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Hea r i ng  
SB 3 8 8

S h 15

SB 2^9 

SJR 4 3

An Act r e l a t i n g  t o  t he  A l a s k a  Commer c i a l  F i s h i n g  and 
Ag r i  c u 1tu r e Bank
R e l a t i n g  t o  t he  g a t h e r i n g  and e v a l u a t i o n  o f  c omp r eh en s i v e  
i n f o r m a t i o n  abou t  s a lmon s t o c k s  in t he Ar t i c- Yu kon-  Ku s ko kw i 111 
mamagement a r e a .
An Act  r e l a t i n g  t o  f i s h e r i e s  i n f o r m a t i o n  p l a n n i n g  and 
e v a l u a t i o n .
R e qu e s t i n g  the Un i t e d  S t a t e s  Sena t e  t o s u p p o r t  c o n t i n u a t i o n  
o f  t he p r e s e n t  f u r  s e a l  h a r v e s t  q u o t a .

Ro s a l e e n  Moo r e , Chai rman o f  t he A l a s k a  Commer c i a l  F i s h i n g  and A g r i ­
c u l t u r e  Bank ,  s t a t e d  t h a t  she s u p p o r t e d  t he amendmcr t s  t o SB 3 88  b y 
the Un i t e d  F i s he rmen o f  A l a s k a .
Pe t e  A r g c t s i n g e r , Gene r a l  Counse l  f o r  CFAB, d i s c u s s e d  the i s s u e  o f  
a u d i t i ng CFAB. He s t a t e d  t h a t  t he  l e g i s l a t i v e  a u d i t o r s  a r e  not  bound 
to keep i n f o r ma t i o n  c o n f i d e n t i a l ,  w h i l e  t he b an k i ng  a u d i t o r s  a r e  
c o v e r e d  by v e r y  s t r i c t  f e d e r a l  and s t a t e  r e q u i r emen t s  o f  c o n f i d e n t a  1 i t y .
L a r r y  B u t t e r f i e l d , Vi ce  P r e s i d e n t ,  Spokane Bank o f  C o o p e r a t i v e s ,  
s t a t e d  t ha t SB 3 88  c l a r i f i e s  CFAB' s s t a t u s  as a p r i v a t e  c o o p e r a t i v e ,  
and a l s o ,  t he  c o n f i d e n t a 1 I t y  o f  CFAB' s r e c o r d s .  He s t a t e d  t h a t  
gove r nment  o v e r s i g h t  I s  n e c e s s a r y  t o  make s u r e  the i n t e n t  o f  t he 
o r i g i n a l  law I s  b e i n g  c a r r i e d  ou t  and t h a t  t he  s t a t e ' s  i nv e s tmen t  i s 
p r o t e c t e d .



S e n a t e  R e s o u r c e s  C o m m i t t e e
May 6 , 19 8 1
Pa g e :  2

In r e s p o n s e  t o  t he  q u e s t i o n ,  i f  SR 3 8 8  d i d  no t  pass  wou l d  you keep 
l o a n i n g  CFAB money? Mr . B u t t e r f i e l d , s t a t e d  t h a t  t hey  wou l d  keep 
l o a n i n g  money t o  CFAB. He i n d i c a t e d  t h a t  i f  CFAB was  c h a l l e n g e d  in 
c o u r t  i t  mi ght  be d e c l a r e d  a s t a t e  agency .
S e n a t o r  Mul cahy put  f o r t h  t he  mo t i o n  t o  move the amendments t o  SB 3 8 8  
by Un i t e d  F i s he rmen o f  A l a s k a .
S e n a t o r  Mul cahy put  f o r t h  t he  f o l l o w i n g  amendments t o SB 3 8 8 :  page A, 
l i n e  K d e l e t e  "may"  and i n s e r t  " s h a l l "  in i t s  p l a c e ;  page k , l i n e  
between the wo r d s  " o r  a "  i n s e r t  "may p r o v i d e  t o " ;  page 5 , l i n e  8 
s t a r t i n g  w i t  h t he  wor d "Howeve r "  and d e l e t e  t he  s e n t e n c e  t o  l i n e  11.
S e n a t o r  Mul cahy put  f o r t h  t he  mo t i o n  t o  move SB 3 8 8  as amended w i t h  
i n d i v i d u a l  r e c ommenda t i o n s .
S e n a t o r  Mul cahy s t a t e d  t h a t  SCR I f  i s  t he r e s u l t  o f  f i n d i n g  ou t  t h a t  
a l o t  o f  i n f o r m a t i o n  i s  a v a i l a b l e  in t he  Depa r tmen t s  b u t  t h e r e  i s  a 
need f o r  the g a t h e r i n g  and e v a l u a t i o n  o f  c omp r eh en s i v e  i n f o r m a t i o n  
abou t  t he sa lmon s t o c k s  : n t he Ar t i c - Yukon - Kuskokw im a r e a .
S e n a t o r  Mul cahy put  f o r t h  t he  mo t i o n  t o move Commi t t ee  S u b s t i t u t e  f o r  
SCR 15 w i t h  i n d i v i d u a l  r e c ommenda t i o n s .
S e n a t o r  Mul cahy s t a t e d  t h a t  SB 2^9 i s  t he  r e s u l t  o f  f i n d i n g  ou t  t h a t  
i t  i s  no t  ea sy  t o  g a t h e r  f i s h e r i e s  i n f o r m a t i o n  b e c au s e  i t  i s  l o c a t e d  
in numerous l o c a t i o n s .  The D i v i s i o n  o f  Commer c i a l  F i s h  spends  mos t  o f  
i t s  t ime on management  o f  t he  f i s h e r i e s  and p r e p a r i n g  f o r  t he Boa r d  o f  
F i s h e r i e s  mee t i n g s .  They do not  have enough t ime o r  emp l o y e e s  t o 
g a t h e r  and put  t o g e t h e r  t he i n f o r m a t i o n  a d d r e s s e d  in t he  b i l l .
S e n a t o r  Mul cahy put  f o r t h  t he  mo t i o n  t o  move CSSB 2^9 w i t h  i n d i v i d u a l
recomincnda t i on s .
S e n a t o r  Mul cahy s t a t e d  t h a t  t he f u r  s e a l s  in t he P r i b i l o f  I s l a n d s  
c o n t r i b u t e  t o t he  economy and p r o v i d e  a s u b s i s t e n c e  f o od  b a s e .  The 
Un i t e d  S t a t e s  Sena t e  i s p r o p o s i n g  t o cut  the annua l  h a r v e s t  down t o 
7800  f u r  s e a l .  S J R 3 i s d i r e c t e d  t o  t he U . S .  Sena t e  to e n c o u r a g e  them 
t o  c o n t i n u e  the p r e s e n t  f u r  s e a l  h a r v e s t  q u o t a .
S e n a t o r  F i s c h e r  put  f o r t h  t he  f o l l o w i n g  amendment :  on page 1 be tween  
l i n e s  10 and I I  i n s e r t  " WHEREAS a r e d u c t i o n  o f  t he annua l  t a k e  o f  
a d u l t  ma l e  s e a l s  wou l d  endange r  t he p o p u l a t i o n  s t a b i l i t y  o f  the 
P r i b i l o f  f u r  s e a l  h e r d ; "  The manedment  was a c c e p t e d .

