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Ar. President:

The Committee on RESOURCES has had SB 388

Alaska Coiraaercial Fishing and Agriculture Bank

under consideration and (a majority of the committee) (the committee)
reports it back with the following recommendations:

[ 1 do pass [ ] do not pass
[ tf] do pass with attached amendments (s) ub XH. UcCi

[ 1 same title
[ 1 replace with CS for [ 1 new title

and recommends

[ 1 AND attaches a "Letter of Intent™ [ 1 New Fiscal Note
[ 1 reports it back without recommendation

[ 1 referred to the Commi ttee
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MEMBERS PRESENT

Senator Fahrenkamp
senator cischer
Senator Brad ley
senator Milcahy
Senator G Iman

Hearing

SB 388  An Act relatin
Agrfbulture Bé%k

Shi Relating . to the ?athering and evaluation of comprehensive .
information about salmon™ stocks in the Artic- Yukon- Kuskokwit
mamagement area.

SB 279 An Act relating to fisheries information planning and
evaluation.

SJR 43 Requesting the United States Senate to support continuation
of ‘the present fur seal harvest quota.

to the Alaska Commercial Fishing and

ROfMeen Moore, Chajrman of the Alaska Commercial Fishing and AgrL
culture %fnkh stated that she supported the amendmcrts to SB 388 by
the United Fishermen of Alaska

Pete Argctsinger, General Counse] for CFAB, discussed the issue of
auditing CFAB.” He stated that the IeP|s|af|ve auditors are not bound
to keep~ information confidential, whife the banking auditors are ,
covered by very strict federal and state requirements of confidenta Lity.

Larry Butterfield, Vice President, Spokane Bank of Cooperatives, .
stat d that SB 388 clarifies CFAB's status as a private cooperative,
and also, the confidentallty of CFAB's records. He stated that
goyernment oversight Is nepessar¥ to make sure the intent of the

riginal law Is being carried out and that the state's investment is
protected.



Senate Res%urces Committee

May 6, 198
Page: 2

In res onse to the uestlon if SR 388 did pot pass would you keep
loanin mone%q tt rf?el , stated hgt they wouY keep
loaning mone t%e FAB eH(f an ica ed that if CFAB was chaIenged

court it m|g¥tt declar state agency.

Senator ulcah forth the motion to move the amendments to SB 388
Unlted\/lﬁsh en o AIasE

?enator Mulcahy g forth the following . amendmepts to SB 388 page A
ine Kdelete and ‘insert "shall" ts place, gg lin
between the words ‘or a' insert "may grow e to' a ling 8
starting with the word "However" and delete the sentence 'to line 11

Senator Mulcahy put forth the motion to move SB 388 as amended with
Individual recommendations.

Senator Mulcahy stated that SCR If is the result of finding out that
ant of |nformat|0n B avallable in the Degartments but there IS a

need for the gatherin evaluation of comprehensive information

about the salmon stoc s n the Artic-Yukon-Kuskokw im area.

senator Mulcahy put forth the motion to move Committee Substitute for
SCR 15 with individual recommendations.

Senator Mulcahy stated that SB 29 s the result of finding out that
It 1S not eaﬁy to. gather_fisheries |nf?rmat|on bfause It “is located
In numerous locations. The Division of Commercia F|sh spends _most of
Its time on mapa ement f the f|s eries and pre'ﬁarm or the Board of
|sﬂer|es meetings hey do n? ave enoagj or” emp| Q}{ees to
gather and put t gether the information addressed in the b1

Senator Mulcahy put forth the motion to move CSSB 279 with individual
recomincndations.

Senator Mulcahy stated that Jhe fur seals in_ the Pr|t)||of Islands
contribute to the economy and provide a subsistence food base. The
United States Senate IS proposmg to cut the annual harvest down to

fur seal, SJR 3 is directed to the U.S. Senate to encourage them
to continue the present fur seal harvest quota.

Senator Fischer put forth the followmg amendment on ﬁa e 1 between
lines 10 and Il ‘insert " WHEREAS a red uct|on of an take of
adult male seals would endanger te rPu ation sta [ty of the
Pribilof fur seal herd; The manedment was accepted.

Senator Mulcahy put forth the motion to move SJR 3 as amended with
Individual recommendations.

The Committee adjourned at 2:35 p.m.
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MEMBERS PRESENT

senator Fahrenkamp
senator Mulcahy
senator Gilman
senator Sturgulewski
senator Elioson
Senator Fischer

HEARING:

SB 218 An Act relating to the use of waste heat produced
by certain pipeline facilities.

SB 388 An Act relating to the Commercial Fishing and
Agriculture Bank.

Sepator Mulcah forth the motion to bring CSSB 218
before the 8 n¥m ttee, J

Se aIOJ t\{lu cah orth the motion to move CSSB 218 with
In IVI ua rec en ations.

Rosa(lee Moore Chairman, Commercial Fishing ﬁnd Agriculture
Bank, staled that SB 388 contains Ianguage which c¢larifies
CFABs status as a rivate cooperativ f CFAB |s not
considered a privat cooperau e It can not leverage money
wth the bp .ane Bank of Cooperatives.

