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Sea Urchins From Canada: 2005/06 Project Report

Executive Summary

The performance of the Canadian sea urchin productsin the Japanese market for the 2005/06
season was again seriously impacted by the ongoing lUU Russian fishery in the Kuriles.
Landings from the IUU fishery continued through the winter again, instead of falling off abit in
January as happened prior to the 2004/05 season, and the market was capricious (erratic)
throughout.

Green Sea Urchins (GSU) from BC compete directly with the Russian |UU fishery and more or
less got hammered this year, landing less than 20% of the TAC. This IUU fishery remains the
greatest threat to the continuing economic viability of the GSU fishery and is also inflicting
considerable pain on the Red Sea Urchin (RSU) fishery aswell. In both cases there are a number
of long-term science projects in both fisheries which can no longer be fully funded by industry
and are likewise being cut back. Difficultiesin the RSU fishery were compounded by stormy
weather on the North and Central Coast of BC in January/February, which resulted in flow
interruptions of RSU products to the market.

The products are sold in US dollars and the margins on both fisheries were also impacted by an
additional 10% or so value increase for the Canadian Dollar vis a vis both the US dollar and the
Japanese Y en. The competitive environment in Japan was therefore very tough this year for sea
urchin product producers from Canada. Even with this, 2005 prices for Canadian uni declined by
just over 10% from 2004 prices, an amount approximately comparable to the US, while the
volume decreased by only about 40 M T (~10%) which compares favourably with the US decline
of 213 MT (~23%).

The SUFC initiative this year made good progress on most of its objectives, reinforcing the
relationships with buyers in Japan and attracting proposals for collaborating on product
promotions in Japan this year as part of the Joint Marketing Initiative. The SUFC group is
anticipating continuing progress in this regard. There have been a number of questions on

devel opments on the temperature, water loss and quality profiles for loads from various
locations but these efforts have not yet produced sufficient information suitable for release. The
overall Branding program has not progressed as far as perhaps hoped for but coordination
between the SUFC, other food representatives and the Federal initiative remains a critical
consideration. Program guidelines from Agriculture and Agri-Food Canada are now being
finalized.

The website has been enhanced and now includes much more information, including separate
areas for the consumer and industry member “communities’, but because it is such a key tool for
the Branding initiative, the consumer polling and response areas are still in the design stages.
The pilot rollout in November drew some comments that the trand ations into Japanese came
across as too harsh. Efforts to draw more content and comments from fishermen, processors and
handlersin Japan are ongoing.

There were some testy relations between the RSU processors and harvesters this year as battles
for market share broke out at the beginning of the year. This unfortunately distracted attention
from the cooperative efforts of the SUFC initiative but the issue(s) were resolved by early
February and harvesters and processors are again fully engaged in the CAH program.
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1.0 Introduction

The Pacific Urchin Harvesters Association (PUHA) and the West Coast Green Urchin
Association (WCGUA) are industry associations established to examine fishery issuesin the Red
Sea Urchin (Strongyl ocentrotus franciscanus) and Green Sea Urchin (S droebachiensis)
fisheries respectively in British Columbia. The primary markets for each of these fisheriesarein
Japan and the two associations have joined forces as Sea Urchins From Canada (SUFC) to
develop and implement ajoint international marketing strategy. The BC marketing effort
remains primarily focussed on Japan even as opportunitiesin other jurisdictions are explored.
Franceis, at about 1,000 M T per year, isthe second largest market for sea urchin roe in the
world (Andrew et al 2002) while the US market is also growing. Both of these markets are
supplied by domestic suppliers.

Canada has a very favourabl e reputation around the world as a technically and socially advanced
society but is not widely recognized or identified by consumers as a supplier of high value food
products. This issue has motivated a Brand Canada Initiative by the Agriculture and Agri-Food
Canadawhich aims to link Canadian food products with the very favourable reputation of
Canada.

The unfamiliarity extends to Japan and is handicapping efforts by the SUFC to establish a better
profile for sea urchin products from Canada with consumersin that country. In more specific
terms, we intend to present Canada’ s seafood production industry as a consistent and dependable
source of high quality seafood produced in an environmentally sound manner. There are any
number of communications and cultural obstacles to be overcome between Canada and Japan
but there is also considerable goodwill. As a short summary, the SUFC group continues to earn
credibility with Japanese buyers and handlers of Canadian sea urchin products to the extent that
ajoint marketing and promotional initiative is planned for this season.

This document reports on the progress made by the SUFC group over 2005/06. Activitiesinclude
the attendance by representatives of the SUFC group at the Brussels seafood show and an annual
trip to Japan by harvesters and processors to reinforce rel ationships with buyersin Japan and to
get afirst-hand look at landing operations from alarge Illegal, Unregistered and Unreported
(ITUVU) Russian fishery in the Kurile ISlands. The SUFC group has undertaken afull overhaul of
its website (www.puha.org) to re-orient it as a marketing tool and providing aforum where
consumers, buyers, processors and harvesters can learn more about and provide advice on or
otherwise discuss BC sea urchin production issues. A number of other market, economic,
marketing and branding issues are discussed. The value of the Canadian product is aso
confounded by the continuing appreciation of the Canadian dollar visavisthe USD and the
Japanese yen. The sea urchin markets and the currencies involved are being tracked to our
competitive position can be accurately assessed..

Explorations UnLtd. Inc. March 2006
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1.1 Description of Strategy for 2005-2006.

The continuing focus for 2005-06 remains on building relationships with international buyers
using trips and enhanced communications through the internet to discussissues of common
interest and to develop joint marketing initiatives. The Canadian industry must build a brand
presence and ultimately establish a relationship with consumers so the Canadian products can be
positioned as an identifiable high quality, sustainable alternative to the commoditized sea urchin
products as opposed to competing as ssimply another supplier of that commaodity. Point of sale
and promotional materialswill be updated along with the PUHA website so they can be used in
an integrated fashion to facilitate communications with our customers. New foreign language
and consumer survey sections will be developed collaboratively with our value-chain partners
and incorporated into the website so we can more effectively profile consumers of Canadian
urchin products, their desires and their perceptions of our product(s) and address any concerns
they may raise. Short term indicators of successin the Japanese market will focus on the
responses to the Joint Marketing Initiative (JMI) from the buyersin Japan - as measured by their
positive responses, contributions and suggestions to the JMI. We were also |ooking for consumer
responses to these materials and to an e-survey on the website, but various components have
been delayed and are awaiting the wider roll out of the Brand Canada guidelines. Long term
indicators will, however, include increasing recognition by Japanese consumers of Canada as a
supplier of high quality seafood to the Japanese market as measured by an increasing proportion
of positive responses to questions in the survey designed to examine this recognition.

It isvery hard to project the market conditions in Japan for the next year because many of the
factors affecting the market are beyond the control of the Canadian industry. The most
prominent issue remains the unregulated fishing in the Kurile Ilands by Russians which
continues unabated. On the other hand, the Japanese economy appears to be in better shape than
it has been for some time and demand for these products is not expected to decline so hopefully
next year will see things turn around and exports pick up and prices recover.

The marketing initiative is also exploring market opportunitiesin Europe, Hong Kong, China
and the US to diversify our markets and reduce our reliance on Japan. The collection of market
intelligence, including supply and demand factors for various product forms and our competitive
international trade issues (tariffs, plant certification requirements etc) and position visavis other
competing sources, will continue to inform the on-going situational analyses.

Short term indicators of success will again focus on increasing the number of contacts and
business leads in these markets, particularly those in Europe. Establishing benchmark metrics on
sales into these markets are still being worked out within the group but additional information
on preferred product specifications and related sales opportunities are anticipated this coming
year. Long term indicators of success then will include increased communications (signifying
rising interest) from buyers in these countries and increasing collaboration with them to jointly
differentiate and position the Canadian product in their markets.

Explorations UnLtd. Inc. March 2006



CAFI 2005/06: Sea Urchins From Canada Project Annual Report Page 3

2.0 Market Summary for 2005/06

Japan continues to predominate as the world’ s single largest sea urchin products market and
salesto Japan currently absorb about 80% of BC’sannual production. Traditionally the product,
uni, was strictly considered a luxury product but an increase in the relative value of the yenin
the 1970's made imports competitive, increasing the supply and allowing more popular use of
the product. Asaresult, the average unit (whole weight) prices of S intermedius and S. nudus of
$US 23.10 (¥2,772) and $US 13.30 (¥1,596) per kg in 1991 had, based on a steady exchange rate
of 120¥ per USD, dropped to $US13.70 (¥1,644) and $US 8.60 (¥1,032) respectively by 2000
(Sakai et al 2004). The acceleration of the Russian IUU urchin fishery (S. intermedius) fishery
in the Kuriles since then has rendered the Japanese production increasingly uneconomic because
that production is coming in at between ¥150 - 600 /kg. Graphs of Tsukiji uni prices for select
countries from 2001 through March 2006 are presented in Appendix D.

The high, mid and low end markets are quite different with respect to the revenues and growth
potential. The use of uni as aflavour additive market is dependent upon low cost supplieswhich
may, again, be in some jeopardy because of the trajectories of the Chilean and Russian fisheries
which may see the curtailment of these fisheries in the not too far future. This may provide a
window to supply lower grade materia until cultured product comes up to speed but the interval
cannot be assumed to extend beyond a couple of seasons at this point. It does suggest that
moving to re-balance the production profile towards higher value uses even as the lower value
demand remains strong may be a safer route to continuing economic sustainability. In the retail
supermarket segment, assumed here to be the mid-grade market, BC holds a significant market
share in part because of the product’ s reputation with regard to taste but also because BC's
current clients are large scale suppliers of these outlets. BC's market share in the high-end sushi
restaurant segment is low because these outlets get their supplies through the central markets.

The major competing suppliers for the extracted uni (fresh and frozen) market in Japan in 2005
were Chile (2,548 MT or 57.5% of the imports), US (755 MT or 17.0%) and Canada (387 MT or
8.7%). The volume and average price rankings for fresh chilled roe, the highest quality product
form, arelisted in Tables 1 and 2 respectively. Significant supplies of live animals were also
brought in from Russia (13,826 M T or 93.4% of live imports), North Korea (819 MT or 5.5%),
US (106 MT or 0.7%) and Canada (35 MT or 0.2%). The live production from Russiais
particularly problematical in that it is reducing prices throughout the Japanese uni market and
impacting all legitimate producers.

Table 1: Import volumes (kg) of uni into Japan (Can. Trade Comm.)

Vol Chge | %chge

2002 2003 2004 | 2005 0504 05/04
Warld 3.023,210 | 2,696,030 | 2460,506 | 2004016 | 201460 [ 1.01%
USA 1,155,905 | 046,557 | Oas 502 TEOA65 | 215,457 | T2 Enw
Chile BOZ.354 | bBoodet | 5h0.25% 950,000 D058 | A7 .75%
Canada A01,726 | 500,120 | 560,180 340,127 0,062 | -1059%
China ZE06 9|  zoes10|  Zaeon =70.195 30,275  1262%
Worh Kerea | 182,324 | 112928 | 196,168 Z09,138 Bra72| d902%
Mexico 107027 | 09,267 | 112098 07 527 ECEN -FO6 %
Feru §3,501 54,907 Bl 550 R BEE0|  1z.8a%
South Korea| 100,390 EEREE 40,23 R AT EEE | S829%

Explorations UnLtd. Inc. March 2006
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Table 2: Average wholesale prices ($C/kg) in Japan (Canadian Trade
Commissioner, Tokyo, Japan)

§ Chge [%chge

2002 2003 2004 2005 0504 05/04
Warld Foo.02 5521 Foa22 FE a2 F7O0| 1950%
OSA $73.35 71 56 $63.02 55 51 F721] A195%
Thile $50.40 59504 59529 F9 .52 Fo02 | BOTE
Canada F61.73 558,95 56 02 50 51 F601| -050%
China FI455 541 55 Foe 57 5oz 2d Foo3| BA%
Norh Horea F53.35 540 55 $95.20 533 57 F11563| 2551%
Mexico 56,90 70,99 F52.75 9050 Fizi0] Zi01%
Feru $52.13 547 57 545 57 30 35 F640| -19.15%
South Korea|  $66.20 55559 $59.05 556 .53 Fzi3|  AEw

The unit value, gross value and export volumes of sea urchin products sold to Japan have
declined in recent years primarily in response to the saturated supply situation in Japan caused
by the IUU Kurile Idand fishery conducted by Russian interests, and the Canadian suppliersto
this market continue to suffer. The 2004- 05 season started better than the 2001-02 and 2002-03
seasons which had previously been the most affected by the market collapse in Japan. In these
and previous years, demand had remained somewhat robust through January as the Russian
fishing was curtailed but things changed last year and operations continued throughout the
winter. Asaresult, demand collapsed last year in January primarily because Russian landingsin
Hokkaido flooded the market with the equivalent of afull-year Canadian GSU TAC each week..
The Russians generally fish at the same time as Canada through the fall and up to Christmas, so
starting fishing a bit earlier in the season to beat the Russian product to the market isnot likely
to prove an effective counter-strategy.

As ameasure of the problem faced by Canadian producers, some 20 - 25% of the BC sea urchin
Total Allowable Catch (TAC) was not harvested last year. Overall, only about 45% of the GSU
TAC from BC was taken in 2004-05 while less than 20% of the 2005-06 TAC was taken as of
January 15, 2006, a point where regularly 60-80% should have been harvested, making this the
worst season on record. Only 12 of the 49 green Sea Urchin and 101 of 110 Red Sea Urchin
licences were activated this year.

In more general terms, Japan is BC's second most important export market after the US and BC
boasts the most successful trade relationship with Japan of any of the provinces. In the mid-
1990's Japan took 25% of BC exports but these numbers have been sinking since, hitting 14.5%
by the 2000 and 12% by 2004. The mix of exports has not changed much in the last century,
comprising commodities such as lumber, fish and ores like copper and coal, despite all of the
changes that have occurred and despite the success in improving trade relationship to Japan that
other countries, such as Australia, have been able to realize.