S e n a t o r  Mul cahy put  f o r t h  t he  mo t i o n  t o  move S J R 3 as amended w i t h
I n d i v i d u a l  r e c ommenda t i o n s .
The Commi t t ee a d j o u r n e d  a t  2 : 3 5  p.m.
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MEMBERS PRESENT
S e n a t o r  Fahr enkamp 
S e n a t o r  Mul cahy 
S e n a t o r  Gi lman 
S e n a t o r  S t u r g u l e ws k i  
S e n a t o r  E l i o  son 
S e n a t o r  F i s c h e r

HEARING:
SB 218 An Act r e l a t i n g  t o  t he use o f  wa s t e  hea t  p r oduced

by c e r t a i n  p i p e l i n e  f a c i l i t i e s .
SB 3 88  An Act  r e l a t i n g  t o t he Commer c i a l  F i s h i  n g and

A g r i c u l t u r e  Bank.
S e n a t o r  Mul cahy put  f o r t h  t he mo t i on  t o b r i n g  CSSB 218 
b e f o r e  t he Commi t t ee .
S e n a t o r  Mu'cahy put  f o r t h  t he  mo t i on  t o  move CSSB 218 w i t h  
i n d i v i d u a l  r e c ommenda t i o n s .
Rosa l e e  Moo r e , Cha i rman ,  Commerc i a l  F i s h i n g  and A g r i c u l t u r e  
Bank,  s t a l e d  t h a t  SB 3 8 8 c o n t a i n s  l a nguage  wh i c h  c l a r i f i e s  
CFAB's s t a t u s  as a p r i v a t e  c o o p e r a t i v e .  I f  CFAB i s not  
c o n s i d e r e d  a p r i v a t e  c o o p e r a t i v e  i t  can not  l e v e r a g e  money 
w i t h  the bp .ane Bank o f  C o o p e r a t i v e s .
In r e s po n s e  t o s e v e r a l  q u e s t i o n s ,  Ms. Moore s t a t e d  t h a t  t he 
f o l l o w i n g  i n f o r ma t i o n  w i l l  be p r o v i d e d  f o r  the Commi t t e e ' s  
May *i, 1981 ' c a r i n g  o f  SB 3 8 8 ;

1. Payback s c h e du l e  and i t s  r e l a t i o n  t o  members s ha r e d  
d i v i d e n d s ;

2.  S e c t i o n s  o f  t he b an k i ng  code t h a t  s h ou l d  p o s s i b l y  be 
a p o r t i o n  o f  the 1 aw r e l a t i n g  t o CFAB;

3.  Cost  o f  c o n v e r t i n g  emp l o y e e s  f r om s t a t e  b e n e f i t s  t o 
p r i v a t e  b e n e f i t s  p r og r am;

f | , A copy o f  t h e i r  p o l i c y  on a f f i r m a t i v e  a c t i o n ,  and ;
5 .  Co r r e s p o ndenc e  be tween CFAB and the Spokane Bank o f  

Coope r a  t I v e s .
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Roger  P a i n t e r , E x c c a t i v e  D i r e c t o r ,  Un i t e d  F i s he rmen o f  
A l a s k a ,  s ugge s t ed  an amendmei t t o  SB 388  t h a t  wou l d  a l l o w  
CFAB t o  use l i m i t e d  e n t r y  peri ,  i t s  as c o l l a t e r a l  f o r  v e s s e l  
and ge a r  l o a n s .  He s t a t e d  t h a t  iie i s s u p p o r t i v e  o f  SB 3 8 8 .
The Commi t t ee a d j o u r n e d  a t  2 : 5 5  p.m.
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MEMORANDUM

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’s legislation. If it is acceptable to you and the Committee,
T would like to suggest the attached as amendments to SB 388.

If my concerns for the protection of the Legislature’s oversight of CFAB 
would delay the Committee’s 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
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Rodcjci Painter 
Executive Director

Proposed A m endment to Senate Bill 388 (An Act relating to the C o m m ercial

Fishing and A g r i c u l t u r e  Bank; and 

p r o v i d i n g  for an e f fective date.)

Insert on line 2, page 6:

under (!) of this section for the repair, restoration or u p g r a d i n g  of 

e xisting v e s s e l s  and gear, for the purchase of entry permits and gear, 

and for the c o nstruction and purchase of vessels. The p r o visions of 

AS 44.81.230-250 apply to Alaska limited entry permits pledged as security 

for loans in a c c o rdance wi t h  this section.

* S e c . 8. AS 44.81.210 POWERS O F  T H E  IiANK. (a)

(22) use Alaska limited entry permits as security for loans

*Sec. 10. This Act takes effect immediately in a c c ordance 

wi t h  AS 01.10.070 (c).



