Unclear Exit Strategy

· Community Risks

· Misunderstood Country Risks

· Regulatory Risks

· Political Risks

· Market Risks

· Currency Risks

APPENDIX A

A Case Study: Coron bay, northern palwan, philippines

The Coron region in Northern Palawan, Philippines, is one of the regions in the Philippines where implementing a region-specific solution makes sense.  Northern Palawan has been called the “Last Frontier for the live reef fish trade” in the Philippines due to the abundance and diversity of high value food and aquarium reef fish.  It is estimated that 70% of Philippine food fish comes from Northern Palawan.  A number of high-end aquarium fish, including the highly sought blueface angel fish, are found in numerous and healthy aggregation sites near Coron.  The region also offers the requisite resources for alternative enterprise development.  Both seaweed farming and pearl farming have been successful in the region and the existing and potential ecotourist sites abound in Northern Palawan (including; greater Coron Bay with excellent dive sites; the unique towns of Coron, Culion, and El Nido; the indigenous areas of Linapalan and Busuanga; and a high-end resort in La Lauit – Club Paradise).

Our team spent a good deal of time with IMA staff in Coron and plan to use the Northern Palawan region as a pilot for the business model.  When Core Resources visited the Coron region we met fishermen who had been living in extreme poverty, many who had suffered recently from tuberculosis.  Thanks to the support of the IMA, they are earning more than $70 month and are meeting their basic needs and working towards becoming free of cyanide and free of the oppression of the current system.  It’s still not enough, however.  They need a reliable stream of income and a reliable channel to trade their sustainable fish.  There are currently no local exporters in the Coron region, and only one small exporter in Manila attempting to work with them.

The IMA has been active in training locals to fish sustainably and to become stakeholders in their local reefs.  The IMA established a presence in Northern Palawan 6 years ago.  They began a program of basic training and monitoring and now have a network of trained collectors and buyers in the region for food fish and aquarium fish.  The IMA has succeeded in stopping more than 90% of transient fishing for aquarium fish in the region.  The IMA has also developed solid relationships with the local and provincial governments and has actively participated on the Palawan Council for Sustainable Development (PCSD).  The IMA is currently working with the PCSD to establish territorial rights to the reefs.  All groups in Council have aligned with IMA program of monitoring, etc.  Also, IMA is working with local leaders to develop a flagging/licensing system for local boats, both to restrict from transient fisherman and provide a source of local income.

Before the IMA came on the scene fishermen were making between 150-200 pesos for a blueface angelfish and mortality was 70%.  Because mortality was so high, buyers held the fish for a few days before paying.  Through the efforts of the IMA to force exporters to raise prices paid to collectors, net-trained fishermen are now able to sell their fish to a few exporters willing to pay a premium for sustainably caught fish.  A fisherman now is immediately paid between $8-10 per blueface angelfish, where before they were only paid $3-4 for the same fish. 

The issue of fairly compensating the fishermen goes beyond the price an exporter is willing to pay, however.  Under the current scenario, a fishermen works for a local middleman who pays the fishermen between 1 penny to $2 USD for each fish, depending on the species.  In addition, the middleman supplies a fisherman with an extension of about $90 USD per month for equipment, food, supplies, family, etc.  After 2-3 weeks the fisherman rarely collects more than $80 worth of fish, using cyanide, and sells them to the middleman.  This leaves the fisherman in debt to the middleman to the tune of $10.  The next time around our fisherman friend is forced to borrow $100 USD, to cover his costs and pay his debt.  The IMA has attempted to reverse this by buying out their debt from the middlemen (this in itself is a difficult proposition – the middlemen keep poor records of what is owed and cannot trace the loans).  Now the fishermen sell directly to a small Manila exporter and can net between $70 - $90 USD per month.

Our business model will not only remove the middleman from the equation and free the fishermen from this oppressive cycle of debt, but will also expand the demand for sustainably caught fish and support the fisherman in the transition to the use of cyanide and train them in proper handling and transportation techniques.

APPENDIX B

INFORMATION SOURCES

Source Documents include:

“Core International Performance Standards (with Guidance) for the Marine Ornamental Trade”, Marine Aquarium Council, Draft Issue 1 – October 2000.

“Territorial Use Rights in Fisheries to Manage Areas for Farming Coral Reef Fish and Invertebrates for the Aquarium Trade”, Rubec, Peter, Pratt, Vaughan, et al., International Marinelife Alliance, Final Draft, September 20, 2000.

“The International Action Plan to Conserve Coral Reefs”, United States Coral Reef Task Force, March 2, 2000.

“International Trade in Coral and Coral Reef Species: The Role of the United States”, Trade Subgroup of the International Working Group to the U.S. Coral Reef Task Force, March 2, 2000.

“Economic Analysis of the Philippine Aquarium Fish Industry and the Economic Impact of a Certification Program: A Study submitted to Marine Aquarium Council (MAC)”, Kellogg Business School, July 1999.

“Marine Ornamentals Trade: Quality and Sustainability for the Pacific Region”, Jaime Baquero, South Pacific Forum Secretariat and the Marine Aquarium Council, May 1999.

“Sullied Seas: Strategies for Combating Cyanide Fishing In Southeast Asia and Beyond, Barber, Charles, Pratt, Vaughan, International Marinelife Alliance, 1997.

“The Indo-Pacific Destructive Fishing Reform Initiative”, International Marinelife Alliance, 1997.

Conversations with many experts in the field and professionals in the industry, including:

Charles Barber, World Resources Institute and International Marinelife Alliance

Roberta L. Chew, International Conservation Officer, U.S. Coral Reef Task Force

Eric Cohen, President, Sea Dwelling Creatures

Ferdinand Cruz, Field Operations Director, International Marinelife Alliance

Dr. Rili Djohani, Director of Coastal and Marine Programs, The Nature Conservancy

Feisol Hashim, Chairman, Indonesian Tourism Promotion Board

Gregory Hodgson, Reef Check

Paul Holthus, President, Marine Aquarium Council

Rezal Kusumaatmadja, Program Officer, Marine Aquarium Council

Richard Oellers, President, American Marine Dealers Association

Dr. Jos Pet, Deputy Director Coastal and Marine Programs, Komodo Field Director, The Nature Conservancy

Vaughan Pratt, President, International Marinelife Alliance

Peter Rubec, International Marinelife Alliance

Dr. Alex Retraubun, Director for Small Island Affairs, Ministry of Sea Exploration and Fisheries, Indonesia

Phil Shane, Quality Marine Importers

Lolita Y. Ty, President, Philippine Tropical Fish Exports Association

Arri Udirna, Public Relations, Operational Manager, Indonesian Coral, Shell and Ornamental Fish Association (AKKII)

Indra Wijaya, Operational Manager, Indonesian Coral, Shell and Ornamental Fish Association (AKKII)

Fisherman�$0.15





Middleman�$0.30





Exporter	�$0.60





Importer�$1.20





Retailer�$2.40





Hobbyist�$4.80





Fisherman�$0.60





Importer	�$1.20





Retailer�$2.40





Hobbyist�$4.80








16


Core Resources / World Resources Institute



08/28/01