In many respectsit seemsthat the effort put into strengthening the trading relationship with
Japan, whether it be through diversification of exports or better adopting our products to the
unique requirements of the Japanese market, has been lacking. Thisis particularly disturbing
because the Japanese are known as behind the scenes movers and shakers throughout much of
Asia and there are any number of opportunitiesto joint venture or partner with subsidiaries of
Japanese trading companies, which are set up right in BC, to explore and expand business
opportunities in the many countries, including China, where they have a presence (Y oung 2005).

Explorations UnLtd. Inc. March 2006
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2.1 Economic Update for Japan

There were rising hopes by mid-summer 2005 that the recovery in Japan could be real and lasting
this time. Domestic spending is becoming a growth engine in Japan for the first time in 15 years
(Anon 2005 i), output isrising, job markets are tighter than they have been in 7 years, consumer
spending isticking upwards (Anon 2005 f), the Nikkei 225 index was up 35% in 2005, risng to 4
year highs and land prices are again rising, all supporting the conclusion that Japan isindeed back
in business (Carrick 2005).

Prime Minister Koizumi called, fought and won a snap election over the issue of privatizing
Japan Pogt, the largest single source savings with assets of about USD 3 Trillion. This
privatization isimportant to Japan because political influence is applied on public sector
banking institutions to fund pork barrel projects. This seriously compromises the capital
alocation of Japan Post (Grimmer 2005 d) particularly given that obscure accounting and
market manipulation in Japan have been called near traditional arts (Anon 2006 f). Much of the
country’s commercial code has been re-written and tightened up over the past 5 years or so but
the process still has a ways to go before the rules and enforcement are transparent. Corporate
Japan and the general population are craving reform including clarity on governance rules, how
enforcement will be applied and whether the courts can be appealed to efficiently during
disputes (Anon 2006 f).

2.2 Some Global Trends

The US, Sweden and Canada are the world’ s three most globalized countries while Japan comes
at # 15 (Reynolds 2006). Globalization isafact of life and business survival increasingly
depends on the ability to adapt to the rapidly accelerating change that is now part of today’s
world. Most people believe the future is a straight line through the present from the past but this
isjust simply no longer the case (Wilson 2005). The challenges Canadian fishermen face now
include not only the market, weather, difficult logistics and product availability, but also global
economic imbalances, global climate change and increasing competition for depleting resources,
like oil even as new competition is emerging from China, India, Vietnam and many other parts
of the world. Industry consolidation is at record levels as large companies invest around the
world trying to make best use of resources no matter where they are.

The recent emergence of China, India, Brazil and Russia as mgjor active membersin the global
economic community has effectively doubled the world’ s labour force. China's effect on the
world economy is not exceptional from other Asian tigers but it is more dramatic, not just
because of its massive labour force but also because its economy is so unusually open to trade. It
now appears that global inflation, interest rates, bond yields, house prices, wages, profits and
commodity prices are increasing driven by decisions made in China, a development that may be
the most profound economic change in the past half century (Anon 2005 d). The global effects
of the modernization in China are projected to continue for another couple of decades as China
still has at least 200 million underemployed workers to absorb into the workforce.

Explorations UnLtd. Inc. March 2006
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They are also providing their citizens with the tools to compete. More than half of al primary
school children in China now learn English and the 500 million English speakersin Chinaand
India now exceed the total number of mother-tongue English speakers elsewhere in the world
(Johnson 2006). These multilingual workers, and the companies that employ them, have
significant advantages including a vital understanding of the different culturesin our quickly
globalizing world.

The competition from China and the threat that firms can move more of their manufacturing and
services offshore is keeping a lid on wage growth in the developed world. China s growing
influence is revolutionizing the relative prices of labour, capital, goods and assetsin away that
has never happened so quickly before. Take, for example, the price of oil. Despite doubling in
price over the past year inflation rates have remained low and global growth robust becauseiit is
being driven by strong demand growth in China, as opposed to a supply disruption.

The notion that the future for North American businessliesin innovation and talent while India,
China and other new entries into the global manufacturing scene remain static as low-cost
operations still has traction among many in the comfortable west. Unfortunately things don’t
seem to be working out that way. More and more effort is being directed by many companiesin
these emerging economies to identify and empower talent to fuel research and innovation. Many
large companies are moving their R& D to the devel oping world, with developing Asia asthe
preferred prospect. Innovation is on the rise in China which filed some 2,452 patentsin 2005,
overtaking Australia, Canada and Italy to take over 10" spot globally (Anon 2006 c).

European officials have projected that China could be spending a greater proportion of its GDP
on R& D than the combined public and private sector funded R& D in Europe by 2010. Chinais
the mogt attractive R& D location in the opinion of 62% of respondentsin arecent poll while the
US and Indiaround out the top three. Canadais tied with Taiwan and Singapore at 4.4% each.
The workersin China, India and other developing nations are “hungry” and with the many
skilled and trained technicians and scientists there, genuine leaps through innovation are likely
(Grimmer 2005 a).

Advances in technology are also affecting how business tracks the expectations of consumers
providing new tools for supplying exactly what their customers want, when and where they need
it. For example, there is afood chain in Japan which collects the outside temperature, time,
height, age and gender of the buyer and more with every sale. Thisis known as context
information and is useful for making decisions on timing and sizing replacement orders as part
of their just in time inventory control system (Wilson 2005). Attention to design, efficiency and
innovation isincreasingly being sought universally and companies, and industries, which do not
promote innovation will soon be left in the wake of those who are less comfortable and more
eager to move ahead. The dedication to serving customer needs as the paramount mission is on
the rise in India and China and North American companies need to nurture their “better
understanding” of the customers and their needs to maintain their advantage (Martin 2005).

Explorations UnLtd. Inc. March 2006
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2.2.1 Demographics

The United Nations projects that 2050 populations will be lower than today’ sin some 50
countries. Russia s population is projected to fall by 22% by 2050, Ukraine’ s by 43%. Japan’'s
population has already started to decline and will soon be followed by Germany and Italy while
even China swill be shrinking by the early 2030's. There is a considerable amount of angst
about the economic impacts of this, primarily based on fears about falling absolute GDP, but a
more meaningful measure is per capita GDP which islikely to rise with the introduction of more
technology etc. spurring productivity. These new demographics can also be celebrated as
heralding a golden age (Anon 2006 b).

Japan’ s population is projected to decline by about 20% from a peak of about 127.6 million to
about 100 million by 2050 (Anon 2005 i). As of October 1, 2005, Japan’s population was 19,000
lower that it was ayear earlier (Anon 2006), suggesting that an anticipated population downturn
arrived about ayear early (Anon 2005 b). Immigration and larger families are both discounted as
realigtic solutions in Japan and the best option relies on attracting and retaining a larger
proportion of the population into the active workforce. Women are particularly at issue here as
female participation in Japan’ s workforce, ~55% in recent years, remains well behind the 61-
62% levelsin Canada, Britain and the US (Anon 2005 i).

2.2.2 China

The US has reported a trade deficit every year, amid mounting wails of woe, since the 1970's.
Japan had a turn as the main antagonist through the 1980's because it had such large trade
deficits with the US and used tariff and non-tariff trade barriers to limit imports. China now runs
very large trade deficits with the US and is taking a turn. as an economic threat to continuing
American prosperity. Despite the finger pointing exercises, rational economic analysis reveals
that upwards of 70% of the trade deficit is due to intra-firm trade within US owned or affiliated
multinational firms. Assuch, the UStrade deficit isalargely private, self-sustaining and self-
financing affair. Less alarmist observations on the situation note that these sports of
arrangements are set up to earn profits and that they are generally very profitable for their parent
firms (Reynolds 2006).

US poaliticians, therefore, should be careful what they wish for when they talk about punishing
Chinafor its unfair trade practices for when they actually see the enemy, will find they are
looking at their own most successful companies. Protectionist measuresto reign it in would be a
catastrophe as it would not just close off a powerful source of future prosperity but also
engender a veritable tidal wave of resentment towards the devel oped world in the developing
world.

Low cost manufacturing in Chinais disrupting manufacturers in advanced countries but the
situation it faces at this point is probably best described as pretty much on the edge. Peasants and
migrant workers still make up about 2/3 of China's 1.3 B people (Kahn 2006) and have limited
access to the benefits of development. Local officials operating with impunity, and little to fear
from alegal system that often answers to the Party through them, have been fomenting land

Explorations UnLtd. Inc. March 2006
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grabs, pollution, corruption and other abuses which have been growing by leaps and bounds in
recent years. These are now leading to mass uprisings which threaten stability in the country.

China has responded by focussing on economic growth to provide opportunities to as many
people as possible. It stimulates economic growth by heavily subsidizing fuel prices and their
fuel prices are among the cheapest in the world in spite of importing more than 40% of its oil.
The drive to own avehicleisas high in China as anywhere in the world and millions of new
motorists are clogging the roads every year. This means the multiple new roads and expressways
built every year are jammed with cars as soon as they open. Despite the limited wealth through
much of Chinese society, public transportation infrastructure is under-developed and China's
biggest cities are expected to face gridlock within two to three years.

The cheap price strategy is applied across the Chinese economy, particularly the manufacturing
sector, making it shockingly wasteful and promising an environmental nightmare and eventual
energy crisgs. The government is now starting to take some steps to avert disaster, increasing fuel
prices by about 10%, hiking taxes on large SUV and luxury cars etc, but there is still no fuel tax
despite its being acknowledged by economists as one the most effective meansto limit fuel
consumption (Y ork 2006).

China’ s growing economic clout is transforming the world economy and that stability isas much
initsinterest asit isin the rest of the world. The size of China s economy was revised upwards
by USD 285 B. in early 2006 from the estimate released only a month or before when the
government took account of the services sector. The services share of the economy has now
jumped to 41% of the economy, compared with 46% for manufacturing and 13% for primary
industries such as agriculture and mining. This extra activity is a natural consequence of

devel opment because, just as everywhere else it happens, wealthier people want more
restaurants, bars, car dealerships, private hospitals, beauty salons, bookstores, real estate
services, gardeners, legal and banking services etc. The proportional size of the sector is roughly
as large as those of Japan, Taiwan and South Korea when they were at a similar stage of
development (Anon 2006 e).

Canada and China's economies are in many ways complementary, China has a huge developing
market while Canada has an abundance of natural resources and in terms of transportation costs,
Vancouver isthe closest major North American port to China (Wong 2005). In China, Canadais
widely held as multi-cultural society, friendly to Chinese and eager to develop relationswith
China. There are some recurring pointsin any advice to conducting business in China that bear
repeating. These include:
Never trust a Chinese feasibility study- it isaimed at attracting interest, not in defining the
real opportunity;
Do not bribe- invest instead in long-term mutually beneficial relationships with customers
including training, travel and recreational opportunities,
A conflict of interest is considered a competitive advantage in Ching;
Government officials may lie to you but you must never provide them false information;
In disputes with the government, respect is gained by being tough but arguments must be
framed to show how the businessis good for China, not what is wrong with the
Chinese government;
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Chinese businessmen are known to request outrageous conditions just in case someoneis
dumb enough to say yes; and

Never use the Chinese market as alast resort to save your business- Chinese businessmen
detect any desperation and take full advantage of any weakness - if your boss
moving that way- lose his passport (Schachter 2006).

2.2.3 Currency Exchange

The USD value has declined vis a vis the $C to 77% of value registered in January 2001 while
the ¥ has declined to about 76% of its former value against the $C (Figure 1). The relative value
relationship between the USD and the ¥ between January 1, 2001 and now is, at 100.1% of that
value, virtually unchanged. Japan would seem to be doing a much better job of managing its
currency’ s valuation visavisthe world s primary reserve currency (ie. USD) than Canada.
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Figure 3: Relative standardized currency fluctuations since January 1, 2001.

The implications of this are mixed- on the one hand it does not bode well for economically
sustainable returns to Canadian industry from continuing “status quo” sales of seafood. From
another perspective though, the prospect of an appreciating currency holds tremendous potential
as an investment consideration, assuming the industry can respond successfully to the increasing
competitive forces mandating a shift towards higher value production. The USD is projected to
continue declining against other world currenciesin at least the medium term because of that
country’ s very high current account and budget deficits, whereas Canada s currency is projected
to continue increasing because of our surplus position in both these accounts and because of our
increasing stature as an energy and resource backed currency. There are of course many other
implications with the USD situation but an appreciating Canadian dollar will logically make
investmentsin or perhaps through Canada more attractive.
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3.0 Marketing Environment

Fishermen are coming to realize that if they continue to do what they have always done they will
simply continue to get what they have always earned. Given the trends towards greater corporate
control in many resource industries and international trade, thisis not particularly alluring. There
are however, increasing options for personalizing business and many fishermen are taking more
pleasure producing food they can take great pride in purveying to source conscious buyers which
represent a growing segment of the population (Weber 2006). For example, the internet offers
tremendoudly exciting marketing avenues and is available to any scale enterprise. If it isused to
amplify genuine natural, open, funny and honest human conversations, something valued by
virtually every person on the planet, it holds the potential to make a laughing stock of the
humourless monotone of the mission statement or marketing brochure style more typical of
corporate campaigns (Anon 2005 k). The so-called blogo-sphere does this very thing, allowing
consumers the world over to voice their opinions on any subject and there is now at least one
site, Technorati, tracking updates in near real-time so bloggers can track the trail of their own
posts. Even executives recognize that blogs can be an incredibly effective yet low cost way to
influence public conversation about products or companies (Schachter 2006).

Fishermen more actively marketing and promoting their products must keep in mind that the five
most important words in marketing are:

1. You- convey clearly what isin it for the customer;

2. Why- describe why we are better, different or superior;

3. Commitment- build confidence through commitment to quality and service;

4. New- people are attracted to new products and services; and

5. Free- this attracts attention but can also be the most dangerous word in marketing.

On thislast point, some care is required to ensure that promotion programs do not make
customers feel cheap. Customersin North America are unlikely to use a coupon for a 10%
saving if they are in a situation where social impressions are important, such as on a date or
amongst friends. Strategiesto keep the customer from looking cheap might include giving a
charitable donation on redemption or including the coupon as part of the packaging on the
product so it does not appear to be the reason for the purchase (Schachter 2005).