S e c t i o n  AS 44.81 is a m e n d e d  b y  adding a n e w  s e c t i o n  to read:
S'

Sec. 44.81.195. C O N F I D ENTI ALITY. (a) I n f o r m a t i o n  in the p o s s e s­

sio n  of the b a n k  w h i c h  concerns the par tic u l a r s  of the b u s i n e s s  or 

affairs of a b o r r o w e r  of the b a n k  or another p e r s o n  is not a m a t t e r  of 

p u b l i c  r ecord and shall be kept confidential by the bank.

(b) An i n d e p e n d e n t  o u t s i d e  auditor who conducts an audit of the 

b a n k  m a y  not r e l e a s e  i n f o r m a t i o n  made confidential under (a) of this 

se c t i o n  to the public.

(c) I n f o r m a t i o n  made confidential under (a) of this s e c t i o n  w h i c h  

is o b t a i n e d  by the audit d i v i s i o n  of the L e g i s l a t i v e  Budget and A u d i t  

C o m m i t t e e  during an audit of the bank may not be r e l e a s e d  to the 

public.

(d) N o t h i n g  in (a) - (c) of thi'j sectio n prohibits

(1 ) the p u b l i c a t i o n  of statistics or reports p r e s e n t i n g  

i n f o r m a t i o n  in a m a n n e r  that prev ents the i d e n t i f i c a t i o n  of p a r t i c u l a r  

individuals; or

(2 ) the release to law e nforcement officials of i n f o r m a t i o n  

r e l evant to a criminal i n v e s t i g a t i o n  or p r o s e c u t i o n  upon i s s uanc e of a 

s u b p o e n a  by the superior court.



AMENDMENTS TO SB 388

page 2, line 1 — omit

page 1, line 28 — omit " E m p l o y e e s  line 29 "

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 s t a t e’s 
investment."

page 3, line 8 —  after "loan" insert "and investment"

page 3, line 12, after "public" add", or is directed to provide by the legislature."

page 3, line 26—  delete "Examiners and other authorized representatives o f  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, line 20-29 omit

page 5, line 1-3 omit

page 5, lines 22-25 omit

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 

•utlcly 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.



S p o k a n e  B a n k  f o r  C o o p e r a t i v e s

Farm Credit Banks Building 
We ' 705 First Avenue 
P. 0. Box TAF-C2 
Spokane, Washington 99220 
Te'ephone: (509) 456-7340

May 1, 1981

M r . Frank Homan 
Alaska Commercial Fishing and 

Agriculture Bank 
326 Fourth Street 

Room 1104

Juneau, Alaska 99801 

Dear M r . H o m a n :

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 is 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 is o\_ Aed 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
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TO:

FROM:

SU BJECT:

S P O K A N E  B A N K  F O R  C O O P E R A T I V E S

M E M O R A N D U M

DATE: 4 / 3 0 / 8 1  
M- 3 1 2 5

L a r r y  K. B u t terfie ld, V i c e  P r e s i d e n t  

H a r v e  H. Phipps, Jr., G e n e r a l  CounsJ^p^'''''

E l i g i b i l i t y  of CFAB for B o r r o w i n g  f r o m  S p okane Bank for 
C o o p e r a t i v e s  if CFAB B e c o m e s  a n  A g e n c y  of the State of 
A l a s k a

T h e  l e n d i n g  p o w e r s  of B a n k s  for C o o p e r a t i v e s  are p r o v i d e d  by 
Fe d e r a l  statute, (12 U.S.C. § 2128 (1971)). O n l y  e l i gible 
c o o p e r a t i v e s  can b o r r o w  f r o m  the Banks. Eligibility is d e ­
fi n e d  b y  12 U.S.C. § 2129 (1971). C opie s of b o t h  statutes 
are a t t a c h e d  for your refer ence.

CFAB's p r e s e n t  status is that of a state i n s t r u m e n t a l i t y  
a u t h o r i z e d  b y  A l a s k a  statutes, (Alaska Stat. §§48.81.010 - 
.350), p r o v i d i n g  for its i n c o r p o r a t i o n  u n d e r  the p r o v i s i o n s  
of A l a s k a  Stat. §§10.15.340 - .355.

B a s e d  on CFAB's A r t i c l e s  of I n c o p o r a t i o n  and Bylaws a n d  on 
its m e t h o d  o f  opera tion, I h a v e  d e t e r m i n e d  it e l i g i b l e  to 
b o r r o w  f r o m  the Bank. A  copy o f  m y  o p i n i o n  is a t t a c h e d  for 
r e f e r e n c e .

C F AB' s status w o u l d  be s u b s t a n t i a l l y  a l t e r e d  if it b e c a m e  an 
a g e n c y  of the State o f  Alaska, or if an a g e n c y  were f o r m e d  to 
p r o v i d e  the same l e n d i n g  p r o g r a m  in w h i c h  CFAB is engaged.

CFAB, as an a g e n c y  or any o t h e r  State agency, w o u l d  be a d e p a r t­
me n t  or an a d m i n i s t r a t i v e  unit of the State of Alaska. Controls 
and r e g u l a t i o n s  u n d e r  w h i c h  s u c h  an e n t i t y  w o u l d  o p e r a t e  w o u l d  
be part of the l e g i s l a t i v e  a u t h o r i t y  under w h i c h  the a g e n c y  
was e s t a b l i s h ed. The a g e n c y  w o u l d  be g o v e r n e d  b y  the State of 
A l a s k a " f a t h e r  than by its m e m b e r s h i p  of farmers and fishermen.

The a g e n c y  w o u l d  be the same as o t h e r  a g e n c i e s  e s t a b l i s h e d  by 
the State of A l a s k a  to p r o v i d e  l e n d i n g  services for v a r i o u s  
c l a s s e s  of its citizens. The a g e n c y ' s  services w o u l d  fall 
into similar c a t e g o r i e s  of F e d e r a l  agencies, such as FHA, FmHA, 
REA, or SBA.