I

response to several questions, Ms. Moore stated that the
Iowmlg9 |n|ormat|on W] %% provided for the Committee's
, 1981 ‘caring of SB 3

1. Payback schedule and its relation to members shared
dividends;

2, Sec1t|ons of the bank|n% code that should possibly be
a portion of the law relating 7o B;
Cost .0f converting employees from state benefits to
private benefits program:

f[, A copy of their policy on affirmative action, and:

. Correspondence between CFAB and the Spokane Bank of
Cooperatlves.
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SENATE RESOURCES COMMITTEE
Agul 21, 1981
Page: 2

oger Pa|nter Exccatlve Director, United Fishermen of
ska, este an amendmei t to SB 388 that would allow

R

Al

CFAB to uTe ||m|ted entr Pen its as collateral chr vessel
and gear loans. He stated that iie is supportive of SB 388.

The Committee adjourned at 2:55 p.m.
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VEVCRANDUM
TO: Senator Bettye Fahrenkanip
Chairman, Senate Resources Committee
FROM: Senator Arliss Sturgulewski)
DATE: May 5, 1981

SUBJECT: Senate Bill 388

I have appreciated the time and attention that you have given my concerns
over CFAB % legislation. If it is acceptable to you and the Committee,
T would like to suggest the attached as amendments to SB 388.

IT my concerns for the protection of the Legislature 3 oversight of CFAB
would delay the Committee 3 work on this bill, 1 can raise this issue in
Senate Fina ice.

I have informed your staff that T will not be able to attend the Resou?ces
Committee meeting on May 6, 1981. However, 1 would appreciate your
attention to the attached amendments.

Attachments



UNITED FISHERMEN OF ALASKA
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007 1XUG 2020

Rodcjci Painter
Executive Director

Proposed Amendment to Senate Bill 388 (An Act relating to the Commercial
Fishing and Agriculture Bank; and
providing for an effective date.)

Insert on line 2, page 6:
*Sec. 8. AS 44.81.210 POWERS OF THE HANK. (&)

(22) use Alaska limited entry permits as security for loans
under (!) of this section for the repair, restoration or upgrading of
existing vessels and gear, for the purchase of entry permits and gear,
and for the construction and purchase of vessels. The provisions of
AS 44.81.230-250 apply to Alaska limited entry permits pledged as security
for loans in accordance with this section.

*Sec. 10. This Act takes effect immediately in accordance
with AS 01.10.070 (c).



Section AS 44.81 is amendig by adding a new section to read:

Sec. 44.81.195. CONFIDENTIALITY. (@) Information in the posses—
sion of the bank which concerns the particulars of the business or
affairs of a borrower of the bank or another person is not a matter of
public record and shall be kept confidential by the bank.

(b) An independent outside auditor who conducts an audit of the
bank may not release information made confidential under (a) of this
section to the public.

(©) Information made confidential under (a) of this section which
is obtained by the audit division of the Legislative Budget and Audit
Committee during an audit of the bank may not be released to the
public.

(d) Nothing in (@) - (c¢) of thi"j section prohibits

) the publication of statistics or reports presenting
information in a manner that prevents the identification of particular
individuals; or

(2) the release to law enforcement officials of information
relevant to a criminal 1investigation or prosecution upon issuance of a

subpoena by the superior court.



AMENDMENTS TO SB 388

page 1, line 28 - omit "Employees line 29
page 2, line 1 - omit
page 2, lines 3-8 — omit Sec. 3 (Thi"-material is better left to by-laws)
page 2, line 20- after "system™ insert”so long as the bank performs its
public purpose, follows generally accepted bank accounting
principles, and demonstrates intention to return the state ™
investment."
page 3, line8- after "loan"insert "andinvestment"
page 3, linel2, after "public" add"”, oris directed to provide by the legislature."”
page 3, line 26- delete "Examiners and other authorized representativesof the
line 27- commissioner of commerce and economic development ™ and replace
with: "Independent auditors and auditors of the Division of Legislative Audit*
page 4, line 1- replace "may" with "shall"

page 4, line 4- after "agency," insert "and may supply such information to"

page 4, 1ine20-29 omit
page 5, linel-3 omit

page 5, lines 22-25 onmit

page 4, after line 19 insert:
(7) Notwithstanding the provisions of 1-6 of this section, nothing
precludes the ability of Legislative Audit Division to audit the records
of the bank.

ADD new section, attached
page 6, line 3, delete "44.81.220

ADD AS 44.81.220 is amended to read: Upon the repurchase of all the nonvoting,
preferred shares initially issued by the bank and purchased by agencies of the
state, the provisions of this chapter lapse and the bank may proceed to operate
eutlcly as a private cooperative corporation under the terms of its bylaws and
subject to the provisions of AS 10.15.010 (.050) - 10.15.600.



Spokane Bank for Cooperatives

Farm Credit Banks Building

We * 705 First Avenue

P. 0. Box TAF-C2

Spokane, Washington 99220
Te'ephone: (509) 456-7340

May 1, 1981

Mr. Frank Homan

Alaska Commercial Fishing and
Agriculture Bank

326 Fourth Street

Room 1104

Juneau, Alaska 99801

Dear Mr. Homan:

In response to your request, we asked our attorney to draft an opinion regarding
the eligibility of the Alaska Commercial Fishing and Agriculture Bank (CFAB)

to borrow from the Spokane Bank for Cooperatives '£ CFAB becomes an agency of
the State of Alaska. A copy of his opinion is attached.