An important point that must be kept right out front in the design of any advertising or marketing
program (including the website features) isthat consumers are real people and companies that
remember this and treat them with respect as such are more likely to do well (Markillie 2005).
Consumers everywhere have one thing common: a distinct lack of time. Whatever ad campaign
develops it must be hugely respectful of the users and their time if successisto be even remotely
possible (Markillie 2005b). Herein lies the value of a trustworthy ‘Brand’ because it provides a
navigation aid to people in what is an increasingly complex market. The benefit of a strong
brand isthat it can convey information about a product very efficiently so the promises
associated with the brand are passed along to the consumer basically in mere seconds (Markillie
2005a). Any information provided must not only be real and relevant, but it must be presented in
an engaging format so they keep coming back. Hype should be avoided because it isincreasingly
seen as condescending and/or even insulting.
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3.1 Consumer Empower ment

Consumers are finally seizing ultimate power because of the internet and, having achieved
power, are not likely to give it up. Projections are that this will cause more market fragmentation
as customers needs get more diverse and their sophigtication grows. As media become
increasingly interactive, consumers will exercise more choice over what they consume along
with the how, when and where (Markillie 2005€).

All of this has profound implications for marketing strategies because it is changing the way the
world shops and even firmswhich claim to be “customer driven” are having their claimstested
as never before. People can now not only compare products, prices and company reputationsin
great detail, but they can also tally the claims of the company with the opinions of others and
discover what previous buyers have to say (Anon 2005). These capabilities will continue to
evolve and suppliers will be increasingly judged on whether they are walking the walk or just
talking the talk. Those which are found lacking can expect to suffer. (note: are there any blogs or
other websites in Japan which discuss seafood and national suppliers?)

Therise of the increasingly discerning consumer means advertising may become more
permission-based and increasingly involve economic or financia incentives. Advances in the
world wide web and its growing availability anywhere at anytime in major markets (like Tokyo)
means that anything that is screen based will be able to be used as an ad-serving mechanism. In
Japan in particular, watching video and/or accessing web information on mobile phones looks
like awinner because so many people have to deal with along commute on the trains (Markillie
2005b). Many of these consumers are tapping into web sources to get ideas, recipes, notification
of specials, etc at work or during their commute. Technical advances of the past few years
include web-enabled mobile phones able to isolate the location of the user and forward relevant
notices to them are providing new opportunities for marketing to individuals. There are also
mobile phones which read RFID’ s and able to check into the best before dates, any uploaded
product history and/or upcoming specials. etc (Markillie 2005b). As these capabilities become
more entrenched they will further redefine the shopping experience and raise consumers
expectations on just what background information is part of the purchase package.

3.2 Cultural Differences

Effective advertising recognizes that different cultures respond to different sorts of messages
(Anon 2006 a). For example, Asians and North Americans literally see the world differently.
When shown the same picture, North Americans of European ancestry pay more attention to the
object in the foreground that is the focus of the picture while students from Asia spent more time
studying the background and taking in the whole scene. Thisis attributed to the fact that Asians
live in amore socially complicated world than North Americans and tend to pay more attention
to others than North Americans who are more generally characterized as individualists (Anon
2005 g).
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3.2.1 Heroesin Japan

A recent survey of American and Japanese heroes identified government leaders, parents and
religiousfiguresin the lead in the US while in Japan the ancient samurai |eaders of yesteryear
still command the most respect.. The code of bushido, the code of the warrior, with its emphasis
on loyalty, being grounded in reality, conservatism and, last but not least, sword wielding, is still
the bedrock philosophy of Japan. The sword play isincluded as an allegory because in business
the winner is often the one who can sense a competitor’ s feint or parry and respond quickly and
appropriately (Schachter 2006). The elements of the samurai code that can help win any
business battle include:

Act honourably- honour is not negotiable, it isan overarching requirement;

Act with Courage- once what needsto be done isknown, do it;

Act with Rectitude- always do the right thing;

Be loyal- without loyalty, there is no trust;

Be compassionate- one must care for others to be aleader;

Appreciate the arts- these are a doorway to understanding and appreciating life;

Be honest- without honesty there is no credibility;

Be polite- it shows and draws respect; and

Maintain self-control- one must manage one-self if one isto manage others (Diffenderffer

and Immen 2005).

3.3 An Update on Brand Theory

Brands provide customers with an assurance of quality but they also express a set of values with
which customers can identify with. A brand is based on, and must remain true to, itsidentity. In
apersonal senseit iswho you are, what you stand for and what you hope to accomplish, and this
in turn can be divided into three parts: the core extended and potential identities (Dunne and
Moulden 2003).

The core identity isthat part of you that does not change and determining this requires an honest
appraisa of who you are etc so you can identify what is constant.

The extended identity can be thought of as the intersection between the core identity and what
the consumers want and need from the brand. This might include the skills, technology and
protocols etc you apply to build the brand promise. Developing an extended identity requires
careful consideration of the audience’ s needs and how you can satisfy that need in a manner
consistent with the core identity.

The potential identity of abrand is all about the vision behind it and what extensions or
repositioning can be envisioned given the current identity. It isimportant to understand the
brand’ s boundaries and to consider the different directions in which it can be sensibly expanded,
choosing only those that make sense in terms of the current identity, interests and what the
marketplace might require in the future (Dunne and Moulden 2003).
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There is considerable evidence that the country a product comes from can strongly influence
consumer attitudes on their perceptions of the goods they purchase, to product classes and to
specific brands from that country. Unfortunately, Canada’ s reputation abroad is not particularly
flattering in this regard. For example, Asians see Canada as a land of beautiful lakes with
courteous, friendly people but not as a producer of high quality products or advanced
technology. Even our reputation with Americans is underwhelming- Canada is seen as pristine
wilderness populated by nice laid back people, perhaps too nice and laid back to be successful in
business (Dunne 2003).

Canada elbowed its way in front of Switzerland and Britain into second place, just behind
Australia, in an analytical ranking of the world’s nation brands. (The US camein at #11) 10,000
consumersin the US, Britain, India, Germany, South Korea, Canada, France, Japan, Denmark
and Chinawere polled. Canada ranked second in investment, immigration, people and
governance and third for tourism but only 11" in awareness of brands and export products. The
results of the survey testify that the value(s) Canada embodies are the same values that most
people in the world subscribe to these days. The positive nation brand has a direct impact on
selling products and influencing governments and this survey highlights the goodwill of people
around the world to buy alot of stuff from Canada (Alphonso 2005).

Building a good brand requires along-term perspective and strategic thinking and
communicating Canada’ s advantagesisonly a small part of the process. Every experience
consumers have of the brand - positive and negative, contributes to its reputation so every point
of contact between the Brand and the consumer should be controlled. Concentrating the brand-
building effort on smply a bigger and better advertising campaign will not bring success, the
effort needsto be more focussed on creating a new reality (Dunne 2003).

The following guidelines apply:

1. Success starts with an understanding the target market including insights into what they
need and what they value;

2. Effective articulation of an accurate value proposition which is clear on what we want to
represent, how it fits with customer needs and how it makes us better than our
competitorsis key;

3. The focus must be on quality and not marketing per se. The basis for customer satisfaction
is the product and devel oping products which meet their requirements is the core
of the Brand identity. Advertising and promotion are used to bring the products
and their benefits to the consumers’ attention but the product(s) themselves are
the key- they absolutely must meet the promises; and

4. Consistency and making sure all the communications deliver the same fundamental
message remains key to maintaining clarity and avoiding mixed (confusing)
messages (Dunne 2003).

One of the most costly stepsin establishing a new product is getting the name known. By
extending the reach of an established brand to a new product, these costs are avoided even asthe
new product’s quality is vouched for. This can work aslong as there is some basis for linking the
product to the brand but it can also harm the brand equity if it does not live up to the inherited
standards, and thereby damage all of the other associated products. The possibility of collateral
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damage from weak extensions and the difficulties of maintaining consistent positioning with a
large number of disparate products puts a practical limit on how for the process can go. A brand
extended over many products becomes increasingly unwieldy and incoherent, eventually
becoming nothing more than a shaky house of cards (Moorthy 2003). With a national branding
effort like thisone, it must be seriously guarded against by all.

3.4 Traceability and Tracking Technology

When competing in world markets, the more objective standards you have in place, the better
(Loy 2005). By pro-actively incorporating a Quality Assurance Program (QAP), comprisingin
part a standardized grading scheme, enhanced handling protocols, access to documentation of
product by lot and an improved communications capability with consumers as part of the
branding effort may provide an opportunity to differentiate branded BC Sea Urchin products as
“superior value” in the mind of the Japanese consumer.

Radio Frequency Identification (RFHD) technology has been around since the 1940's but is
projected to become integral to a broad based initiative to transform the way manufacturers and
retailers plan demand, manage inventory, distribution and supply chain partners and market to
consumers at the store level. It isno longer a question of if, but when these devices will become
the workhorses to replace the UPC codes (bar codes) currently used. The benefits include better
traceability, increased efficiency, improved quality control and the ability to provide greater
assurance to the consumer on the quality of their purchase (Christmas 2005). An RHD reader
currently costs between $10 - 15 K and, while the tags are still over a $1 each, adoption is
gathering strength and costs are continuing to drop.

Satellite tracking systems have been available for years to big trucking fleet but their cost and
complexity put them beyond the reach of small outfits. New cellphone based systems are
cropping up that allow drivers to download route and schedul e updates, notify dispatchers of
completed deliveries and report problems etc for about $1,500 per month, including cellphone
fees. The use of a service like Cube Route, based in Toronto but likely to be copied quickly
across the country, avoids up-front costs of up to $10,000 per truck. The premiseisas simple as
a“pay asyou go” cellphone plan, after paying an initial setup fee customers only pay for the
features that they use. A web-based interface, such as aweb-enabled cellphone or handheld PC,
isused by customers to communicate directly with driversin real-time. The Cube Route service
deliversat least 15% savings immediately by allowing better optimizing of routes, areductionin
the number of stops and improvementsin the delivery cycles (Deveau 2005). This might be just
what is needed to set up a more efficient reefer pickup and delivery network which could
include consolidated south coast fishery landings and transfers onto scheduled reefers to
Vancouver.

3.5 Certification

The Marine Stewardship Council (MSC) has certified 14 of the world' s fisheries since it’ s birth
5 years ago and has a number of other certificationsin the pipeline (Anon 2005 j). Thereis still a
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long way to go, only 4% of the world catch is so certified, but a growing chorus of consumer
voices for better management are providing it impetus.

3.6 Barriersto Entry asa Business Strategy

“Barriersto entry” work to keep potential entrants away and make it difficult for competitorsto
expand and are only effective strategic tools available to business. When barriersto entry are
present, protected companies can consolidate their competitive advantages in economies of
scale, a greater degree of customer captivity and privileged accessto crucial inputs, all of which
provide cost advantages to help ward off competitors. Absent such barriers, competitors flood
into the market until the profits are meagre and the only possible option is tactical and
encompasses the need to operate as efficiently as possible (Greenwald and Kahn 2005).

Even in these days of globalization, competitive advantages are generally grounded in local
advantages and the economies of scale realized in the local market are considered the key to a
sustainable competitive advantage (Greenwald and Kahn 2005). If, however, local barriersfall,
new and perhaps larger competitors can move in and extend their greater economies of scale into
the more local situation and re-define the standard by which the local market operates.

3.7 Website

The best ad-men spin agood story (Anon 2006 a). Thisis our goa - there are many good story
lines coming out of the novel situations every year in the urchin dive industry, lets get them out
there.

A website can work like aliving brochure, providing a very powerful foundation for a‘Brand’s
identification, appreciation and follow-on recognition. Whereas a print or TV ad might get afew
seconds of attention, a website typically holds the browsers attention for 2 to 5 minutes. They are
accessed at the discretion of the consumer, increasingly at any time and anyplace. Many
consumers first encounter afirm, and its brand(s), through its website but despite this, for too
many firmstheir online presence remains alow priority.

A good web site is particularly beneficial if it isused to establish a personal link between the
company and the consumer thereby facilitating relationship marketing. The website can also be
used to solicit and/or record peoples opinions about the product and their experience(s) with its
use and any directions they would like to see the product, and/or any services associated with the
product (Markillie 2005c). Consumers like to feel their vote counts and on-line marketing can be
configured to solicit the opinion(s) of consumers and include these as part of a marketing
campaign. So-called brand democratization can be used with any on-line campaign, including
contests, cross media initiatives and promotions (Wegert 2005).

It does not seem to make alot of sense to design a web presence that cannot accommodate
smple communication capabilities as a start and incorporate more sophisticated add-ons later. It
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may be a bit over the top right now but consumer demand for ever-more advanced capabilitiesis
sure to continue. Already there are retailers in Japan which provide recipes for download onto
PC’s or web-enabled cell phones and a reciprocal web-based ordering system which allows
consumers to ssmply pick up pre-ordered and packaged ingredients or meals on the way home.
Other companies provide coupons over the internet, which can again be downloaded onto
mobile phones and which can be exchanged for discounts or samples (Markillie 2005a).

3.8 An Update on Nutritional Benefits of Omega-3's

Omega-3 fatty acids are now recognized as avital nutrient. They have a variety of benefits,
including reducing feelings of anger in adults who cannot control their tempers, but probably the
most important contribution they make isto fetal development. Pregnant women who do not eat
omega-3's have children with lower 1Q’s, impaired social relation skills and poor fine tuned
physical coordination than women who consume more omega-3's.

4.0 2005/06 Program Activities

4.1 Fishing Season Reviews

4.1.1 Red Sea Urchin Fishery

In the Red Sea Urchin fishery, basically the full South Coast quota was taken again in both the
2004/05 and 2005/06 seasons. In the 2004/05 season, four quota areas on the North Coast were
not touched but the harvest rate increased in April vis a vis other years. Fishing on the North
Coast isjust now being wrapped up and the season review will not be complete until May 2006.

4.1.1.1 South Coast

Fishermen believe that the competition offered by having new processors entering the fishery is
good for prices but the established processors fedl it threatens their position in the market. The
processors have continually complained of undercutting by the new entrants but the fact remains
that these new buyers have been paying higher landed prices. Their ability to do thiswhile
selling their products at lower prices suggests the undercutting story is not as straight forward as
the established companies would have it.