L a r r y  K. B u t t e r f i e l d
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P a g e  2
A p r i l  30, 1981

A n  a g e n c y  of g o v e r n m e n t  is a c r e a t u r e  o f  the legislature. It 
is s u b j e c t  to the l e g i s l a t u r e ' s  control, funding, and t e r m i n a­
tion. It is not a cooperative. As a State agency, CFAB w o u l d  
cease to be a cooperative. CFAB w o u l d  t h e r e f o r e  not be eligible 
to b o r r o w  f r o m  the Banks for C o o p e r a t i v e s .

B a s e d  on the B a nk's  l i m i t e d  l e n d i n g  authority, CFAB, as a State 
a g e n c y  or a n o t h e r  S t a t e  a g e n c y  w h i c h  p r o v i d e d  the same lending 
services, w o u l d  n o t  be e l i g i b l e  to b o r r o w  f r o m  the S p o k a n e  Bank 
for C o o p e r a t i v e s .

HHP

A t t a c h m e n t s
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met. vo t in g  s tock  m ry  a lso be re t i red  a t  f a i r  book va lue not exceed­
in g  par. on c a l l  o r on su ch  r e v o lv in g  b a s i s  as the board m ay  d e te r ­
m ine w i th  app rova l o f  the F a rm  C re d i t  A dm in i s t r a t io n  w i t h  due re­
g a rd  fo r  i t s  to ta l cap i ta l needs: P ro v id ed , however, T ha t  a l l  equ it ies 
in the d i s t r i c t  banks  i s s u e d  or a l lo ca ted  w i th  re sp ec t to 1971 and 
p r io r  y e a r s  s h a l l  be r e t i r e d  on a r e v o lv in g  b a s is  a c co rd in g  to the 
y e a r  o f  i s s u e  w i th  the o ld e s t  o u t s ta n d in g  e qu i t ie s  be in g  f i r s t  re t i red . 
E q u i t i e s  i s s u e d  fo r  s u b s e q u e n t  y ea r s  s h a l l  not be ca l le d  or re t ired  
u n t i l  e q u i t i e s  d e s c r ib e d  in the p reced in g  sen tence o f  th i s  proviso 
have  been r e t i r e d .
?un .L . 92-181, T i t l e  I I I ,  § 3.5. Dec. 10. 1971, 85 S ta t . 60*1.

Historical Note
l . t< la ln < lv n  M il it a ry . F o r  le g is la t iv e  10*1 U.S.CoiIb Co n il. a n il A dm .N rwB . p. 

h is to r y  a n il p u rp o se  o f Pu l> .L . 02-181, s «  2001.

§ 2 1 2 7 .  Guaranty fund subscriptions in lieu of stock

I f  a n y  coope ra t ive  a s so c ia t io n  is not a u tho r iz e d  unde r  the  law s of 
the S ta te  in w h ich  i t  i s  o rg an iz e d  to take and ho ld s tock  in a bank 
fo r  coope ra t ive s , the b an k  sh a l l ,  in l ie u  o f  any  r e q u i r em en t  fo r  stock 
pu rch a se , r e q u i r e  ne a s so c ia t io n  to pny in to or have  on depos it in a 
g u a r a n t y  fu n d , . e the b an k  may re ta in  ou t o f the amoun t o f  the loan 
and  c r e d i t  to the  g u a r a n ty  fu n d  a ccoun t of the bo rrower , a sum 
equa l to the  am oun t o f  s to ck  w h ich  the a sso c ia t io n  w ou ld  otherw ise 
be r e q u i r e d  to own . E ach  re fe ren ce  to stock  o f the banks fo r  coop­
e ra t iv e s  in th i s  ch ap te r  s h a l l  in c lu d e  such  g u a r a n ty  fu n d  equ iva ­
len ts . The  ho lde r  o f the g u a r a n ty  fu n d  e q u iv a le n t  and  the bunk 
s h a l l  each be e n t i t l e d  to the same r ig h t s  and o b l ig a t io n s  w i th  re­
sp ec t th e re to  ns the r i g h t s  and  o b l ig a t io n s  a s so c ia ted  w i th  the class 
o r c la s se s  o f s to ck  in vo lved .
P u b . I  9? 181, T i t l e  I I I ,  § 3.6. Dec. 10, 1971, 8r- S i n .  604.

Historical Note
|ji* iiU lntlvo l l ln tn r y .  l o r  Ir g ls lu llv i*  IDT1 l.'.S l\ n le  Cong, Atlin .NoW*. P*

h ln lo ry  i iq i I p lirpuna o f P u l i . I . .  02-181, »«■ 2001.

§ 2 1 2 S .  Lend ing  powers
The  bun k s  fo r  coope ra t ive s  a re  a u tho r iz e d  to make louns and com­

m itm en ts  to i ig ib le  coope ra t iv e  a sso c ia t io n s and to ex tend to them 
o th e r  te ch n ic a l and f in a n c ia l  a s s is ta n ce , in c lu d in g  b u t  not l im ited  to 
d i s c o u n t in g  notes and o th e r  o b l ig a t io n s ,  g ua ran te e s , c o l la te ra l cus­
tody , o r p a r t ic ip a t io n  w i th  o th e r  b anks fo r  coope ra t ive s and  com 
m e rc ia l  b an k s  o r o the r  f in a n c ia l  in s t i t u t io n s  in lo am  to e l ig ib le  co
op e ra t iv e s ,  u n de r  su ch  te rm s and cond i t ion s as m ay  be determine
to be fe a s ib le  by the boa rd  o f  d i r e c to r s  o f each bank  fo r  cooper*1 
l i v e s  u n d e r  r e g u la t io n s  o f the Fa rm  C red i t  A dm in is t r a t io n .  Sue 
r e g u la t io n s  may in c lu d e  p ro v is io n s  fo r  a vo id in g  d up l ic a t io n  bo tw u

4*16
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’. i f  book va lue  not exceed- 
a s the boa rd  m ay  deter- 

m in i s t r a t io n  w i th  due  re- 
howcvcr, T h a t  a l l e qu i t ie s  
v i th  re sp ec t to 1971 and 
g b a s i s  acc j r d i n g  to the 
lu i t ie s  b e in g  f i r s t  r e t i r e d ,  

not be c a l le d  o r r e t i r e d  
sen tence o f  th i s  p ro v iso

5 S ta t .  604.

tide Cun«. nnd Adm.News, p.