The Bank®"s attorney 1is charged with the responsibility for determining the
eligibility of all cooperatives that apply for loans from the Bank. It is
his opinion that CF*B would not be eligible to borrow from the Bank if CFAB
becomes an agency cc the State of Alaska.

An agricultural (or aquatic) cooperative is a business organization owned and
controlled by member producers, which operates for the mutual benefit of its
members or stockholders, as producers or patrons, on a cost basis after allowing
for the expenses of operation and maintenance and any other authorized deductions
for expansion and necessary reserves (see attached definition from Legal Phases
of Farmer Cooper"tives). The critical phrase in this definition is that a
cooperative 1is o\ Ad and controlled by its member producers. If CFAB becomes

a State Agency, i will not be owned and controlled by its members, and there—
fore will not be eligible to borrow from the Spokane Bank for Cooperatives.

If you have any questions regarding this issue, we would be pleased to respond
to them.

Sincerely,

vice President

Enclosures



BOS AB .

TO:

FROM:

SUBJECT:

SPOKANE BANK FOR COOPERATIVES
MEMORANDUM

DATE: 4/30/81

M-3125
Larry K. Butterfield, Vice President

Harve H. Phipps, Jr., General CounsJ"p *""""

Eligibility of CFAB for Borrowing from Spokane Bank for
Cooperatives if CFAB Becomes an Agency of the State of
Alaska

The lending powers of Banks for Cooperatives are provided by
Federal statute, (12 U.S.C. &2128 (1971)). Only eligible
cooperatives can borrow from the Banks. Eligibility 1is de—
fined by 12 U.S.C. &2129 (1971). Copies of both statutes
are attached for your reference.

CFAB"s present status is that of a state instrumentality
authorized by Alaska statutes, (Alaska Stat. &8848.81.010 -
.350), providing for 1its incorporation under the provisions
of Alaska Stat. 5%810.15.340 - .355.

Based on CFAB"s Articles of Incoporation and Bylaws and on
its method of operation, | have determined it eligible to

borrow from the Bank. A copy of my opinion is attached for
reference.

CFAB"s status would be substantially altered if it became an
agency of the State of Alaska, or if an agency were formed to
provide the same lending program in which CFAB 1is engaged.

CFAB, as an agency or any other State agency, would be a depart—
ment or an administrative unit of the State of Alaska. Controls
and regulations under which such an entity would operate would

be part of the legislative authority under which the agency

was established. The agency would be governed by the State of
Alaska"father than by its membership of farmers and fishermen.

The agency would be the same as other agencies established by
the State of Alaska to provide lending services for various
classes of its citizens. The agency®"s services would fall

into similar categories of Federal agencies, such as FHA, FmHA,
REA, or SBA.



Larry K. Butterfield
M-3125

Page 2

April 30, 1981

An agency of government is a creature of the legislature. It

is subject to the legislature®s control, funding, and termina—
tion. It is not a cooperative. As a State agency, CFAB would
cease to be a cooperative. CFAB would therefore not be eligible
to borrow from the Banks for Cooperatives.

Based on the Bank®s limited lending authority, CFAB, as a State
agency or another State agency which provided the same lending
services, would not be eligible to borrow from the Spokane Bank
for Cooperatives.

HHP

Attachments



12 §212G BANKS AND BANKING Ch. 23

met. voting stock mry also be retired at fair book value not exceed-
ing par. on call or on such revolving basis as the board may deter-
mine with approval of the Farm Credit Administration with due re-

gard for its total capital needs: Provided, however, That all equities
In the district banks issued or allocated with respect to 1971 and
prior years shall be retired on a revolving basis according to the
ear of issue with the oldest outstandin% equities beinﬂ first retired.
quities issued for subsequent years shall not be called or retired
until equities described in the preceding sentence of this proviso
have been retired.

?un.L. 92-181, Title I11, § 35 Dec. 10 1971, & Stat. 601

Historical Note

lt<laln<lvn  Military,  For legislative 101 U.S.Coilb Conil. anil Adm.NrwB. p.
history anil purpose of Pul>.L. 02-181, s« 2001

8 2127. Guaranty fund subscriptions in lieu of stock

If any cooperative association is not authorized under the laws of
the State in which it is organized to take and hold stock in a bank
for cooperatives, the bank shall, in lieu of any requirement for stock
purchase, require ne association to pny into or have on deposit in a
guaranty fund, .ethe bank may retain out of the amount of the loan
and credit to the guaranty fund account of the borrower, a sum
equal to the amount of stock which the association would otherwise
be required to own. Each reference to stock of the banks for coop-
eratives in this chapter shall include such guaranty fund equiva-
lents. The holder of the guaranty fund equivalent and the bunk
shall each be entitled to the same rights and obligations with re-
spect thereto ns the rights and obligations associated with the class
or classes of stock involved.

Pub.l 9?7 181 Title Ill, § 36. Dec. 10, 1971, 8~-Sin. 604,

Historical Note

|H'i*iiUInIIvo llintnry. lor  Irglslullvi* -~ IDTL L'SN\nle Cong, Atlin.NoW*, P
hinlory iigil plirpuna of Puli.l.. 02-181, »am 2001

& 212S. Lending powers

The bunks for cooperatives are authorized to make louns and com-
mitments to i igible cooperative associations and to extend to them
other technical and financial assistance, including but not limited to
discounting notes and other obligations, 1guarantees, collateral cus-
tody, or participation with other banks for cooperatives and com
mercial banks or other financial institutions inloam to eligible co
operatives, under such terms and conditions as may — be
to be feasible by the board of directors of each bank for cooper*l
lives under regulations of the Farm Credit Administration. Sue
regulations may include provisions for avoiding duplication botwu

4*16

determine



Ch. 23
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Ch. 23 BANKS FOR COOPERATIVES 12 210

the Central Bank an<’ district banks for cooperatives. Each bank
may own and lease, or 'ease with option to purchase, to stockholders
eligible to borrow fron the bank equipment needed in the operations
of the stockholder.