Packers and truckers used to work for the fishermen but now work for the processors. This has
given the processors leverage to exclude others from the shipping but has also left them with the
associated administrative respons bilities and costs. When Individual Quotas (1Q’s) first came
into force, D& D collected the packing and trucking fees from the processors but found they
were continually chasing them down and never did collect 100% of the assessed fees. If
fishermen retake these responsibilities it will entail considerable costs now covered by the
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processors. Thiswill likely be a bit of a saw off though as the price structure will increase asit
shifts from FOB at the port of landing to CIF at the plant. Thiswould reduce the associated
administration costs to the processors so the better pricesto the fishermen could be fairly
rationalized.

The South Coast/North Coast break is detrimental to getting new processorsinvolved in the
fishery. Thereistoo much playing around going on when it comes to the packing, unloading and
trucking on the North Coast. There was some discussion rejoining the North and South coasts to
reduce the leverage on new processors who do not have a South Coast licence but thisislikely to
exacerbate the problems of optimizing the fleet operations as everyone could then fish the South
Coast down so no fill-in quota from the South would be avail able when needed later in the
season. Right now, many boats have both South and North coast quota on board and shift around
asthey seefit. This provides flexibility but the system could still use some tuning to get the best
use out of the South Coast.

4.1.1.2 North Coast Report

The two fleet system working the North and Central Coast areas last year (2004/05) worked out
very nicely. Smaller fleets provide more flexibility and spread the fishing effort so the chances
of getting a steady flow to processors increased. They are aso better for more detailed and
dower working of an area compared to the large fleet where everything basically just gets
creamed (cherry picked) the first time over and then the fleet moves on leaving more area quota
in the water for cleanup fisheries later on.

Having Smith and Riversinlets open all year also worked out nicely although the quality in the
fall was poor and good in the spring. There was some discussion of the merits of breaking the
coast up into three areas- North, Central and South Coast, to further the goal of evening out the
product flow to the market but the consensus was to continue on a more informal basis for
another year so more of the pitfalls and bugs can be identified and worked out.

4.1.2 2004/05 Green Sea Urchin Fishery

Overall, only about 45% of the TAC was taken in the 2004/05 season and 30 licences were
fished thisyear on 16 vessels. Of these, 14 completed >80% of their quota, 12 were between
1,200 and 7,200 lIbs while 2 caught 20% or less of their available quota. With regard to the
proportion of the TAC left in the water, 2004/05 was the worst season on record since the TAC
was established for the 1994-95 season. Thiswas a bit of a surprise after the better performance
for the 2003-04 season which had given hope to the premise that the worst was over asfar asthe
market went. This year started better than the 2001-02 and 2002-03 seasons which had
previously been the most affected by the market collapse in Japan but in these and previous
years, demand had remained somewhat robust through January. In contragt, it almost totally
collapsed last year in January (2005). Part of this may have been due to the late onset of winter
freezing in the northern Japanese waters, but whatever the reason, the impact was serious.
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The results for the 2005/06 season were even more disastrous. Only 15 of the 49 available
licences were activated and less than 20% of the TAC was caught. The problem again isthe
Russian IUU fishery in the Kurile Islands. Encouraging Federal Government action to find some
resolution to this problem remains a very high priority for the WCGUA. There has been some
discussion over whether it might make more sense to start fishing a bit earlier to beat the
Russian product to the market. The effectiveness of thisisdifficult to judge as the Russians
generally commence fishing in October and immediately start landing between 300 - 350 MT
per week. The Green Sea urchins are very seasonal and recoveries do not reach the 15% average
until October- November.

The majority of Japan’s demand for Green Sea Urchin remains focussed on live product that
they then process but “wet packs’ (in brine) appear to be gaining market share in Japan. These do
not require the use of alum and are somewhat cheaper to produce than the standard tray products
because the grading is not as intense. Having near-daily intelligence available on landings
coming in from the Kuriles could allow some opportunity to deliver when Russian landings are
interrupted. Including information on their prices and recoveries might also allow more
competitive pricing based on the price per kg of uni.

4.2 European Seafood Exhibition 2005

The SUFC group had 5 representatives at the 2005 European Seafood Exhibition in Brussels last
year. Thisisthe world’ s largest seafood show with about 40 - 50K people attend this event every
year. Mike Featherstone was accompanied by William and Michael Choi from Kiku Fisheries,
Spencer Cheung from Grand Hale Marine Products Ltd. and James Mahon, along-time RSU
diver and licence holder. A report on the show and the participation from BC fishing interests
was published in the July 2005 Fsherman Life Magazine.

Grand Hale and Kiku had samples of fresh and frozen product available at the booth which went
over very well. Kiku entered its canned uni into the new products contest as a high-end caviar
with avery attractive origami type label. It came in second in its category but the results did
attract some good attention for Kiku. There are about 5-6 categories in the contest.

There was considerable interest at the booth last year and contact details for some 39 people
were obtained (Table 3). Thislist includes buyers, chefs and other interested parties from many
countries around the world.
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Table 3: 2004 and 2005 ESE contact lists (Bl ue = 2004) sorted by country

[Company Name [Contact name [Country Comments
Deli Trade Willy Detfour Belgium C&F Bruszels
Rughbyman nd Twao M. Lutz Brusselz. Bl restraurant owner
Montreal Fizh Martin Beaudry Canada Preszident, imports weekly from “an |zl iChile
Daily Seafood Jeszie Ho Canada
Australis Juan Alarcan Chiile general manager
Socope Guy Desplats Congo
Mowwaco llona Smidova Czech Republic
Caviar Houze Eligz Daher Dubai zend a gquote
JEC UK Ken lzhids Englamd CE&F London
T&= Enterprizes (London) Ltd Kaichi Okakbe England Wholesale manager, already imparting uni
Seafoodexport Jim Goriou France supplies large & small distributors in France
Byzance Philippe Poulachon France CE&F Paris
Havier Amchin Havier Amchin France importz for the high end market, seafood buyer
Diana Yegetal Alain Fournet France gourmet imparter. Culinary Advizar

Eric Hilzire France Z&F Paris

jz. Alibert France sauce maker
Bacchus et Demeter Herve Marijon France Coamercial director
Deutscheses Glenn schmittner GErmany Bremethaven
Kagerar Fritz Kagerer Germany
Caviar Crestor Jesper Okkels Germany Zales Director ELI
JFC Duetachland GhBH Fyuji Harino GErmany sushi supplier,
JFC Europe Mazahiro Yamamoto Germany CEF Dusseldor

Vaze, Androutzopoulos & Sonz Lt Vazsilios Androutzopol Greece CE&F Athensz

MNatmako Mektarios Kechagais  Greece C&F Athens

Hokkai Suuisan Marinus Moordenbos Holland CE&F amsterdam

Forune Seafoods Franciz Mg Haong Kong importz from Canadian east coast

Family Care Ltd. Betty Chu Haong Kong Importer, zells to supermarkets

A-Mart Gourmet Lid. Micky Chowy Hamg Kong

[Ma'adanei-vam Seafaod | Shalom Maharovsky  [lsreal wwolild consalidate with lohster to Tel a Viv

Mewy Shark Levaorato Carlo ftaly CE&F MilanMenice

Gourmet Line Bernardo Journo ftaly import manager

Longino & Cardenal Luca Monica ftaly

Taiyo & &F Co. Ltd. Haji Tokudome Japan Zupplies direct to sushi bar chain

Bandoh & Co. Lhang Ming Japan T=ukiji, Chou-Ku Takyo

Biugeja Fish Market Lawrence Bugeja Malta

Tritan Betnard Debono Matta Director, loves uni and would like all year
Alaine Gerrude hattinigue CE&F Martinigque

Takuhai Products Louis Schotoemeijer Metherlands irternet marketer impotts mainly from Japan

Mama Fish Products Grant Clark Metherlands

‘ama Productz hliclari Ciki Metherlands C&F Amsterdam

Sushi Ran J Teujimaruy Metherlands minimum order

Moana Pacific Fisheries Jason Ashford Mevwy Zealand  Marketing manager -frozen products

Smart Club Maszaru Inage Maraay fresh chef, mail order co.

Wanneho International Tare K. Wanneho Maraeay managing director

Prod Co Oleg Titow Ruszia import manager

Fizh House Ella Sidarenko Ruszzia Presidert

“an Diemen Seafoods Larry Wy, Hallet Singapore managing director

Dl Trading Ivan llencik Slovakia Director of Marketing

Ecole Hoteliere De Lausanne Fodrigue Beniot Swvitzetland Culinaty 2chool

Shialin Group Debra Chen Taiwan Exec WP

Akuvatur med seafoods Haluk Tuncer Turkey C&F Istanbul

Crygen Junichi Hiraga Turkey Sushi chef in Istanbul

Cite Marine Bruno Jaffre purchasing manager
Christian van Osselaer C&F Bruszels

Marizcos Ouinana SimonCtamendi

Axel Eibenstein Appel Wey account manager
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4.3 Marketing Committee M eetings

4.3.1 May 31, 2005

Present: Spencer Cheung, Francis Cheung, Tim Joys, Mike Featherstone, Dave Lansdowne,
Paddy Wong, Geoff Krause, Dave McRae, Mike Crawford, Darin Macy

The firgt thing discussed at the meeting was the results of the logistics study undertaken towards
the end of April, 2005. The was a lively discussion over some of the findings, particularly that
the fleet does not apply standard handling protocols for their catch (eg. not all of the boats hold
their product in the water until the end of the day or even cover their product with atarp to
protect it from the sun after it has come on board); that the packer held about 15 k |bs of product
over for awhole day in the sun to ensure that it had more on board to boost his economic returns
and did not get underway to Prince Rupert until he had about 100 k Ibs on board; that there isno
financial incentive for fishermen to adopt better handling practices because all the product at
each plant is consolidated and all the boats get the same price with no regard to their handling
particulars (i.e. there are no bonuses or other arrangements to compensate for additional efforts
to improve handling). There used to be a recovery-based payment system but when the market
was so strong in 1996 the system was dropped.

Some problems with the unloading procedures were also discussed, including the overload of the
totes and the practice of shaking the totes with the forklift so more product can be piled on. This
forces spines through the shells of adjacent urchins and some of the tips are actually embedded
in the uni. These are often virtually undetectable and has led to lawsuits by final consumersin
Japan who suffer injury when they eat it and get stabbed in the mouth. Darin mentioned that the
fleet used to ssimply load the bagsinto totes on the packers and that this dramatically reduced the
breakage of urchins as they no longer had to be shaken out of the bags. This would also speed up
the unloading at the dock, although the hold design of some packers prevents the stowage of the
totesin the hold so the use of totes would reduce the carrying capacity. The bags provide a
degree of flexibility not available when the totes are used on the packers but thistoo might be an
advantage given that afull packer load often gluts the supply and processing chain system
anyways. This was suggested as a workable option that should be implemented for next season.

The processors were pretty much in agreement for the need to develop compulsory handling
protocolsfor the fleet and were particularly concerned about the resistance of some boats to
taking measures to maximize the product quality as opposed to smply trying to maximize their
harvest volumes. Refining the bases for payment should be possible to resolve most of these
shortcomings. These might include penalties for non-compliance with standard handling
protocols (harvesters), penalties to the packers for delaying departure once product is harvested
(although this might have to be complemented with a base trip rate for those times when the size
of the load is marginal). There are other scheduling possibilities that should be developed so the
packers, unloading and trucking can be more effectively coordinated to optimize downstream
unloading, transport and processing conditions (eg. do not have packers arriving for unloading at
the hottest time of day). It might be possible to get some assurance for the processors that the
protocols are being adhered to by attaching some temperature loggers (eg. iButtons) to a
proportion of the bags as they are brought on board. Right now there seemsto be abit of adis-
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connect on quality between the owners and the fishermen and the fishermen do not seem to be
getting the big picture because the owners are ssimply not passing the information along.

There was al so some discussion of the need to get some refrigeration onto either the harvest
boats or the packers. Asthings stand, the product temperature variesin large part with the
weather. There are some strong indications that BC is getting its shoulder season markets back
in the spring, late summer and early fall because of problemsin the Chilean fishery. Thisis great
but it means that higher temperatures have to be anticipated and dealt with. There are a number
of options being looked at to overcome the risks and at least some of them will be tried out and
assessed during the experimental fishery which istentatively scheduled for sometime in August.
Everybody acknowledges that this past year was very hard on everyone, no one more-so than the
packers, but thiswork isintended to define some options and their projected effects and costs so
they can be more objectively considered by industry reps.

The prices for Canadian product are used by some to question the necessity of moving towards a
higher quality product profile asthey doubt they will recoup the investment(s) needed to really
raise the bar. In fact, the Japanese are renowned for their willingnessto pay premium prices for
high quality products but they also have very high quality standards when it comesto assigning a
“good value” label on the product. Spencer related one anecdote regarding some limited special
California production which receives ¥12,000 per tray vs a more standard price of ¥ 3,000 -
4,000 per tray. We are currently not making even the lower benchmark but the story illustrates a
certain upside potential for higher quality production if the Japanese are convinced the product
represents good value. The non-cynical meaning of thisisthat the market istelling us that we
are not there consistently enough to build that reputation.

Chile has been supplying close to 50% of Japan’s uni imports for the past few years but there are
recent signs that the Japanese consumers have soured on their production because of poor taste
and that they no longer feel the product isagood value - even at the low prices. Spencer
mentioned that I1to Y okado, a large supermarket chain in Japan, isno longer allowing Chilean
product on its shelves any longer. Takame, the biggest Japanese uni re-packer, isin trouble and
may even go under because they have very large interests in the Chilean fishery. Maruki may
also be running into a stiffer headwind as they too have, or possibly had, some kind of operating
interest in a Chilean uni processing operation. Y &L islikewise reported in some difficulty,
although in this case it may be more because they can’t keep workers at their Alaska operations
and are moving their processing down to Mexico. Thiswill have a number of attendant quality
impacts as the shipping times by truck adds at |east another couple of days before the product is
processed. It also sounds like Harbour Marine is dropping out of local urchin processing but
Seagate is staying in despite taking a bit of a bath at the end when some of their consignment
product received no mare than ¥ 200 per tray on Tsukiji. It also sounds like they are moving to
larger premises which could mean they are setting themselves up for afall. She only used a
couple of licenceslast year but till had a great effect on the market at times when the lower
prices she accepted cascades through to other processors who were likewise pressured to |ower
their prices. There are also rumours of another firm starting up in the industry although no

detail s were provided during this meeting.