» in  l ie u  o f  s t o c k
i r ized  u nde r  the law s  o f 

md h Id s to ck  in a b an k  
ny re q u i r em en t  fo r  s to ck  
a or have on depos it  in a 
I  the am oun t o f  the loan 
o f the bo rrow e r , a sum  
ic ia t ion  w ou ld  o th e rw ise  
k o f the ban k s  fo r  coop- 

g u u ra n ty  fu n d  equiva- 
q u i v a le n t  and  tne  bunk 
m d  o b l ig a t io n s  w i th  re- 
ls so c ia te d  w i th  the c la s s

i S ta t . 604.

■In O.icur. olid Adrf .Nttwii. p.

to make lo ans and com- 
< and to ex tend  to them  
u d in g  b u t  not l im i t e d  to 
i ran tee s , c o l la te r a l  cus- 
coope ra t ive s  and  com- 

; in loans to e l ig ib le  co- 
i as may be d e te rm in ed  
each bank fo r  coopera- 
A dm in is t r a t io n ,  S uch  

ing d up l ic a t io n  be tween

the C en tra l B ank  an<’ d i s t r i c t  b an k s  fo r  coopera t ive s . E a ch  bank  
may own and lease, or ’.ease w i th  option to purchase, to stockho lders 
e l ig ib le  to bo rrow  f r o n  th e  b an k  e qu ipm en t needed in the  ope ra t ion s 
of the  s tockho lde r .
Pub .L . 92-181, T i t l e  I I I .  § 3.7, Dec. 10,1971, 85 S ta t .  605.

Historical Note
L e c tn ln ttv a  H is to ry , F o r le g ls ln t lv c  1071 U .S .C ido  Cong. an1 A 'tra .N ewn , p. 

h is to r y  :md p u rp o se  at P u b .L . 0Z-1S1, see 2001.

§ 2 1 2 9 .  Eligibility
Any  a sso c ia t io n  o f  fa rm e r s ,  p roduce rs ,  or ha rve s t . . . . s  o f a q u a t i c  

p roduc ts , o r  any  fe d e ra t io n  o f su ch  a s so c ia t io n s , w h ich  is opera ted  
on a coopera t ive  b a s i s ,  and  has th e  powers fo r  p rocess ing , p rep a r in g  
fo r  m a rke t ,  h a n d l in g ,  or m a rk e t in g  fa rm  or a q u a t ic  p ro d u c t s ;  o r  fo r  
p u rch a s in g ,  te s t in g ,  g r a d in g ,  p ro ces s in g , d i s t r i b u t in g ,  o r f u r n i s h in g  
fa rm  or a q u a t i c  su p p l ie s  or f u r n i s h in g  fa rm  bu s in e s s  s e r v i c e s  or 
se r v ic e s  to e l i g ib le  coope ra t ive s and con fo rm s to e i th e r  o f the two 
fo l low ing requ irem en ts :

(a) no member of the a s so c ia t io n  is a l low ed  more than one 
vote because  o f  the am oun t o f s tock  or membersh ip  c a p i t a l  he 
may own th e re in :  or

(b) does no t pay d iv id e n d s  on s to ck  or m embersh ip  c a p i ta l  in 
excess o f  su ch  per cen tum  per annum  as may bo app roved  u n d e r  
re g u la t io n s  o f  the F a rm  C re d i t  A dm in i s t r a t io n ;  and  in an y  
case

(c) does not dea l in f a rm  p roduc ts  or a q u a t ic  p roduc t s ,  or 
p roduc ts  p rocessed th e re f rom , fa rm  or a q u a t i c  su pp l ie s , o r fa rm  
b u s in e s s  s e r v i c e s  w i th  or lo r  nonmembe.’s in an amoun t g re a te r  
in v a lu e  than the to ta l am oun t of su ch  b u s in e s s  t r a n s a c te d  by i t  
w i th  o r  fo r  members , e x c lu d in g  from  the to ta l o f member and  
nonmember b u s in e s s  t r a n s a c t io n s  w i th  the Un ited  S ta te s  o r an y

‘ * agency  or i n s t r um e n ta l i t y  th e reo f  o r  se r v ic e s  or su p p l ie s  f u r ­
n ished  as a p ub l ic  u t i l i t y ;  and

(d) a p e rcen tage  o f  the v o t in g  con tro l o f the a s so c ia t io n  not 
'* leas th an  80 p e r c c . i tum  (70 per cen tum  in the case  o f r u r a l

e le c t r ic ,  te lephone , and p u b l i c  u t i l i t y  coope ra t iv e s ) ,  or su ch  
h ighe r  p e rcen tage  as e s ta b l i s h e d  by  the d i s t r i c t  boa rd  is he ld  by 
fa rm e rs ,  p roduce rs  o r h a r v e s te r s  o f a q u a t ic  p roduc ts , or e l i g i b le  
coopera t ive  a s so c ia t io n s  as d e f in ed  h e re in ;

sh a l l  be e l ig ib le  to bo rrow  from  a bank  fo r  cooperat ives .
Pub .L , 02-181, T i t l e  I I I .  S 3.S. Dec. 10, 1971, 85 S ta t 605; Pub .L . 
94-184. S 1(a). Dee. 31. 1975, 89 S ta t .  1060.
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Harve H. Phipps, Jr., General Counsel

ELIGIBILITY OF ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK (ACFAB)

On March 27, 1973, I 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 be eligible to borrow from the BC.