Pub.L. 92-181 Title III. §37, Dec. 10,1971, & Stat. 605.

Historical Note

Lectninttva  History,  For leglsintlve 1071 U.S.Cido Cong. anl A'tra.Newn, p.
history :md purpose at Pub.L. 07-1S1, see 2001

§ 2129, Eligibility

Any association of farmers, producers, or harvest...s of aquatic
products, or any federation of such associations, which is operated
on a cooperative basis, and has the Powers for processing, preparing
for market, handling, or marketing farm or aquatic products; or for
Purchasmg, testing, grading, processing, distributing, or furnishing
arm or aquatic supplies or furnishing farm business services or
services to eligible cooperatives and conforms to either of the two
following requirements:

(a) no member of the association is allowed more than one
vote because of the amount of stock or membership capital he
may own therein: or

(b) does not pay dividends on stock or membership capital in
excess of such per centum per annum as may bo approved under
regulations of the Farm Credit Administration; and in any
case

(CJ does not deal in farm products or aguatic f)_roducts, or
Ero. ucts processed therefrom, farm or aquatic supplies, or farm
Dusiness services with or lor nonmembe.’s in an amount greater
in value than the total amount of such business transacted by it
with or for members, excluding from the total of member and
nonmember business transactions with the United States or any

“*agency or instrumentality thereof or services or supplies fur-
nished as a public utility; and

(d) a percentage of the voting control of the association not

* leas than 80 per cc.itum (70 per centum in the case of rural

electric, telephone, and gubhc utility c.oop,eranvesg,. or such

higher percentage as established by the district board is held by

farmers, producers or harvesters of aquatic products, or eligible
cooperative associations as defined herein;

shall be eligible to borrow from a bank for cooperatives.
Pub.L, 02-181, Title Ill. S 3S. Dec. 10 1971, 85 Stat 605 Pub.L.
94-184. S 1(a). Dee. 31 1975 89 Stat. 1060,

447
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SPOKANE BANK FOR COOPERATIVES
MEMORANDUM

H. Phipps, Jr., General Counsel

DATE: November 9,

M-2970

ELIGIBILITY OF ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK (ACFAB)

On March 27, 1973, | reviewed Alaska House Bill Mo. 703 which proposed

legislation to establish a Commercial

Fishing and Agriculture Cooperative

Development 3ank. Based on the proposed legislation, it was my preliminary

opinion that the cooperative bank would

A copy of my opinion of March 28, 1978 is attached for

The legislation was enacted into law as Chapter No. 159,
for 1978. Under this law, the lending pi ~r of the bank was expanded to
include processors and marketers. Secticv. 44.55.210(1),
the bank®"s lending authority, now reads as follows:

ACFAB

AS 10.

ACFAB

1.

2.

be eligible toborrow from the BC.

reference.

Laws of Alaska

which sets out

"Sec. 44.55.210. POWERS OF THE BANK. The bank may

(1) make variable rate or fixed rate loans to
who are residents and who are engaged in commercial

individuals
agriculture

or fishing, including harvesters, processors and marketers, or
to corporations, partnerships, or joint ventures primarily
engaged in commercial agriculture or fishing, the majority
interest of which is beneficially owned by residents of the
state and a majority of che owners of which are residents of

the state, if the recipient of the loan is a shareholder of

the bank; however, the bank may make a loan under this para—
graph to a corporation, partnership, or joint venture for the
purchase of a new or existing fishing vessel or for the repair
or renovation of an existing fisning vessel, the primary purpose
of which is to commercially harvest fishery resources,
the corporation, partnership, or joint venture is wholly owned
and controlled by residents of the state and if the recipient

of the loan is a shareholder of the bank;"

only if

has been 1incorporated as a cooperati/e bank under the provisions of
15.005-600, Alaska Cooperative Corporc on Act. Copies of the bank"s
Articles and Bylaws are attached for reference.

provides for its members a business service which

Memoers have one vote each (Article 1V, Section

Dividends are restricted to ten percent (Article
and 3).

is eligible for
BC financing (i.e., the lending of money to farmers and fishermen). It
also qualifies on other BC eligibility requirements.

2).

v,

Sections 2

1979



Eligibility of Alaska Commercial v November 9, 1979

Fishing and Agriculture L"ank M-2970
3. All business is membership business (Article 111, Section 2).
The requirement which will have to be monitored is voting control. Jnder

current FCA regulations, processors and marketers are not eligible indivi—
dual or noncooperative, corporate borrowers, and would be considered "other
members™ under the bank"s current eligibility regulation. | understand

that it is anticipated over 30 percent of the members will be commercial
fishermen.