The Russian competition is having a smaller impact on the RSU tray market thisyear as
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declining recoveries and rising price demands are slowing demand for their products. Both of
these represent a very large development in the market but complacently assuming Canadian
production will be the default option to replace them may be very dangerous unless steps are
taken to further assure the buyers and consumers that Canadian product meets their expectations.
Considerable research is il going into cultured production and, while it is reportedly not quite
ready yet, future significant competition from these sources can be anticipated once they work
out the production regimens, especially the feed formulas, needed to get a consistently high
quality product. The next couple of years (almost certainly less than a decade) may be a window
to get the wild Canadian production established in the mind the consumer as a safe, dependable
and preferred ‘brand’, which could then effectively compete with rising volumes of standardized
high-quality cultured production. Failure to establish this reputation for at |east a proportion
(which should rise over time) of the production will eventually put the industry in the direct line
of fire and again competing on price alone as simply another supplier of commoditized uni.

The discussions moved along to the experimental fishing. The decision from the quota planning
meeting that it would likely best be prosecuted in early to mid-August, prior to the beginning of
the normal commercial season to protect the market, but even at that - there is not yet alot of
interest from harvesters. A base price of $0. 60 - 0.70 per pound will be required to get 6-7 boats
needed out there. At thislevel it should take about a week (@~160 K-lbs) and GHMP, Paladin,
Territory and Kiku should be able to handle 40 K-lbs each. An alternative is to set a base rate of
about $5 K for al the fishing operations each day meaning the fishing costs to PUHA would be
about $25 - 35 K (15.6 - 21.8 ¢/Ib). Last year the fishery turned into a bit of a charade asonly 3
boats, including 2 single-diver boats, participated and an associated pre-harvest survey was not
completed. The urchinsin this area may be spawning at this time of year and the processors will
be needing recoveries of at |east 4-6% to break even. The alternative would be to wait until just
before the commercial fishery opens, the first area anticipated this year isthe WCQCI so the
most difficult and exposed fishing area(s) can be completed before the onset of more severe
winter weather. The idea here would be to start with the experimental fishery and then move
North along the outside towards Langara through September. By October the WCQCI should be
close to completion and then the fleet can continue on even as some of the boats move along to
the sea cucumber fishery which starts on the first Monday in October.

The experimental fishery will also be used as an opportunity to test a number of handling
options to address issues that became apparent during the first phase of the logistics study. These
will include the use of a chill system (RSW hold?) and refrigerated holds and/or totes on the
packer, leaving the product in the water until the end of the day, covering the catch with wetted
burlap, an insulated blanket and variously coloured tarps (green vs. blue vs. white vs silvered)
and how these affect the final product quality in terms of recovery, melting, taste etc. A number
of small temperature loggers which can be inserted directly into some of the urchinswill be used
to track the internal temperatures of the products as these options are characterized. Geoff isalso
researching the cost and availability of smaller size chill tanks or tubswhich might be used on
the harvest vessels, the rationale being that by having a dispersed chill capacity throughout the
harvest fleet might in fact raise the actual cumulative refrigeration capacity of the fleet and
might facilitate the development of a“super premium” product line. The actual market demand
for higher quality product is not known at this time but approximately $12 - 15 K from the
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logistics study funds provided by the Province remain available to test the feasability of applying
these operational options.

There was then some discussion around the transport logistics from WCVI. The time for running
a packer around from Tofino to Vancouver is about 24 hours and will also be weather
dependent. This arrangement might work well in September but increasing problems can be
anticipated later in the year. It is not generally worthwhile to run packers around from the
Barclay Sound fishery asit usually peeters out, so it might be better to have those harvesters run
over to the unloading dock in Ucluelet or perhaps Port Alberni. The water |osses are greater on
the South Coast vis a vis the North Coast so it also might make sense to have a packer tied up
along the dock to take and hold product for afew hours before it is validated since thereisalot
of water drop over the first 3-5 hours. Thiswould also alow the harvest vessels to get back out
closer to the harvest areas and rest up in preparation for the next day’ s fishing.

The financials for packer owners are pretty marginal right now. Sending the packer contracts out
for open tender is a possibility and opening these services would provide competition into the
mix. The benefits could include having refrigerated vessels on hand but it is worth considering
that packing urchinsisfairly specialized and the lack of experience in some might cause some
problems. The packers are currently expected to provide a number of ancillary servicesto the
harvester fleet and the current vessels have been involved for some time. This proposed change,
if it comes about, must be handled with some sensitivity as there are personal relationships
involved and there are enough personnel and morale problemsin the fishery now that further
blows could complicate continuing smooth operations. There were a couple of instances this
past season where things got a bit haywire to the point where guys were having trouble
performing their jobs effectively some days.

The change-over last year from M&M unloading to Keep It Cool generated someill-will
amongst the fleet and the new guys received a bit of a shellacking with regard to the quality of
their work despite favourable reviews from the processors who generally feel they were doing a
better job than M&M. Rumour has it that the terms of the unloading contract in Prince Rupert
are going to be up for re-negotiation because Keep It Cool is not entirely happy with the way
things stand. The unloading company on the North Island is likewise looking to bail so there are
anumber of changes coming up this year.

The 2005-06 |ease prices are expected to come in at between $10 -15 K while the prices of the
licences are between $100 - 150 K. All in all, the news sounds pretty disheartening and thereis
considerabl e dissatisfaction amongst the fishermen about how things are going. (My thought on
thisisthat when things are generally perceived as bleak as universally asis coming across now-
itislikely agood time to start picking up more licences etc- but that’s only me. | think the worst
is now behind the industry and that this year will see better performance- particularly if the
Chilean and Russian situations turn out as reported)

There was also alittle bit of talk about the amount of information held by Japanese buyers and
how it is used by them to squeeze prices. D& D updates all the harvest information on its website
on adaily basis and provides unrestricted to it over the internet. Thisisa valuable intelligence
source for the Japanese buyers. The same holds for the two large buyersin Hong Kong. Darin
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said that D& D would change its update schedul e so the information would not be available via
the web quite so quickly so the product has more time to move through the system.

4.3.2 August 16, 2005

Present: Ming (HiTo), Paddy Wong, Alpha, Ross Morris, Ken Ridgeway, Francis Cheung, Mike
Crawford, Spencer Cheung, Alice, Sean, Sung, Mike Featherstone, Tim Joys, Dave McRae,
Geoff Krause.

Summary:

The mgjority of the processors (excepting KiKu and PUP) met with PUHA representatives on
August 16th in Richmond to plan the start of the 2005/2006 season. After considerable debate
and discussion the processors recommended to open areas in the Port Hardy region which would
allow either north or south coast licences an opportunity to fish. The recommended areas are, in
the south Allison Harbour and in the North Smith, Rivers or Grief.

Processors have different markets and buyers and not all processors are planning to participate in
the first openings. There was general agreement that Tofino should not open early and that a pre-
harvest survey should be conducted to check the quality and recovery. All processors
commented that Tofino was squandered last year by opening early. It was recommended that
Tofino not open

before Sept. 15.

The processors commented that the Japanese market will not really pick up before October 1.
Once Tofino is completed the north fleet is scheduled to start the QCC experimental harvest
before commencing on the West QCI. Each processor has agreed to take a portion of the QCI
experimental harvest product.

Keep It Cool hasinstalled a couple of live video feeds on the unloading station in Prince Rupert
S0 any processors can actually watch live their product being unloaded

4.3.2.1 South Coast Openings

The initial suggestion that Tofino be opened up on September 6 raised a number of objections
revolving around the experience in past years that the product quality (especially recovery) are
gtill abit marginal at that time and that it would be better to wait until at least the 15" if not
later. Tim mentioned that the water temperatures are about 5 - 8° F (2 - 4°C) warmer than usual
which might dow the development of the urchins down a bit further thisyear. It will definitely
not be advantageous for the main feed source, kelp.

There was also mention that the Labour Day weekend in Tofino isusually pretty crowded with
tourists which of course complicates things a bit as well. Paddy for one preferred to hold the
opening there back until October 1 to give recoveries a chance to rise but all seemed satisfied
that September 15" would work. Tofino can be a very good, profitable area and it would seem to
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make sense to preserve the quota there until everybody can actually profit off it and maybe even
conserve some it to later in the season when some in-fill catch is required because of supply
interruptions from Central and North coast areas. In any case, some retained quota in the South
Coast somewhere should be preserved for this use to help even out the supply. Tofino used to be
asensible area to start because the other WCV|1 fishing areas were tougher to access and Tofino
let everyone sort of get used to the idea of working again. Last year there was no fishing on the
South Coast until October once Tofino was cleaned up.

Demand from Japan does not usually really build until October and too much production before
orders start coming in means the product must be pushed onto the market which often depresses
the prices. Everybody seems to agree that scheduling the fishing to market makes much more
sense. Having Smith Inlet, Rivers Inlet, the bottom end of Calvert ISand and Allison Harbour
(just South of Cape Caution) open from the beginning of September should allow the filling of
any early orders and provide some work for guys who are keen to get going. It isgood to have a
couple of different (sub) areas open at one time in case the product quality is a bit spotty.

The pressure to start things off early generally comes from fishermen (weather is good and bank
accounts generally somewhat depleted) but once the first guys get going, there is usually a bit of
arush by everyone to get out there. Thisis particularly true in ‘good areas’, like Tofino, where
no body wants to miss out on good fishing. GHMP wants product flowing by Sept 2-3 at the
latest but is satisfied with the delay until mid September in opening Tofino with the caveat that
someone should get in there for some preliminary quality surveys prior to the opening so it can
be most effectively utilized before boats are committed to the area. Spencer also made the point
that GHMP is expecting to be pushing full steam ahead right from the get go as soon as things
start. They would like to see an opening by August 22 and intend to get 3-4 boats working
immediately. The weather in Port Hardy is usually pretty good at this time of year although the
guality (recoveries) in some areas (esp. the south end of Calvert) may take until mid- September
to develop. The summer temperatures suggest that reefer capacity on any packer used at this
time of year might be advisable, although Phase 2 of the Logistics study has yet to define and
characterize the quality impacts of different temperature environments and handling procedures
It usually does not matter too much on what the actual fishing start day is as the processing
crews at all companies can work whenever they are required.

There may be some problems with unloading on the South Coast (Port Hardy) this year because
the unloading contractor has decided not to continue this year. In the absence of other available
solutions at this point it may make sense to try out some of the small totes so fishermen can at
least unload their own boats. The limited product density holding capacity using these totes
immediately became apparent when they were tried for general on-board holding last season but
this more limited use may be helpful. The Strongs have picked up a mobile Hiab and may be
interested in unloading at least some of the SC product.

4.3.2.2 North Coast Openings

The spring PUHA AGM decided that the experimental fishing program should commence just
prior to the opening of the Queen Charlottes so it isout of the way before the thingsreally get

Explorations UnLtd. Inc. March 2006



CAFI 2005/06: Sea Urchins From Canada Project Annual Report Page 26

rocking, at this point estimated to be somewhere around the 3™ week of September. The
alternative would be for it to go at the same time as Cumshewa opens. About 100 - 150 MT
production is projected and boats will be paid a $1,000 per diem (flat rate) by PUHA for
participating. Hopefully at least 8 boats will joinin asthiswill get it al over with in fairly short
order whilefilling atruck each day and generally allow economies on the logistics of moving the
product down to the lower mainland. All the processors agreed that they would share equal
portions of the catch, thereby sharing the risks and benefits.

4.3.2.3 Japan Trip

There seemed to be general consensus around a September 14™ or so departure. Notification
timing is an issue as far as the timing of the trip to Japan this year. mike will contact the
Canadian Embassy by email tomorrow to notify of our intentions and hopefully a 1 month lead
time will be sufficient to allow them to arrange a meeting at the embassy for the third week in
September and get al the requisite invitations out.

Sung mentioned that his sourcesin Tokyo are suggesting that Russian imports will remain high
again thisyear and that the poaching is expected to continue for at least another season. This
despite the promising sounds emanating from Russia and Japan on their intentions to deal with
this. There was aso no further news on the Chilean situation although it seemed that their
production is continuing apace although confirmation of the state of the stocks (thought to be
poor and declining) the fishing conditions and the extent of culture operationsisrequired.

4324 LeasePrices

Lease prices are up in the air right now because of the appreciation of so many other ‘input’
prices and the $C. So far asking prices are around $20 K but there have been no takersto date at
that price and the high thus far is reported as $12.5 K. 10 K seems like a pretty reasonable guess
on the average projection for the year and it is not thought likely that any will exceed $15 K.
Using the ‘standard’ that the lease cost should not account for more than 25% of the value of the
catch, this would roughly work out to a landed price projection of about $0.60 per pound.

4.3.3 October 7, 2005

Present: Michael Callow, Dave Kensall, William Choi, Lawrence Chan, Francis Cheung,
Spencer Cheung, Tim Joys, Mike Featherstone, Dave MacRae, Geoff Krause

Also: Lorne Swift from “Keep It Cool” and Ken Kanazawa and (??) from Wonderland Tours
(setting up shots for the Tokyo TV crew in Port Hardy at the end of October) attended.

Thereisthe issue of the two groups of processors and the conflict between them. The main
group (the 5 sisters) comprising Grand Hale, Paladin, Kiku, Hito and Territory are worried about
the price competition the new companies are bringing along and the effect(s) thisis having on
their sales and bottom lines. This main group of companiesiswilling to work with Pacific
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Urchin Processors (PUP), because they have their own markets, but not with Sung Fish, Harbour
Marine and Seagate, which together comprise the second group, because they are smply
poaching existing markets from the 5 sisters. Seagate’ s primary interest is reportedly sea
cucumbers and urchins are just accepted as part of the package deal. It may be that they do not
really want to be in the urchin business.