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

The legislation was enacted into law as Chapter No. 159, Laws of Alaska 

for 1978. Under this law, the lending pi .-;r of the bank was expanded to 

include processors and marketers. Secticv. 44.55.210(1), which sets out 

the bank's lending authority, now reads as follows:

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

(1) make variable rate or fixed rate loans to individuals 
who are residents and who are engaged in commercial 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, only if 
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;"

ACFAB has been incorporated as a cooperati/e bank under the provisions of 

AS 10.15.005-600, Alaska Cooperative Corporc on Act. Copies of the bank's 
Articles and Bylaws are attached for reference.

ACFAB provides for its members a business service which is eligible for 

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

1. Memoers have one vote each (Article IV, Section 2).

2. Dividends are restricted to ten percent (Article IV, Sections 2 
and 3).
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3. All business is membership business (Article III, 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. I 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 b a n k’s lending authority, lowever, I do not think 
this is the case where ACFAB is 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 Cooperat ives
A G R I C U L T U R A L  cooperation is a method of doing business. An 

agr icu ltu ra l cooperative is a business organization, u sua l ly  incorpo­
rated, owned and contro lled by member ag r icu l tu ra l producers, which 
operates foi the mu tua l benefit of its members or stockholders, as producers 
or patrons, on a  cost basis a fter a l low ing for the expenses of operation and 
maintenance and any other authorized deductions for expansion and 

\neces5ary reserves.1
The princip le of do ing business on a  “ cost basis” involves these concepts: 

( I )  that the contract between a properly organized cooperative and  its 
patrons vests the excess between its receipts and expenditures du r in g  an 
accounting period in its patrons, and (2) that, accord ing ly , a cooperative, 
as a legal entity , cannot have entrepreneur profit as respects any excess 
which is covered by such contract. T h is  is in contrast to the status o f this 
excess in the usua l business corporation. The re  it is sub jec t to the contro l 
of management as to its disposition a fte r it has accrued , and hence is c lear ly  
a profit to the corpoiation, Accord ing ly , the present tendency in coop­
erative circles is not to use the term "profit'' to describe this excess in a 
cooperative, bu t to use such terms as "net marg ins” or "ne t sav ings.” 
A lthough a conscious e f.a r t has been made v recognize this tre i.d in te rm ­
inology in -his revision, it ias also necessary to accept the fac t th it many 
courts and writers have not recognized this d is t inct ion. Accord ing ly , the 
reader w i l l f ind frequent use of the word "p ro f i t"  in quoted mater ia l , or 
even a trie text where that was considered necessary to present properly 
a cou r t ’s ho ld ing in a par t icu la r  case.

I t  should be kept in m ind that a market ing or farm supply association of 
farmers is a capita l is t ic  business organization for the f inancia l advan tage 
of its member-patrons. Few, if any, associations wou ld  be formed if it 
were not believed that they wou ld  operate to the f inancia l advantage of 
their members. Associations are formed for the same reasons as other 
business enterprises, In  a cooperative, however, the financia l benefits 
accrue to the patrons, while in the usual commerc ia l enterprise they accrue 
to those who have invested their money in the business,

I t  should not he assumed that it is unnecessary for a cooperative to have 
money, a lthough the amount o f r  nnev necessary for a g iven association 
depends upon the character of i’s business and the scope of its plans. W o rk ­
ing capita l and adequate financia l resources are as essential for a ooperativc 
as they are for any other commercia l concern.3

In  tcspect to a cooperative, producers mav be shareholders or members, 
patrons, or investors. The  patron relatioi ship may create the legal re la­
tionships of cred ito r or debtor.

‘ Evans, Frank, and Stokdyk, E. A. ti.e  law  ok a g ricu ltu ra l cooperative 
marketing. 6-10 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. See p. 3

Evans and Stokdyk, supra n. I , at 163.



S U M M A R Y  OF A  BI LL C O N C E R N I N G  T H E  
A L A S K A  C O M M E R C I A L  F I S H I N G  A N D  A G R I C U L T U R E  B A N K  

A N D  R E L A T I N G  TO THE R E L A T I O N S H I P  OF THE B A N K  W I T H  T H E  STATE

By F r a n k  Homan, Member, Board of D i r e c t o r s

The Bill n o w  b e f o r e  the L e g i s l a t u r e  as SB 388, is designed 

to m a k e  clear w h a t  m a n y  b e l i e v e  to be the intent of the original 

drafters of the l e g i s l a t i o n  w h i c h  c r e ated the A l a s k a  C o mmercial 

F i shing and A g r i c u l t u r e  B a n k  ("CFAB") i.e., that CFAB was i n­

tended to exist as a private, c ooper ative c o r p o r a t i o n  w h i l e  

filling a c r u c i a l  n e e d  of the State in m a k i n g  capital a v a i lable 

to commercial  f i s h e r m e n  and farmers, there by a s s i s t i n g  w i t h  the* 

de velopment  of f i s h i n g  and agriculture in the state.

U n f o r t u n a t e l y ,  the founders of CFAB a p p a r e n t l y  also h o p e d  

to create an e n t i t y  w i t h  the abi lity to r aise capita l by i s­

suing tax-ex empt bonds. Thus, they include ma ny features in 

what is n o w  AS 4 4.81 w h i c h  are common and e s s e n t i a l  to l e g i s­

lative acts w h i c h  create a uth orities of the State w h i c h  are 

designed to rais'* capital in the tax-exempt market. A m o n g  such 

a uthorities  in A l a s k a  the A l a s k a  Industrial D e v e l o p m e n t

Authority, A l a s k a  M u n i c i p a l  Bond Bank, the A l a s k a  H o u s i n g  

Finance  C o r p o r a t i o n  and the A l a s k a  Power Autho rity. The effect 

of such "bondin g" l a n gu age has been c o n f us ion as to the status 

of CFAB. Is it an i n s t r u m e n t a l i t y  cf the State or a p r i v a t e  

cooperative i n s t i t u t i o n ?  R ecent events i ndicate that the 

d i sti nction s h o u l d  n o w  be m a d e  clear.