The question has been raised as to whether loans made by ACFAB to processors
and marketers are primary functions of the association and within the scope

of financing which the 3C can provide undar FCA Regulation 3120, which
reads as follows:

"Scope of financing. A bank for cooperatives may make loans to
meet any credit need which will enable a cooperative to perform
those functional powers prescribed in Section 3070 through 3100
which will benefit its members. A oark may also make loans, to

a cooperative otherwise eligible to borrow, for purposes not
directly related to such primary functions or powers. so long

as a finding is made that the amount to be loaned is reasonably
modest in relation to the total credit provided and such business
purpose(s) will enhance the well-being of the members and patrons.”

In my opinion, %he answer would be in the affirmative as processing and
marketing are activities which will benefit the members as a whole rather
than only the processors and marketers themselves.

Loans to cooperative financing institutions which would be used for purposes
outside the sccpe of financing requirements of FCA Regulation 3120 are
necessarily outside th<t bank ® lending authority, lowever, 1 do not think
this is the case where ACFAB 1is performing its primary function as a coopera—
tive bank even though this function includes lending to members who would not
be eligible for d.rect loans from a Farm Credit institution.

In my opinion, ACFAB would be an eligible borrower from the BC as long as
the appropriate ratic of farmer-and-fisherman voting control is maintained.
As stated in my opinion of March 27, 1973, FCA Regulation 6050 will nave to
be complied with if a loan is nade to ACFAB.
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Legal Phases of Farmer Cooperatives

A GRICULTURAL cooperation is a method of doing business. An

agricultural cooperative is a business organization, usually incorpo-
rated, owned and controlled b)(,member agricultural producers, which
operates foi the mutual benefit of its members or stockholders, as producers
or patrons, on a cost basis after allowing for the expenses of operation and
maintenance and any other authorized deductions for expansion and
\necesbary reserves.1 ° _ o

The principle of domg business on a “cost basis” involves these concepts:
(1) that the contract Detween a properly organized coo_Peratwe anad its
patrons vests the excess between its receipts and expenditures during_ an
accounting period in its patrons, and (2) that, accordingly, a cooperative,
as a legal entity, cannot have entrepreneur profit as resPects any excess
which is covered by such contract. This is in contrast to the status of this
excess in the usual business corporation. There it is subject to the control
of management as to ifs disposition after it has accrued, and hence is clearly
a profit to the corpoiation, Accordingly, the present tendency in coop-
erative circles is not to use the term "profit" to describe this éxcess in a
cooperative, but to use such terms as "net margins” or "net savings.”
Although a consciqus ef.art has been made v recognize this trei.d in term-
inology in -his revision, it ias also necessary to accept the fact th it many
courts and writers have not reco?mzed this distinction.  Accordingly, the
reader will find frequent use of the word "profit" in (%uoted material, or
even a trie text where that was considered necessary 1o present properly
acourt’sholding in a partjcular case. , o

It should be ePt in mind that a marketing or farm supply association of
farmers is a capitalistic business organization for the finaricial advantage
of its member-patrons. Few, if any, associations would be formed if it
were not believed that they would Operate to the financial advantage of
their members. = Associations are formed for the same reasons as other
business enterprises, In_a cooperative, however, the financial benefits
accrue to the patrons, while in the usual commercial enterprise they accrue
to those who have invested their money in the business, _

It should not he assumed that it is unnecessary for a cooperative to have
money althougnh the amount of r nnev necessary for a given association
depends upon the character of i’s business and the Scope of Its plans.  Work-
ing capital and adequate financial resources are as essential fora ooperativc
as’they are for any other commercial concern.3

In tcspect to a cooperative, Producers mav be shareholders or members,

atrons, or investors.  The Ipa ron relatioi ship may create the legal rela-
ionships of creditor or debtor.

‘Evans, Frank, and Stokdyk, E. A. ti.e law ok agricultural cooperative
marketing. 610 pp. Rochester, N, Y. 1937. See p. 3; Packcl, Israel, tiie

law ok the organic,*tio.n and operation of cooperatives. 307 pp. Albany.
N. Y. 1940 3

Evans and Stokdyk, supran. |, at 163.



SUMMARY OF A BILL CONCERNING THE
ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK
AND RELATING TO THE RELATIONSHIP OF THE BANK WITH THE STATE

By Frank Homan, Member, Board of Directors

The Bill now before the Legislature as SB 388, 1is designed
to make clear what many believe to be the intent of the original
drafters of the legislation which created the Alaska Commercial
Fishing and Agriculture Bank ("CFAB"™) 1i.e., that CFAB was in—
tended to exist as a private, cooperative corporation while
filling a crucial need of the State in making capital available
to commercial fishermen and farmers, thereby assisting with the*
development of fishing and agriculture in the state.

Unfortunately, the founders of CFAB apparently also hoped
to create an entity with the ability to raise capital by is—
suing tax-exempt bonds. Thus, they 1include many features 1in
what 1is now AS 44.81 which are common and essential to legis—
lative acts which create authorities of the State which are
designed to rais"* capital 1in the tax-exempt market. Among such
authorities in Alaska the Alaska Industrial Development
Authority, Alaska Municipal Bond Bank, the Alaska Housing
Finance Corporation and the Alaska Power Authority. The effect
of such "bonding"™ language has been confusion as to the status
of CFAB. Is it an instrumentality cf the State or a private
cooperative institution? Recent events indicate that the
distinction should now be made clear.