The 5 sigters are particularly worried about the new companies cutting prices as away to steal
the established company’ s customers. They are therefore trying to restrict access to the packing,
unloading and trucking services used in common by the urchin industry so the new companies
have to pay a higher price for entering into the market, thereby reducing their scope for
undercutting. Thisis however putting a further squeeze on the packing, unloading and trucking
firms involved because they need as high a volume as they can get to counter the low margins
and escalating costs they face- particularly because of increasing fuel costs, so they can operate
at amodest profit.

4.3.3.1 South Coast Unloading/Trucking

Dan Carter has an unloading and trucking proposal that he wants to put forward. The problem
from his perspective is that single boats are working alone here and there around the South Coast
and it is very hard to service the fishery because there is often some distance between the
different landing ports. $0.15/Ib just does not work for him any more and if he isforced to lose
money on thisjob, heisjust not going to continue.

Dan Carter relayed down his quote for the trucking out of Port Hardy and Northern Vancouver
Island this year.

Traller size | Capacity (# totes) Cost (per trip) | Unit cost (full load)
48 66 (11 rows) (41,250 |bs) $2,400.00 $0.0582/1b
PUP 48 (8 rows) (30,000 Ibs) $2,200.00 $0.0733/lb
Ston 20 (13,125 Ibs) $1,350.00 $0.1028/Ib
3ton 12 totes (7,500 |bs) $1,200.00 $0.1600/1b

One problem that was brought up by the processorsisthat when the 5 ton is busy he will
sometimes send the product along on the pup, charging the full rate so the unit costs actually
comein at about $0.1676 per |b. These are the highest prices Lorne has seen from Port Hardy
and he suggested that another trucking firm, Seaforce, islarger and may be able to more
effectively consolidate loads with other users, thereby providing lower unit costs.

Asfor the totes etc in Port Hardy, Cove Fish has refused to take care of the toteswhile Keltic
might be talked into it. Another advantage of using Celtic would be the availability of ice to chill
the holds on the packers as a prelude to taking on product. If any hot spots are present in the
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holds, the addition of ice some hours, or perhaps days, in advance of taking on urchins might just
help cool things down a bit and thereby help out the product quality.

One of the problems from Dan’ s perspective is the use of widely separated landing ports and the
need for widely dispersed trucks and unloading crews on Vancouver Idand at various times of
the season. He or his crew cannot be in two places at one time and some concessions and slack
from the fishermen will be required to keep him keen. Territory for one says that he will have his
boats fishing, and therefore unloading, only when other boats are working in the same area so
the unloading and trucking effort is worthwhile.

In small harbours, the boats can unload themselves. Thisis slow and somewhat arduous, there
being no portable hyab at hand, but then the truck just has to stop by and pick up the toteson his
way by. Ken Ridgway isinterested in trying out the smaller gray totesin this sort of situation as
they should make the hand-bombing a bit easier. Lorne will send them down to GHMP and Mike
and/or Tim will make sure they get moved over to where they can be used on the island.

There was some discussion on packing the product right into Vancouver by water. This might
make sense aslong as the load is large enough to make the economics work for the boat. The
product quality may not suffer excessively either asthe interval to the plant from say Campbell
River south using this method might not be too much longer than by truck. It costs about $140 /
hr to run a packer according to recent calculations (provided by Tim from Mike) so the packer
owners and crews might be happy with a 70,000 Ib load (= $7K gross @ $0.10/1b from Campbell
River or about $4.2K net for a~ 20 hour return trip). Smaller loads, say in the neighbourhood of
35 k-Ibs though might not be so attractive because the $2.8 K running costs are pretty much
fixed meaning the net only works out to about $800 when everything goes right. Trips to Port
Hardy take about an extra 12 hours, so the return trip time would be closer to 50 hours, which
would trandate to about $7K in costs per trip. A 70 k-1b trip would gross about $10.5K
(@%0.15/1b) while a 50 k-Ib trip would gross $7.5 K meaning the margins would again be pretty
dim at less than optimally sized loads.

Running RSU all the way down from the Charlottes might also be possible although again the
load size would be a critical factor. The return running time is likely to be in the neighbourhood
of 100 hours, presenting costs of about $14 K. A 70 k-1b load (@ $0.25) would gross $17.5K for
anet of about $3.5 K if all goesright. A 50 k-Ib load on the other hand would not be economic
as the gross revenues of about $12.5 K would not cover the $14 K expense hill.

For the longer runs, some sort of quality control measure, such as a chilled brine shower in the
holds to cool the product, might be well advised. Mike Crawford mentioned that the RSU start
moving around when they are in the water and in confined spaces will break their spines and
then die, although he did not know if thiswould apply in a brine shower system. Continuing
work is gill required to establish that this sort of chilling is a cost effective quality preservation
option.
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4.3.3.2 North Coast Unloading and Trucking

Keep it Cool hasinstalled video cameras at the unloading station that the processors can link up
with through the internet anytime they want to see what is going on at the station. The processors
will need to get some viewing software from Keep it Cool and it might also work better with a
dedicated computer so their other work flow is not interrupted while the video is streaming in.

Lorne was saying that they still have a number of totes up in Rupert but that they want more.
They have totes from Paladin, GHMP, Territory, Hito, Kiku and PUP but none from Sung,
Harbour Marine or Seagate. A full truck is apparently heading down today so should be able to
grab a bunch for the trip back up. A 48 trailer will take 66 totes while a 53 footer will take 72
although trailers with alarge intruding reefer will reduce these numbers by 2. Keep it Cool is
taking await and see attitude for the unloading situation- it is not their fight and they do not
want to get in the middle.

The cost for trucking this year is $3,900 per trip for a switch truck (tractors are traded off in
Prince George). The companies involved are generally set up for making grocery runsto Prince
George etc and so are not desperate to give further price concessions. Aslong asthe trailers are
full this should work out to about the same unit cost as last year (~ $0.10-0.11/1b).

The switch trucks use a central dispatch system which meansthey are more difficult to get a
hold of while en-route. One difference from last year is that no-body is going to co-ordinate the
trucking etc for free anymore. The dispatching etc will cost about $100 per load and it isup to
the processors themselves this year that all the trucks and tote needs are taken care of. Lorne will
not be taking care of these issues this year. The processors say they will take turns monitoring
and staying on top of the situation when they are fishing with each of them taking on the
responsibility on arotational basis for about a week or so.

4.3.3.3TV Tokyo crew

A film crew from TV Tokyo is coming to BC on October 24- 30 to get some footage for a show
that will be broadcast as a Christmas/New Y ears Special. They will likely spend some time with
the RSU dive crews around Port Hardy between the 26- 29 October. The show islooking for
large edible animals of all sortsin many locales around the world and the RSU is undoubtedly
one the world’ s largest urchins. They are hoping to get some footage of some real basketballs.
They might also be able to get some footage of some large halibut and the Giant Pacific
Octopus- also the largest in the world.

Ken Kanazawa is a Vancouver-based tour guide with Wonderland Tours Inc (604-734-0898;
email: tours@wonderland-inc.com) and attended the meeting with a colleague to introduce
themselves and forward the expectations of the actual TV crew when they visit. They are
heading up to Hardy right after the meeting to scout out the area and some of the shots they
might be able to use. Cory Hayes (from the CFV Silver Lady) has agreed to be the local contact
for thisweek’ s excursion. Dave McRae will also make his vessel and crew available for the end
of October shoot in Port Hardy/Port McNeill areaif itisat all possible.
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They may be interested in using some of the footage used in the PUHA promo-DVD, thereis
quite abit of existing footage in Vancouver that PUHA iswilling to share, so it seems to make
sense that the same boats be made available for this project. The crew will be using its own
mini-DVD underwater cam (NTSC format) for some underwater shots.

The final decision will of course remain with the TV Tokyo group but it would be a very good
thing if the e-dress for the PUHA website (www.PUHA .org) could be included in the broadcast
as a site where more information can be obtained. The onusisthen on usto make sure the siteis
ready to go live by the time this show airs.

4.3.3.4 Water Loss Study

The water loss study has basically ground to a halt because a number of processors have not
forwarded any of the plant weight datato D& D. DFO requires data from all areas and all plants
beforeit iswilling to take a position so the program basically has to be re-started this year to get
afull data set. D& D has been collecting the packer (= grounds) weight and the landed weight.
The processors must properly record the plant weights so the data can be tied directly to
particular loads so al the data can be coordinated and reconciled.

4.3.3.5Trip to Japan

The timing for the trip to Japan is now set at just prior to or just after another trip to China
already scheduled to leave Vancouver on November 6 with areturn on November 15. The
preferred timing would be for the meeting at the embassy on November 17 which would allow
parties on the Chinato join up with the PUHA delegation in Tokyo with some time to spare.
Mike will contact the Tokyo embassy to confirm the meeting date(s) so the rest of the plans can
be put into place.

4.3.3.6 Packing and Transport

There was some more discussion about the packing and transport situation. The packers need to
have full loads this year more than ever to ensure they can operate profitably. Last year there
were some vessels making arun with 150 K-Ibs and leaving the next packer in line with only 15
K-lbs- adistinctly unfair situation. This might pretty much balance out over the year but the
incentives for the packers to stay around and pull in atwo day load (ie. they make more on the
run) might be counterproductive for the industry as the wait can be detrimental to the quality
profile, particularly of thefirst day’s product. The fishermen, packers, unloaders and truckers
have to accept that thisisamoney contest, not a pounds contest.

There was some suggestion that pooling might be an answer but given the general
competitiveness of anormal fisherman, this might run into a bit of resistance. However, if the
weights above a certain base level- say 50 K-Ibs per run, were pooled and divvied up pro-rata
each month (based on perhaps the number of hours running for each boat/ total number of hours
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running for al boats), it might have a better chance of flying. Using a baseline just above a
minimum run trigger (say 40 K-Ibs), will allow the boat to make some extra money directly on
the run, but the incentive to wait for even more is reduced, which should be good for ensuring
quality preservation measures are applied. In situations where another packer may not be around
for the next day hanging the product in the water appearsto be a very workable option aslong
care istaken to ensure the product is not laid on a muddy or otherwise inappropriate bottom.

Another issue is the need to co-ordinate the capacities. Coming in with 65 K-lbsis not good
because it takes up more than what a single truck can carry. There are pups available, increasing
the load size of about 66 totes by about 48 for atotal of 114 (weights = 41 K-lbs plus 30 K-lbs
for atotal of 71 K-Ibs). Some consideration must be given to utilizing the packers and the trucks
as efficiently as possible to keep the unit costsin line.

The processors said they will work together on this collaboratively. Every buyer knows their
own market and only orders enough that they are not flooded. Grand Hale, for example, prefers
only about 15 K-Ibs per day for 6 days per week as pushing more product than this can force
their price down. Bulk prices are changing day by day and mainly in adownwards direction. The
tray markets also seem to be responding similarly.

The packers also feel they need some sort of schedule for what the fleet is going to do so the
processors can better plan their needs and everybody then co-ordinate their activities a bit better.
The next opening is Calamity Bay but there still appears to be some problems on deciding when
to move areas and on who should be making the call.

With reference to the Experimental Fshing- Grand hale had 7 K-lbs delivered which was fished
on the 25 and 26 of September, the two days then comprising atwo day load on the packer
(Western Commander). The product from the second day’ s fishing was OK but the first day’s
product was rotten. This suggests that the first days product was loaded directly onto and held on
the packer while it waited around for an extra day to get the second part of its load.

Contrast thiswith the experience at Kiku which accepted a two-day |oad from the Ocean

Ranger. In this case the product from both days was in pretty good shape although the recoveries
seem a bit low at around 3-4%. In thisinstance, the first day’ s production was laid on the bottom
and held in the water instead of on the packer. Kiku also took another load which it suspects was
held on the packer for an extra day. This product too was not up to snuff, the RSU had few
spines and they were stinky.

The quality advantages of holding the product in the water over holding the product on the
packer are thus far indisputable and the in-water holding for multi-day |oads should be adopted
as a Standard Operating Procedure until either further work counters these indications or an
easier but equally effective alternative is proved. This will become even more important as the
season goes on because the urchin quality tends to drop with the approaching spawning season.
Additional work with chilling will likely prove advantageous in thisregard but the in-water
holding seems to be the most do-able option at this point.
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There are till no standardized RSU product grading procedures or accepted standardized
grading criteria so fishermen cannot tell what they are actually bringing in. It would be a great
help here to have colour charts and recoveries reports from the processors for on-board reference
and guidance. It would also make alot of sense to start paying for quality so the fishermen
actually have an incentive to fish for quality.

With reference to the Green Sea Urchins:. recoveriesin these are now generally below 16%
which makes them very difficult to sell. The recoveries used to normally lie between about 18 -
22% but there was no reason given for the apparent declines noted although this sort of thing
generally signifies declining unit feed for the urchins which suggests that the TAC may be due
for asignificant bump upwards. Dave McRae enquired about an appropriate price for the greens
and it would seem that $1/Ib with a 15% is avery easy sell. Asfar as processing greensin BC,
the really nicely coloured GSU uni is very soft and melts very quickly. BC processors are not
keen on taking that step as they find them difficult to work with and have not devel oped the best
procedures to this point.

4.3.4 December 9, 2005

A meeting of the Urchins from Canada Associations was convened at the Steveston Hotel on
December 9", 2005. The meeting was held at this venue because the ongoing dispute between
two camps of processors precluded having the meeting in the boardroom at Grand Hale Marine
Products which was the more normal host. The established companies are concerned that the
new entrants are continuing to hit the same buyers with lower prices to buy market share at
whatever cost. Mike Featherstone got assurances from all the processors that they would attend
and this was decided on as the best option to minimize frictions at the meeting. Attendance,
however, turned out to be a little but disappointing as only Sung Fish sent along ajunior
representative while none of the principals from Harbour Marine, Seagate or Sung attended.