In any event, the State has n e v e r  had the form of control 

over CFAB so that CFAB could be con sidered a " c o n s t i t u t e d



a u t h o r i t y "  as r e q u i r e d  by S e c t i o n  103 of the Internal Revenue 

Code and the T r e a s u r y  R e g u l a t i o n s  t h e r e u n d e r  for the issuance 

of t a x - e x e m p t  bonds. L i t t l e  is, t h e r e f o r e ,  lost b y  removal of 

the l a n gu age in AS 44.81 i n t e n d e d  to a s s i s t  the sale of CFAB 

bonds. This Bill, of course, r e t a i n s  all of CFAB's a b ili ty to 

r a i s e  capital by c o n t r a c t i n g  o t h e r  types of debt.

A sect ion b y  secti on s u m m a r y  of the p r o p o s e d  l e gis lation 

f o l l o w s :

S e c t i o n  1 of the Bill m a k e s  it c l e a r  that CFAB serves a

p u b l i c  p u r p o s e  (filling an u n m e t  n e e d  in the state by p r o v i d i n g
*

capital t:o cor;': >*cial f i s h e r m e n  and f a r m e r s  so that Alaska's 

f i s h i n g  and a g r i c u l t u r e  i n d u s t r i e s  m a y  d e v e lop), w h i l e  r e m ovin g 

l a n g u a g e  from A S  44.81. 0 1 0 ( a )  w h i c h  s e e m s  to indica te that CFAB 

is some k i n d  of an i n s t r u m e n t a l i t y  of the State. L a n g u a g e  

added to A S  4 4 . 8 1 . 0 1 0 ( a )  also m a k e s  it c l e a r  that C F A B  is not: 

e n g a g e d  in " b a n k i n g "  as c o n t e m p l a t e d  b y  the A l a s k a  P a n k i n g  Code, 

as it seems clear that t lie L e g i s l a t u r e  i n t e n d e d  that CFAB serve 

a d i f f e r e n t  f u n c t i o n  than that of the commercial, b a n k s  in the 

state. R e g u l a t i o n  u n d e r  the A l a s k a  B a n k i n g  Code w o u l d  be 

i n a p p r o p r i a t e .

S e ction 2 lnrif i e s  I he status of e m p l o y e e s  of CFAB. They 

are not employee; of the State, but it does seem desirable, as 

w i t h  e m p l o y e e s  of m a n y  political s u b d i v i s i o n s  of the State, 

that C F A B  e m p l o y e e s  be a l l o w e d  to a v a i l  t h e m s e l v e s  of m e m b e r­

ship in the P u b l i c  E m p l o y e e s  R e t i r e m e n t  S y s t e m  and Ufa s u p p l e­

m e n t a r y  e m p l o y e e  b e n e f i t s  rn w i t h d r a w a l  f r o m  social  security 

(to the e xten t that they m a y  be e l i g i b l e  fo r the latter program).



Section 3 m a k e s  c e r t a i n  that m e m b e r s  of the C FAB B o a r d  of 

D i r e ctors c o n tinue to b e  e l i g i b l e  for p e r  diem and travel 

a l l o w a n c e s .

Section 4 of the Bill a m e n d s  A S  44.8'.. .160, P l e d g e  of the 

State, by r e m o v i n g  . n u m b e r  of r e f e r e n c e s  to bonds and h o l d e r s  

of bonds, w h i l e  r e g a i n i n g  the S t a t e ' s  p l e d g e  to other c r e d i t o r s  

cf CFAB that it w i l l  n o t  take an a c t i o n  w h i c h  m i g h t  be con- 

.■'dered to j e o p a r d i z e  the terms of a CF AB contract w i t h  that 

c r e d i t o r .

Section 5 of t:ie p r o p o s e d  B i l 1 conta i n s  two h o u s e k e e p i n g  

m a t t e r s  w h i c h  are ne t n e c e s s a r i l y  connect*. with  the p u r p o s e s  

of the other a m e n d m e n t s  p r o p o s e d  in the Bill. - ° first of 

these is a c hange in t e r m i n o l o g y  from  " s h a r e h o l d e r s "  to " m e m b e r s "  

w h i c h  was o v e r l o o k e d  in l e g i s l a t i o n  p a s s e d  by the S e c o n d  S e s­

sion of the E l e v e n t h  l e g i s l a t u r e .  The second change is an 

attempt to c l a r i f y  the i n f o r m a t i o n  w h i c h  the L e g i s l a t u r e  e x ­

pects will be c o n t a i n e d  in the ar.r.v.ctl report of ('FAB. This 

change has b e e n  s u g g e s t e d  by, a m o n g  others, CFAB's i n d e p e n d e n t  

o u t side audi t o r s  and as p r o p o s e d  uses language  more a p p r o p r i a t e  

id CFAB's activiti es.

Section 6  p r o v i d e s  for c o n f i d e n t i a l i t y  of C FAB 's r e c o r d s  

w h i l e  a l l o w i n g  for n e c e s s a r y  d i s c l o s u r e s  to various a g e n c i e s  

and g o v e r n m e n t  g r oup s. It a l s o  p r o v i d e s  for an audit of CFAB 

by the b a n k  e x a m i n e r s .  T h i s  is d e s i g n e d  to p r o vide for a udit 

o v e r s i g h t  at the S t a t e  level.



Section 7 adds l e g i s l a t i v e  f i n din gs n e c e s s a r y  to e s t a b l i s h

ient and l e g i s l a t i v e  h i s tory.

Section 8  r e p e a l s  the s e v e r a l  s e c t i o n s  l i sted below:

A S  4 4 . 8 1 . OSG w h i c h  c l a s s i f i e d  C F A B  e m p l o y e e s  in the 
exempt service.