In any event, the State has never had the form of control

over CFAB so that CFAB could be considered a "constituted



authority” as required by Section 103 of the Internal Revenue
Code and the Treasury Regulations thereunder for the 1issuance
of tax-exempt bonds. Little is, therefore, 1lost by removal of
the language in AS 44.81 intended to assist the sale of CFAB
bonds. This Bill, of course, retains all of CFAB"s ability to
raise capital by contracting other types of debt.

A section by section summary of the proposed legislation
follows:

Section 1 of the Bill makes it clear that CFAB serves a
public purpose (filling an unmet need in the state by providing
capital to cor;: *cial fishermen and farmers so that Alaska®s
fishing and agriculture industries may develop), while removing
language from AS 44.81.010(a) which seems to indicate that CFAB
is some kind of an instrumentality of the State. Language
added to AS 44.81.010(a) also makes it clear that CFAB 1is not:
engaged in "banking"” as contemplated by the Alaska Panking Code,
as it seems clear that tlie Legislature intended that CFAB serve
a different function than that of the commercial, banks 1in the
state. Regulation under the Alaska Banking Code would be
inappropriate.

Section 2 Inrifies Ilhe status of employees of CFAB. They
are not employee; of the State, but it does seem desirable, as
with employees of many political subdivisions of the State,
that CFAB employees be allowed to avail themselves of member —
ship in the Public Employees Retirement System and Ufa supple—
mentary employee benefits rn withdrawal from social security

(to the extent that they may be eligible for the latter program).



Section 3 makes certain that members of the CFAB Board of
Directors continue to be eligible for per diem and travel
allowances.

Section 4 of the Bill amends AS 44.8".. .160, Pledge of the
State, by removing . number of references to bonds and holders
of bonds, while regaining the State®"s pledge to other creditors
cf CFAB that it will not take an action which might be con-
.m"dered to jeopardize the terms of a CFAB contract with that
creditor.

Section 5 of t:iie proposed Bill contains two housekeeping
matters which are ne t necessarily connect*. with the purposes
of the other amendments proposed in the Bill. - <= first of
these is a change in terminology from "shareholders” to "members"
which was overlooked in legislation passed by the Second Ses—
sion of the Eleventh legislature. The second change 1is an
attempt to clarify the information which the Legislature ex —
pects will be contained 1in the ar.rv.ctl report of ("FAB. This
change has been suggested by, among others, CFAB"s independent
outside auditors and as proposed uses language more appropriate
id CFAB"s activities.

Section 6 provides for confidentiality of CFAB"s records
while allowing for necessary disclosures to various agencies
and government groups. It also provides for an audit of CFAB
by the bank examiners. This 1is designed to provide for audit

oversight at the State level.



Section 7 adds legislative findings necessary to establish

ient and legislative history.

Section 8 repeals the several sections listed below:

AS 44.81.0SG which classified CFAB employees in the
exempt service.

AS 44.81.120, AS 44.81.130, AS 44.81.140, AS 44.81.150
which detailed the sale of tax-exempt bonds.

AS 44.81.170, AS 44.81.180 which classified CFAB as exempt
from taxation and allows state agencies to purchase CFAB

bonds.

AS 44.81.220 which provided that after repayment to the
State CFAB would revert to the cooperative statutes. Re —
moval of t"-fat will allow CFAB to continue to operate under

this stature.
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A i e Roscleen "Snooks™ Moore
250 Di'nnli Sircoi. Suiic 17 Cha|rman

P.O. Box 4-2070
Ancliorufte, Alusku 99309
(907)276-2007

SNA 90 B
Homer. Alu.sku 9%03
(907) 235+0234

April 30, 1981

Honorable Bettye Fahrenkamp
Chairman

Senate Resources Committee
Pouch V

Juneau, Alaska 99811

Dear Senator Fahrenkamp:

In an effort to provide additional information per—
taining to the various questions vraised by members of the
Senate Resources Committee, |1 submit the following:

Allocation of Income

Attached 1is a copy of Mr. Anderson®s correspondence of
March 23, 1981 explaining CFAB®"s decision to declare a
qualified written notice of allocation. We have also inclu—
ded information provided the Board of Directors by the
Bank®"s accountants explaining the available options.

Affirmative Action Program

Alaska Commercial Fishing and Agriculture Bank has not
adopted a formal affirmative action program as we have been
advised by counsel that a review of the regulations 1indi—
cates that our cooperative does noi vrequire a formal,
pi*cdcfincd program The Board of Directors and Management
of CFAB are very concerned about equal employment opportu—
nity and make e"ery effort to hire the most qualified
applicant; and to that end published the attached Equal
Employment Opportunity statement 1in March 1980.

Loans to CFAB Directors

As a part of the normal operation of a cooperative,
elected members of the board of directors must be borrowers
from the cooperative. There was 1initial concern expressed
by the Directors of CFAB that 1loan requests submitted by
Board members should receive the same scrutiny as applica—
tions from non-board members and, therefore, established
the internal operating policy that requires that all appli-

Alaska Commercial Fishinj) and Agriculture Hank



April 30, 1981
Page 2

cations received from Board membois must Dbe submitted to
the Spokane Bank for Cooperativesfor their independent
evaluation and approval prior to CFAB®"s funding.

Current Activity Report
We are including a current activityreport in an

effort to biing you up-to-date on our progress in providing
loan funds toour members.

. i Xrust that tlie foregoing 1information and attachments
will help to answer your concerns.