Attendees:

Dave Kensall, Darin Macy, Mike Featherstone, Tony Hieda, Tim Joys, Ross Morris, Geoff
Krause, Jeff Kannada, Paddy Wong, Dave Lansdowne, Mike Crawford, Dave McRae, Spencer
Cheung, Francis Cheung, Shogo (from Sung)

Summary

Darin started off with a quick review of where we are in relation to other years at thistime. In
short- things are looking pretty dismal in comparison to last year which was, as everybody
remembers, pretty grim aswell. In comparison to more normal years, the harvest is about 2
million pounds behind where it was in the 2002/03 and the 2003/04 seasons at the same time of
year. There is not too much difference volume wise on the South Coast so the mgjority of the
production lost is on the North Coast. Thisfall-off is due in some large measure to the poor
market conditions, engendered asit is by the Russian IUU fishery, but the continuing discord
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between the Canadian processors and the disruptions in packing, unloading and trucking are
increasing unit costs and therefore not having a good effect on anybody’ s finances. In a good
market- there would not be a problem.

From D& D’ s perspective, the split between the processorsisincreasing their costs dramatically
because the packers are not being unloaded at the same locations, even though they are
sometimes being unloaded at the same times. This means they have to either pay or otherwise
have two validators on duty or have one zipping between the unloading stations. In the North
(Prince Rupert) this should not be too much of an issue because the two unloading stations are
quite close together but in the South the stations are often widely separated and the additional
costs are considerable. Even in the North, the validator has a set up routine they must do before
the boat actually starts unloading as well as a bit of a conference session with the unloading
crew at the end of unload, so they are putting in an extra hour or two per day because these job
requirements are basically doubled up.

D& D needs some help on getting things a bit better coordinated so some of the costs can be
rationalized. Last year there were, at times, 5 different ports open for unloading and validation.
Thisisvery difficult for them to service, particularly with the boats insisting on working even
more independently so they require validation for each individual boat at a separate port without
regard to the cost or difficulties involved. Some of the ports have extremely inefficient
unloading operations, sometimes using a one or two man crew, including the hyab operator.

Everybody realizes that each areain the South Coast has a small quotaand that it is
consequently difficult to get higher numbers of boats working in the same area. Having just one
area open at atime might be an option- but the fleet will not like this because of the extra travel
involved as each areais finished off more quickly. There will be a number of fishermen wanting
to move to the South Island while another bunch will want to stay on the North Island so another
workable option might to segregate the South Coast fleet into boats that want to work North and
South after they have all worked together to finish off Campbell River and then coordinate the
North and South Island openings.

There was agreement that this ought to be the preferred route. D& D will catalogue the
recommendation and PUHA will convene a South Coast meeting to present the recommendation
as acommon united front because there is likely going to be alot of flak flying over this.

Thereisalso arising call to open up some of the reserve prior to the scheduled opening times
because of quality shortfallsin many areas of the coast. The quality problems are thought to be
possibly due to warmer than normal Sea Surface Temperatures along the West Coast over the
past couple of years. It should be noted that when this has been alowed in previous years the
industry has always paid a pretty steep price when they have not been able to fully satisfy the
Japanese market over the December - January peak.

D& D have projected their cash burn rate and have basically concluded that there is no way they

will make it through the year on their current budget and have projected a program collapse, that
isthe entire program mandated by DFO as a condition of the fishing permits, by about February.

So yes- things are getting serious. They continue to hope that they will be able to muddle
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through but there is an absolute need to get some sort of resolution to this civil war. On the
fishing grounds all of the processor problems are causing alot of dissension. Morale isway
down, there are more problems with all of the boats, rumours are running rampant, nobody is
sure of what packer they are supposed to be using. The trust between the fishermen, packers and
processors is being tested like never before and no one feels comfortable with the way things are

going.

It seems that the very survival of the industry is at stake here with everybody turning on
everybody else. The ultimate effect of thisisworst on the fishermen because they are the ones
putting up with the hardships way out in the middle of nowhere and not getting any appreciation
for their sacrifice(s)- if it keeps up diverswill head for home in higher numbers after the holiday
rush and not come back. Maintaining morale is especially critical when working in remote areas
and/or under ‘basic’ conditions and it isignored at peril of maintaining some semblance of
productivity with good product quality, equipment condition and low injury rates.

On the bright side (maybe), DFO is not up to speed on what is going on as Juanitais too busy
with a bunch of other stuff. This may not change much thisyear asthere are currently only three
people in the Prince Rupert office and one of them is going on maternity leave just after New
Year's, oneis thinking about taking extended leave and Juanitais hoping to take over the
geoduck management position in Nanaimo.

This could be amake or break year for the program, even assuming all the licences get activated
this year, athough PUHA itself will be on the hook for any that are not activated as per the
agreement. D& D provides the validation services etc for the fishery on a contract basis, at a
price negotiated on the basis of the average costs recorded over the past ten years, but whereas
last year things were looking pretty much FUBAR' d, this year islooking even worse.

Geoff gave a quick summary of the most recent trip to Japan including a overview of the
observations from the Hanosaki Port where the Russian urchins are unloaded- these of course
being the source of much of the market angst. There was some discussion regarding the positive,
and perhaps enthusiastic, response from Japanese buyers to our proposal (s) to get a better handle
on handling conditions and the testing of refrigeration on the packers, but the processing rep’s
did not seem to really take up the issue, probably because they are pre-occupied with the on-
going battle.

The position of the processors on the more intensively monitoring and control of the product
onceit ison the packersis not known and must still be determined. There still seemsto be some
confusion even on what the new traceability laws in Japan and the US and EU mean- does it
refer to only the plant onwards or from the harvest grounds onwards. The same sort of confusion
still applieswhen, for example, product is harvested in the US and processed in Canada- some
would till claim it is a Canadian product while others would (in my view correctly) claimit asa
US product processed in Canada. To suggest it can be traced back to the harvest through the lot
number by the processor is disingenuous- the information and assurances are there for the
consumer and must be fully apparent to them to fulfill the spirit of the gesture as a marketing
tool. To do otherwise, while it may technically comply with the letter of the law, it may be
perceived by the consumer as deceptive. Thisis especially important for Canadian product as we
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are trying to establish atrusted Brand identity with the Japanese consumer. Thiswill shift the
competitive criterion away from a single focus on price and allow the introduction of additional
Prestige components provided through the other services included as part of the Brand Promise
(eg. customer initiated web search providing full disclosure and documentation on traceability,
product temperature profiles, product quality profiles, sustainability, etc).

4.3.5 M arch 20, 2006

In attendance: Mike Featherstone, Paddy Wong, Mike Crawford, Francis Cheung, Spencer
Cheung, Peter Choi, Sasha Pavlovic, Geoff Krause.

The North Coast take thus far has come up to about 60% of the available quota, meaning thereis
still about 4 million lbseft in the water. Paladin has two licences which are not designated as
yet while Grand Hale has one. Spencer mentioned that the divisions between the playersin the
BC industry have opened vulnerabilities that can be exploited by Japanese companies which
have all switched over to afull focus on seeking lower prices.

There was some talk right off the top that opening the Charlottes so early this year turned out to
be a mistake, but we moved along off of this quite quickly. Another factor affecting operations
this year isthat recoveries have been generally lower than in previous years and that the
fishermen have to wear at least part of the blame for this. It used to be that fishermen were paid
on the basis of quality but with the really hot market in the mid-1990's everybody just moved
onto aflat rate kind of scheme and there is where things have sat since. It used to be that the
prices were up to $1.00 per pound and nobody was worried about it because everybody was able
to make a buck. Prices are not al that different from last year so the fishermen should be making
abit more simply because the lease prices were lower thisyear. Even at that - this year some
processors sometimes paid as low as $0.40 per Ib (and still lost money). This can't help but sting
the fishermen abit- it is always hard to accept a dramatic downgrade - so it isn’t hard to imagine
how this might sort of shift the mindset of the fishermen around a bit so they do not put the same
level of effort into picking only high quality and go more for an acceptable average instead.

Recoveries are Key. Product from the San Juan Idlands was picked up for about $1.00/Ib at one
point this season and the processor made money because the recoveries were good. On other
occasions, it lost money when it paid $0.40/Ib for North Coast product because dark roe colour
trandated to poor recoveries, reinforcing the point that a main contributor to the poor financial
performance isarising proportion of dark, unmarketable roe in the urchins. There were a couple
references to thiscoming in at between 35- 40% of the total.

The processors can lose 10's of thousands of dollars during a single day when recoveries are too
low and the fishermen have to realize that this directly impacts the prices they can pay. On those
days when the colour iswrong or the uni istoo skinny or spawny etc, they just have to accept
that harvesting to fill up with what they can costs the processor way more than if they don’t
harvest their order. Once the product comes in, the processors have to pay the landing, trucking
and processing costs no matter what else happens. It is only after this that they find out how
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much they net for the day. With certifiably poor product, the only sensible option isto avoid all
extra costs to the point where it makes more sense to simply dump the load in Prince Rupert.

Despite the need to get better quality into the plants, there is still alot of resistance to paying on
quality. It seemsthat part of their reluctance to move this way comes from resistance, or maybe
itsjust flak, they get from fishermen who are not satisfied with the quality breakout they get and
figure they are smply getting run around. The program in the 1990's used independent audits to
keep everybody honest but the extra costs for this are now areal barrier. The use of a bonus
system though allows the processors to reward high quality pickers and provides an incentive to
the diversto focus on quality. It would be nice to find a workable compromise here asit would
benefit the whole industry. Building solidarity amongst the playersin Canada might also reduce
constant push from Japan for lower prices because it would seem to counter one of the
afflictions affecting the industry related to that old adage- divide and conquer (There were a
number of comments from the processors that undercutting is still continuing).

Most companies are not doing their homework with regard to tracking the Japanese market and
adjusting their prices accordingly. Domestic salesin Canada total up to about afew 10's of cases
per week. Thisisfairly insignificant given that daily production is generally on the order of
several hundreds of cases per day at each plant. Grand Hale does not sell locally, leaving the
only Sung Fish and Kiku serving that market.

Grand Hale is the only company that produces only trays, all of the other companies focus as
much or more on the bulk market. GHMP established its position in the tray market about 10
years ago and feels that it would be virtually impossible to get started now ssmply because of the
changes that have transpired in the Japanese market and supply (re-packing) industry. The re-
packers now dominate much of the supply industry in Japan and make it very difficult for new
companies to break in. Number of the re-packers, including Maruki, have been moving more
product through Tsukiji after they have done their bit on it. Sushi packs comprising a variety of
seafoods and vegetables are big money-makers for the re-packers in Japan although tours of the
7-11's etc to check out the bento packs did not see alot of uni in the packs, reportedly because of
the really quick spoilage.

The battles between established and new processors stopped shortly after Christmas. Trucking
and unloading are still a problem on the south coast. Dan Carter was charging upwards of $0. 27
- 0.28 per |b. Will Strong provided an alternative service but his charges were based on aflat fee
of $3 K for a5 ton. Thistoo worked to about $0.26 - 27 /1b., or sometimes even higher when
lower volumes were moving. Thiswas apparently the case on too many occasions - which brings
up the point that the basis for charge must be on a per pound basis as opposed to a flat fee.
Getting some extraload consolidation out of Hardy and Campbell River would help but there are
also anumber of smaller landing sites where the guys unload their own boats and there might
only be a couple of totes where thiswon’t help too much unless a depot drop with some kind of
quick turn to consolidate and ship to Vancouver can be arranged. The round trip cost fora5tis
about $400 so it is sometimes a bit of a cut off asto whether it is more cost effective to go with
the Carter or Strong options or with the sending over a company truck.
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There seemed to be agreement that the supply interruptions this year were again pretty
damaging. Theinitial start on the Queen Charlottes this past season did not work out as well as
hoped, despite the agreement of most at the quota planning session last year. Previous years have
seen the initial start on Banks Island and there was considerabl e resistance from fishermen to
changing something they maintained was not broke. A bit of adelay on fishing Kyuquot,
proposed and agreed to by the processors prior to the season last year, to allow the product extra
time to grow also went up in smoke.

Using the protected areas on the South Coast as a buffer to access product when the North Coast,
Central Coast or WCVI were weathered out was not applied this year. Thistoo contributed to
interruptions in product flow because there were no protected sources available when the
weather moved in. The weather caused quite afew interruptions, mainly in January and
February. These shortages cascade thought he supply chain so customers in Japan shopping for
Canadian product can't find it and are forced to substitute other sources. When this happens
often enough, they go shopping for the substitute and not for Canadian product.

The guota planning sessions are an important part of building a consensus on how the season
should unfold each year. The system is pretty good but thereis still alot of rigidity built into the
system that limits the flexibility of the fleet to respond to unique circumstances in either the
weather or product quality. The problem of course isin the timing- the general knowledge for
each areais pretty far reaching but the details on product maturity (recovery and texture) and
quality (colour and taste) and optimal fishing patterns change every year. There does not seem to
be any systematic catal oguing of how these show up each year so there can be no analysis of
how they might be interacting with changing oceanographic and/or weather patterns. Thisis
further complicated by the requirements that the fleet work closely in only alimited number of
areas at any one time instead of dispersing more widely. The acceptance of Electronic Vessel
Monitoring by DFO might provide an opportunity to break away from thisin the next few years
so the time for industry to consider what sorts of changes they would like to see isfast
approaching. For example, it may make sense to send out a couple of fast, or perhaps suitably
located, boats at the beginning of each season to do a quick recon on some index spotsto see
where things (maturity, recovery, colour) stand. (There are a number of stock surveys conducted
each year already but | am not sure about when, how many or what data they may be limiting
themselves to- these need not be solely dedicated to DFO objectivesif industry can develop
additional data collection requests). It should also be possible to combine these results with
ocean temperature records etc from weather buoys and devel op some patterns that eventually
could be used for predictions on what sort of season is shaping up which could in turn be used as
amarketing tool.

Y oshino-san suggested that it might be possible to separate consumer product from sushi
(restaurant) destined product. The Russian product landed in Hokkaido is often |abelled as
Japanese and most of it isdirected to the sushi restaurant trade. He also mentioned that Canadian
uni hasa‘thick’ taste, possibly reflective of ahigh fat content. French and Italian restaurantsin
Japan like and use quite a bit of the Canadian product. The product is cooked, which of course
changesits taste somewhat, whereas when it is used in sushi the alum taste comes across quite
strongly. The average maximum retail price for Canadian uni is about ¥ 3,000 per 300 g. tray.
This trandates to about ¥ 10,000 per kg or $C 45.00 per pound.