Sincerely,

Roseleen (Snooks) Moore
Chairman

sd

Attachments



SENT TO GOVERNOR AND ALL MEMBERS OF STATE LEGLISLATURE

March 23, 1981

Re Dividend Payments to CFAB Members

The Commercial Fishing and Agriculture Bank has declared
patronage dividends to its members for fiscal 1980. It

is the stated intent of the Board of Directors of CFAB to
retain tI  maximum level of earnings for use to retire

the State®"s 1investment in the cooperative. Declaration of
patronage dividends and the payment of 20 percent of those
dividends in cash will result in a $7,600 savings to CFAB.

Under Fec.eral tax law, a cooperative may escape Federal
taxation on its earnings to the extent that it issues
qualified patronage dividends to its members. To be quali—
fied, 20 percent of the dividend must be 1in cash. The
remaining 80 percent can be retained by the cooperative.

During 1980, CFAB returned a profit of $198,000, which

called for a Federal tax of $35,000. By declaring $120,000
in qualified patronage dividends, that tax 1is reduced to
$3,A00 and $2A,000 is distributed Lo members. CFAB"s out—
lay is reduced from $35,000 to $27,400 and our members
receive $24,000 that would have otherwise gone to the Federal
government.

We wanted you to know of the reasons for and implications
of those dividends rather than hear of them "on the street”
and feel that CFAB was paying out funds which should have
gone toward retirement of the State®"s stock.

IfT you have further questions, please feel free to call.

Sinceroly,



ALASKA COMMERCIAL FISHING AND
AGRICULTURE BANK
MEMORANDUM ON THE INCOME TAX

CONSEQUENCES OF PATRONAGE DIVIDENDS

What: are Patronage Dividends?

The concept behind cooperative taxation is that the coopera—
tive is organised exclusively for the benefit of its patrons.
Any earnings of the cooperative from doing business with 1its
patrons are allocated or paid to the patrons, thus reducing the
patrons!l cost of doing business with the cooperative.

CFAB"s earnings are allocated to its patrons, and CFAB, as
all cooperatives, is allowed to reduce its taxable income by the
amount of earnings paid or allocated to patrons. These payments
01* allocations are patronage dividends. The patrons include their
share of CFAB earnings, paid or allocated as patronage dividends,
in their individual tax returns.

Patronage dividends relate solely to earnings from business
done with or for patrons. Payments to patrons that donot relate
to patronage earnings or, that are <iot proportional to the
guantity or value of business done with patrons arc not patronage
dividends.

Forms of Payment of Patronage Dividends

Generally, patronage dividends are paid in money or written
notices of allocation.

When are Patronage Dividends Deductible by the Cooperative?

PaLronagc dividends paid in mcney are deductible currently
if paid within the "payment period” (see below).

Patronage dividends paid in the form of written notices
of allocation are deductible currently, only &if such notices
are "Qualified”™ and issued within the payment period.

A written notice of allocation must meet two tests to be
"Qualified": at least 20% of the patronage dividend amount 1is
paid in money and the patron consents to including the balance
not paid 1in money (i.e., the written notice of allocation) in
his individual 1ncome.



CFAB has already obtained consent of the patrons through
its bylav;s, therefore, it need only meet the 20% test. For
example, 1if a patronage dividend of $50 is paid, $10 in cash
and the remaining $40 in a written notice of allocation, then
the written notice of allocation would be "Qualified"”, and
the entire $50 would be deductible by CFAB and includible in
the patron®s income. The patron would report no income when
CFAB redeems the $40 qualified written notice of allocation at
a later date.

Any written notices of allocation which do not meet the
above two tests would be "Non-Qualified.” They would be deduc—
tible by CFAB and includible in the patrons® income only in the
year redeemed.

Payment Period for Patronage Dividends

A cooperative must file a tax return and pay patronage
dividends by the 15th day of the ninth month following the close
of i1ts taxable year. CFAB®"s 1980 tax return 1is due not Ilater
than September 15, 1981. It must also issue patronage dividends
by September 15, 1981 to be deductible on its 1980 tax return.

Income to Patrons

Patrons must include patronage dividends of money and
qualified written notices of allocation in their income for the
taxable year 1in which they are received. A r.on-qualified written
notice of allocation (CFAB did not pay at least 207. of the
patrona ® dividend in money) is included in income the year
the patron redeems it.

Tax Advantage of Qualified Wri.lten Notices of AT locatjon

The benefit of. issuing patronage dividends using qualified
written notices of allocation is that CFAB need only pay 20% of
the patronage dividend amount in cash to get a 100% deduction on
its tax return. Whenever the income tax rate exceeds 20% it
will require less cash to pay the patronage dividends than to
pay the income tax. Generally, this will be true for any taxable
income 1in excess of $50,000, unless investment tax credits are
significant.

CFAB earned significant investment tax credits 1in 1980, and
can absorb taxable income in excess of $50,000, as indicated on
the attached schedule. The optimum patronage dividend for 1980
is $120,000 - $24,000 in cash and $96,000 in qualified written
notices of allocation. This results in the lowest total cash
outlay for patronage dividends and income taxes.