Explorations UnLtd. Inc. March 2006



CAFI 2005/06: Sea Urchins From Canada Project Annual Report Page 38

Mike Crawford mentioned that the roe off the South coast seems to have gotten softer and harder
to process over the past couple of years. There are no explanations as to why on this at this point
but there was some agreement on it from Grand hale and perhaps from Paladin.

The brown Russian product tastes sweet and even looks good when it is presented as sushi as
opposed to on atray. Dark Canadian roe also tastes as good as the brighter yellow material so
the presentation remains key. Processors are exploring other markets, with a particular focus on
China, where the brightness and purity of colour isnot so important, but thisis not likely to bear
fruit for a couple of years. Chinais growing quickly as a seafood destination and uni
consumption is growing quite quickly. This might be especially good news for off-colour
production because they really do not seem to focus as much on the colour as the Japanese and
the same sort of transition to China could happen with uni as happened with geoduck. Evenin
Vancouver sushi restaurants, the use of uni is higher in areas with more Chinese folks. Chinese
are almost as likely as Japanese to take up atrendy buy.

Paddy also mentioned that it may be possible to get the PUHA video on tour busesto fill in abit
when the guides are tired of talking. there might also be opportunities on the ferries and perhaps
the Vancouver 1dand buses servicing that route. Because the PUHA is not acommercial
enterprise per se they may be willing to consider introducing it on atrial basis asameansto
generate some advertising interest from companies. Getting the video on the buses might
increase the profile of the Canadian uni locally and perhaps even internationally if these folks
take the message back home with them. This could be an important part of building a market in
Chinaif it gets onto tour buses filled with Chinese tourists, although the video would have to be
trandated into Chinese. This assumes that Canada obtains the favoured destination status for
Chinese tourists from the Chinese government as has been mentioned a coupl e of times since
last year. The same sort of introduction and presentation of the DVD might be possiblein
Japanese and/or other Asian stores in Canada (such as TNT).

On the promotionsideas- PUHA will consider providing product to the processors who will then
processit at no charge so the only expense is shipping it to the show (Tokyo Seafood Show)
and/or to Japan for proposed late August store promotions. There was some mention of another
show in Osaka just prior to the season opening (late August?). Paddy mentioned that Maruki’s
upcoming promotion of Canadian uni during the Tokyo Seafood show has led them to increase
their order by about 10% over last year. In 2004 Maruki went through 60 cases of bulk in one
day. Grand hale and Territory don’t have any problem with placing little PUHA stickies with
website directions etc on the packs they send over to japan but they also mentioned that
companies like Maruki should also be approached to bring them on board as well- this might
work well with the Tokyo show and subsequent promotions.

Thisisjust the sort of proposal that we should work out with Japanese buyers as part of the Joint
Marketing Initiative. The idea would be to have a sushi dispense free product in the store(s) just
before the commencement of the season. This can be expected to really grab people’s attention
because uni is so highly valued over there. Cooking shows are also quite popular in Japan and it
may be possible to develop an opportunity to involve one of their chefs as part of an on-site
show with our contribution being again - the free uni. We should get the discussion going with
the folks from Japan quite soon now so everything can be in place for the summer.
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So that brings up the issue(s) of fishing in August. Bonilla (Point or Iand?) is generally a good
producer in the late summer, as might be expected as the period since the spring spawn ought to
be long enough to allow substantial recovery by August, but the temperatures and time spent on
the packer might present a bit of a problem. This could provide a good project for Provincial
funding- particularly if we can successfully make the argument that a transition to some summer
fishing might be required to use up the full TAC.

On asimilar vein, this should provide an opportunity to shift the annual Embassy meeting
towards a more active joint planning session. Francis and Spencer feel we should re-profile the
meeting at the Canadian Embassy each year so we move away from simply reporting on the past
year’ sresults and put more emphasis on putting forward joint proposals for promotional
activities etc. This should give it amore positive light and hopefully engender more cooperative
action that will see thingsimprove.

Right now there are about 12 boats working in Cumshewa Inlet. This should provide about
30,000 Ibs of product per day, allowing the packersto run with fresh product every day the lads
fish. There were a couple of comments that the packers are still sometimes messing around a bit
and holding off running until they have more product on board. We phoned up Archie to see how
things were going. He reported that 4 boats had unloaded about 9,000 Ibs by 1530 hours but we
lost the connection before he could let us know if he would indeed run with 30,000 |bs. The
trucks can only take about 40,000 so showing up with an odd multiple of this, while perhaps
good for the packer, sort of complicates the trucking, sometimes incurring extra costs.

There was good cooperation and everyone seemed pretty keen on the grounds so it seemsthat a
lot of the complaining and morale problems we heard about through the winter were just the odd
squeaky wheel. There seemed to be better control over the harvest thisyear in comparison to
past years, again except maybe for those hungry times when guys were weathered out and not
ableto fish.

There were also a number of comments on how well the unloading in Prince Rupert was going
this year. Lorne ended handling most of the logistics planning and co-ordination for the trucks
again, but even there things went better this year than last and there were fewer complaints from
that end aswell.

One thing that came up on the processing side isthe increasing difficulty in finding workers. in
Japan they are using lots of migrant workers from China. The same sort of solution could work
in Canada but the government policies are focussed more on getting more professionalsin and
make it more difficult to get temporary workers. The current crop of workers are getting older
and some relief isrequired.

4.4 \W ebsite

The website is still under development but now has the architecture to accommodate
information, stories, photo essays and video footage documenting the capture, processing,
storage and transportation processes and will include particul ars regarding contacts, individual
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shipments, links, ordering options’ mechanisms, comment area(s), on-going customer
satisfaction feedback and testimonial database(s) (forums). The ultimate aim isto facilitate
‘personalization’ of consumer’ s relationship(s) with the Canadian harvesters, handlers and
processors, and visa versa, so the human side of the story is available to both sides. The website
will, as such, comprise amajor tool for providing information to the market on the Canadian
product(s) as well getting feedback on the market’ s response to our production and marketing
efforts back to fishermen and processors. Thiswill allow the industry to become more
responsive to the demands of various markets.

4.4.1 Quick Tour of Website

PUHA Caornrnunity
Horne

Contact Us
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Privacy Policy
Media

Recipe

Talk with th PLHA
Cormmunity mem bers

Red Sea Urchin
strongplocentratus franciscanus

Take the PUHA poll
and enter for a
chance to win a
prize!

Are you aware that
high quality Sea
Urchin products
come from the
pristine waters of
Western Canada?

Click to vote!

*hewest Classified Ad - Click for
Mo

y
nter\ance company.

Please contact Sooft Kroon, Below &
Beyond Dwmg Services Inc, 14122 -

664 Ave. Surrey, BC, VIWING

password
forget your password?

PuHAorg mRFEOEEE | @
PFUHA.0rg in Japaness

See our fabulous
Sea Urchin
recipes

Submit a recipe and win a prize!

Jain the PUHA Camrmuni
membershln list. Click here to join

. Member’s can print coupons far
Urchin discounts at their local

Figure 5. Consumer entry page

PACIFIC URCHIN HARVESTERS ASSOCIATION
nks

PUH# - Urchin Fishery - Classifieds

Your Ad Here!
Inquire.
Your Ad Here!
Inquire.
Your Ad Here!

Inquire.

0
priofifycopsulfing.ca

4.4.1.1 Homepage (Wwww.PUHA .org)

The primary home page provides two
routes of entry in to the website, one for
consumers and the other for commercial
members. The member ID’s and
passwords are assigned by Ross Morris at

| the PUHA office. All pages are also

presented in Japanese using the Google
machine trand ation service.

4.4.1.2 Consumer entry page

This page provides entry to consumers
and is designed to showcase the quality of
SUFC. A few things are available without
joining but going further for the most part
requires an on-line application to join the
PUHA community. Further inisauser
friendly area where consumers can find
recipes and places where products are
available. Additional information will be
posted as programs develop
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*Meeting Motice - Click for more..,
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Benefits of PUHA Commercial |
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Figure 7: Main PUHA commercia members entry page.

4.4.1.4 Commer

cial PUHA Member s Section(s)

PUHA members have access to a wide range of material through the site including all reports
prepared for the CAFI program, all marketing updates, pictures, newdetters, etc. Members are
invited to submit pictures, materias, ideas etc. to the website.
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4.4.2 On-going Site Development

The focus at this point remains on building awareness, not just for “Uni from Canada” but also
for the web site with fishermen, licence holders, processors, buyers and consumers. The
effectiveness of the web site depends on what is actually presented on it and more contributions
from fishermen and licence holders as well as from consumers are needed. There has been some
discussion regarding setting up a members-only section where landings and the prices are listed
so everybody can see what is happening. These would not identify boats, processors or
fishermen but would look at building a weekly range & distribution. Even with these conditions,
permission and buy-in from licence holders will be required.

If information on the actual quality, comprising real data on recoveries, colour, texture and
perhaps taste, and handling variables (such as transit times, temperature accumulation (degree C
-hours) could be collected and accumulated in arelational data base where it can also be cross-
referenced by subarea and date, the benefits to industry could likely be very substantial. There
are still many mysteries at play between the market (demand), product quality, production
volumes and urchin prices at different times of the year and under different handling scenarios
that deserve attention.

One of the next things needed is a means to inform consumers of how to access the website. One
option might be to apply a‘ sticker’ with the address for the website. It will need to bein
Japanese and agreement will be required from the processors- including re-packers like Maruki,
so they will actually appear on the retail packagesin the store.

Tracking consumer responses to the website in Japan will be difficult because of the language
and distance barriers and there have been suggestions that it may make alot of senseto pilot the
strategy domestically so we can get a sense of what does and does not work before actually
making the much larger commitment required to roll it out in Japan. This piloting will involve
identifying ‘ partners’ in the effort, including perhaps other (fisheries) organizations looking at
the same kind of initiatives (Underwater Harvesters Ass' n, BC Seafood Alliance, etc), outlets
selling Canadian uni, including wholesalers, sushi restaurants and Japanese food stores, and
working with them to get some notification and directions to the website(s) to their customers.
Their participation will also likely be key to successfully designing, and examining methods to
get feedback from consumers on, the product(s) and the website itself. In the latter case feedback
will be important on the structure, ease of use, content, promotional campaign options and
offerings and any survey questions we may pose.

Additional tests are also required to ID the best automatic site interpretation service. English to
Japanese or Chinese trandations are amongst the most difficult and are frequently garbled. The
“Google’ tranglation service uses a new agorithm that is winning competitions on machine
translation accuracy etc but our results to date indicate that additional careisrequired in writing
the content. The trandations thus far have come across as “too hard and uncompromising”, very
likely turning off typical Japanese.
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4.3 2005 Mission to Japan

As part of the 2005-06 Sea Urchins from Canada Marketing Initiative, a delegation including
harvesters, processors and the project consultant travelled to Japan. Mike Featherstone, Dave
McRae, Ken Ridgeway and Francis Cheung departed V ancouver on November 13", 2005,
arriving on the 14", and were met by Paddy Wong, Kryzstof Machaj and Geoff Krause in Japan
on the 15™. Activities over the next while in Tokyo included visits to Tsukiji market, ajoint
meeting at the Canadian embassy with Japanese handlers of Canadian sea urchin productsand a
number of other business meetings with our Japanese partners at various venuesin the city.
These activities are reported in more detail in Appendices A& B. Members of the delegation
also made atrip to Nemuro and Hanosaki Port to observe landings from the Illegal, Unregulated
and Unreported urchin fishing conducted by Russian interestsin the Kurile Islands along the NE
coast of Hokkaido which is reported in Appendix C.

4.4 Sea Urchin Culture Prospectsin China

We met with Dr. John Liuph, the Vice Director and Senior Biologist at the Guangdong Dayawan
Fishery Development Centre in Guangdong Province, China and got a summary of the Centre's
research activities and facilities. The Centre was established in 1987 about 200 km from
Gaunzhou on the shores of the South China Sea in Huizhou City to pursue enhancement of the
marine resources and environment in Guandong Province. The Chinese government is serious
about pursuing any and all ventures which can contribute to increasing the productive capacity
of the China and agquaculture retains considerable potential. Wild stocksin China are
increasingly depleted and as fishing licences have been retiring over the past number of years,
fishermen are moving to aguaculture (AqC) as alivelihood. China has a very significant
tradition in aguaculture and even now represents about 80% of the worlds AqC capacity.

The Centre has been formally collaborating with the Japan Overseas Fishery Cooperative
Foundation in pursuit of these goals since about 1998.The facility is comparable to the Pacific
Biological Station in Nanaimo, comprising about 35,000 m? including the main offices building,
awater filtration plant, outdoor raceways and large ponds as well as about 5-6 building
containing variously sized concrete tanks and another containing microalgae and rotifer growth
labs. The Centre is researching culture technologies and methods for abal one, sea bream, various
species of grouper and other fish.

They were actively looking at sea urchins but because of the remaining abundance of wild
urchins and a subsequent lack of interest on the part of industry to further develop echino-culture
at thistime, work on urchin culture has been disbanded. There was some thought to using their
hatchery production for stock enhancement but worries about the development of barrensin the
enhanced areas also weighed in against this use. (Dr. Liuph mentioned that urchins are
distributed only around a certain part of China's coast but | missed which part although | expect
Paddy likely can fill mein.)
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4.4.1 Additional notes on Seafood Distribution in China

The Guanzhou seafood market is the largest live seafood market in the world. A good portion of
the seafood sold in Chinais sold live, in part because the penetration of refrigeration in the
country is still limited and the quality of the product will not generally decline significantly
while the product is still alive. Parts of the Chinese seafood industry are very sophisticated but
for the most part the industry is pretty low-tech, particularly on the production side. This may
well limit their impact on the high end urchin market for some time because the product is not
cooled or transported efficiently by the small-scale producers at this point, although this could
change quite rapidly if some of the bigger aquaculture players decide it is time to move on
urchins.
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