ALASKA COMMERCIAL FISHING AND AGRICULTURE

1901 CASH FLOW ANALYSIS COMBIUING

PATRONAGE DIVIDENDS AND

1980 taxable 1income
before patronage
dividends

Patronage dividend
deduction

Income subject to tax

Tax payable

Add back 207. cash
payment requirement
Cor qualified written
notices of allocation

Total car.b expenditure

$198,000

None

$198,000

$ 35,000

None

$ 85,000

INCOME TA7

HANK

$198,000

120,000

$ 78,000

$ 3,400

2A,000

$ 27,400
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April 21, 1981

Mr. Gary W. Anderson, President

Alaska Commercial Fishing and
Agriculture Bank

2550 Denali Street, Suite 1201

Anchorage, Ah ska 99503

Dear Gary:

Thank you for your letter of March 23 regarding Alaska Commercial
Fishing and Agriculture Bank"s declaration of patronage dividends. 1
surely can appreciate your desire to avoid paying taxes and to use what
would have been tax funds for purposes closer to home.

I did, however, have a question regarding this action. If | understand
the situation, if you had paid the tax, of your $198,000 profit, you
would have had $103,000 for CFAB purposes. As it is, $120,000 of the
profit was declared a "patronage dividend.” | would, appreciate learning
from you whether there a:e particular restrictions on the balance of the
sum declared as patronage dividends that was not distributed to members?
In other words, $7<1,600 remains from the profit and $96,000 remains in
the patronage dividend account not distributed to members. Do both
these sums of money return to the same pot and can they be used for the
same purposes?

"Hus question 1is prompted by my conern that, if thei€ arc restrictions
on the patronage dividend amounts, that this method of handling funds
may interfere with your stated goals of retiring the state®s investment
and maximizing funds placed back into CFAB for growth.

I will appreciate hearing from you on this matter.

Sincerely,



2550 Dennli Siroet, Suite 1201
P.0. Box 4-2070

Anchorage. Alaska 99509
(907) 278-1553

In Juneau: (907) 586-2593

April 2A, 1981

Senator Arliss Sturgulewski
Alaska State Legislature
Pouch V

Juneau, Alaska 99811

Dear Senator Sturgulewski:

Mr. Anderson is out of the office and | felt that your April 21st
correspondence deserved an immediate response.

All income earned by a cooperative must be allocated back to the
participating members during the current year in one of two forms, either
as non-qualified patronage earnings or qualified earnings. The primary
difference between the two is the federal income tax treatment. 1 believe
that Gary"s letter fully described this area.

Our treatment of earnings does in no way restrict the usage of re—
tained patronage and therefor these monies will be available for growth,

as well as, for the repurchase of Class C stock.

Sincerely

Calen 1. Schmidt
Senior Vice President, Administration

CHS:pi

A hiskn CommercialFishinj} oiu! Agriculture



EQUAL EMPLOYMENT OPPORTUNITY

At ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK, we are
committed to the goal of providing equal job opportunity
to applicants and employees regardless of their race,
religion, national origin, age, sex, creed, handicap,

or marital status. Staff members' are judged by the work
actually performed. Management is charged with the
responsibility of providing a work environment where
individuals can achieve their full potential within the

Bank.

President



ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK

Activity Report: April 2, 1980 through April 30, 1981

DOLLAR AMOUNT OF LOAN ADVANCES MADE SINCE APRIL 2, 1980:
$63,535,594

OUTSTANDING APPROVED LOAN COMMITMENTS AS OF APRIL 29, 1981:

(AVAILABLE FOR FUNDING)

Number Amount
56 $33,741,013

NUMBER AND TOTAL DOLLAR VALUE OF LOAN APPLICATIONS 1IN
PROCESS AS OF APRIL 27, 1981:

Number Amount
114 $34,601,203

MEMBERSHIP AND STOCK HOI,DINGS AS OF APRIL 30, 1981: (DOES
NOT INCLUDE STATE OF ALASKA CLASS C STOCK)

Number of members 178
Number of borrowing members 165
Stock held by current members:
Class A (Membership Stock" $ 16,770
Class B (Participation Stock) 2,489,100

CURRENT LOANS OUTSTANDING AS OF APRIL 30, 1981:

Number Amount
169 $27,925,323
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FISCAL NOTE

REQUEST
Bill/Resolution No..
Tide An Act Relating
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SB 388

to the

.Data

APR 9

4/7/81

11. FISCAL DETAIL
Agency Affected Department, nf fnmmprrp & Economic Development
Program Category Affected Public Protection
BRU, Program, or Subprogram(s) Affected financial Institutions
(Note: If more than one budget component is affected, separate linc-ilcm amounts and funding for each
component in Die analysis section.)
EXPENDITURES (Thousands of Dollars)
4
FY 81 FY 02 FY 83 FY 84 | S& | .Fy 80
100 PFRSONAI. SERVICES
701) TRAVEL
300 CONTRACTUAI
400 COMMODITIES
500 EOUIPMFNT
600 LAND &5 STRUCTURES
700 GRANTS. CLAIMS. ETC.
TOTAL o 0
-0- -0- -0- -0- : 1-
FUNDING (Thousands of Dollars)
GLINERAI FUND

FEDERAL FUNDS
OTHER (Specify Fund Source)

POSITIONS

FULL TIME
PART | IMF.
TEMPORARY

iii. ANALYSIS (See F:se. | Note Preparation Instructions, Section 1II)
IV. DATE 4/ 77 fil .PREPARED BY
AGENCY Dopt. of Commerce ft Economic
Original: legislative Finance PHONE 468-282)
cc: lludi'.et and Management
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33 001 (Rev. 12/00

Dovolopulent-
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