AS 4 4.81.12 0, A S  4 4 . 8 1 . 1 3 0 ,  AS 4 4.81.140, AS 4 4 . 8 1 . 1 5 0  
w h i c h  d e t a i l e d  the sale of t a x - e x e m p t  bonds.

AS 44.81 . 1 7 0 ,  A S  4 4 . 8 1 . 1 8 0  w h i c h  c l a s s i f i e d  C F A B  as exempt 
from t a x a t i o n  and a l l o w s  state a g e n c i e s  to p u r c h a s e  CFAB 

b o n d s .

AS 4 4 . 8 1 . 2 2 0  w h i c h  p r o v i d e d  that a f t e r  r e p a y m e n t  to the 
State C F A B  w o u l d  r e v e r t  to the c o o p e r a t i v e  stat utes. R e­
moval of t'-'at will a l l o w  C F A B  to c o n t i n u e  to o p e r a t e  u n d e r  
this s t a t u r e .
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2'i50 Di’nnli Sircoi. Suiic 17 
P.O. Box 4-2070 
Ancliorufte, Alusku 99309 
(907)276-2007

SNA 90 B
Homer. Alu.sku 9%03 
(907) 235-H234

Roscleen "Snooks" M o o r e  

Chairman

April 30, 1981

Ho n o r a b l e  Bettye F a h r e n k a m p  
C h a irman
Senate Re sources C o m m ittee  
Pouch V
Juneau, A l aska 99811

Dear Senator Fahrenkamp:

In an effort to p r ovide  additional info r m a t i o n  p e r­
taining to the various questions raised by m e mbers of the 
Senate Resources Committee, I submit the following:

Al l o c a t i o n  of Income

Attac h e d  is a copy of Mr. Ander s o n ' s  c o r r e s p o n d e n c e  of 
March 23, 1981 e x p l a i n i n g  CFAB's d e c i s i o n  to declare a
qualif ied w r i t t e n  n o t i c e  of allocation. We have also i n c l u­
ded informa tion provided the Board of D i r e c t o r s  by the 
Bank's a cco untants e x p l a i n i n g  the a v a i labl e options.

A ffirmative  A ct ion P r ogram

Alaska C om mercial F i s h i n g  and A g r i c u l t u r e  Bank has not 
adopted a formal affi rm a t i v e  action p r o g r a m  as we have been 
advised by counsel that a r e v iew of the r egulations  i n d i­
cates that our c o o p e r a t i v e  does noi require a formal, 
pi*cdcfincd p r o g r a m  The Board of D i r e ct ors and Manag e m e n t  
of CFAB are very c oncerned about equal e mployment o p p o r t u­
nity and make e'ery effort to hire the most qualifi ed 
applicant; and to that end published the att ached Equal 
E mployment O p p o r t u n i t y  statement in M arch 1980.

Loans to CFAB D i r e c tors

As a part of the normal o p e r a t i o n  of a cooperative, 
elected members of the board of directors must be borrowers 
from the cooperative. T here was initial c o ncern expressed 
by the Directors of CFAB that loan requests submitted by 
Board members should receive the same s c r utiny as a p p l i c a­
tions from non-bo ard m e m bers and, therefore, established 
the internal o p e r a t i n g  policy that requires  that all appli-

■
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A p r i l  30,  1981
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cations received from Board membois must be s ubmi t t e d  to 
the Spokane Bank for C o o p e r a t i v e s  for their indep e n d e n t
evaluati on and approval prior to CFAB's funding.

Current A c t i v i t y  Report

We are i n c l udi ng a current a c t i v i t y  report in an
effort to biing you u p - t o - d a t e  on our progress in pr oviding 
loan funds to our members.

• i1 1trust that tlie foreg o i n g  inform a t i o n  and a t t a c h m e n t s
will help to answer your concerns.

Sincerely,

R o s e l e e n  (Snooks) Mo ore 
Chairma n

sd

Attachments



SENT TO GOVERNOR AND ALL MEMBERS OF STATE LEGLISLATURE

M a r c h  23, 1981

Re Dividend Payments to CFAB Members

The Commercial F i s h i n g  and Agric ulture Bank has d e c l a r e d  
patronage divid e n d s  to its members for fiscal 1980. It 
is the stated intent of the Board of D i r e cto rs of CFAB to 
retain tl m a x i m u m  level of earnings for use to retire 
the State's investment in the cooperative. D e c l a r a t i o n  of 
patronage d i v i dends and the payment of 2 0  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 div idends to its members. To be q u a l i­
fied, 20 percent of the dividend must be in 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 d e c l a r i n g  $ 1 2 0 , 0 0 0  
in qualified p a t r onage dividends, that tax is reduced to 
$3,A 00 and $2A , 000 is distributed Lo members. CFAB's o u t­
lay is reduced from $35,000 to $27,400 and our m e mber s 
receive $24,000 that would have otherwise gone to the Federal 
g o v e r n m e n t .

We wanted you to know of the reasons for and imp lications 
of those d i v i dends  rather than hear of them "on the street" 
and feel that CFAB was paying out funds w h i c h  should have 
gone toward retirement of the State's stock.

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

S i n c e r o l y ,



ALASKA COMMERCIAL FISHING AND

A G R I C U L T U R E  B A NK 

M E M O R A N D U M  ON THE I N C O M E  T A X  

C O N S E Q U E N C E S  OF PATRO N A G E  DIVI DENDS

What: are P a t r o n a g e  D i v i d e n d s ?

T h e  c o ncept  b e h i n d  cooper a t i v e  t a x a t i o n  is that the c o o p e r a­
tive is o r g a n i s e d  e x c l u s i v e l y  for the b e n e f i t  of its patrons.
Any e a r nings of the c o o p e r a t i v e  from d o i n g  b usiness w i t h  its 
patrons are a l l o c a t e d  or paid to the patrons, thus r e d u c i n g  the 
p a t r o n s 1 cost of doing b u s iness w i t h  the cooperative.

C FAB's earnings are allocated to its patrons, and CFAB, as 
all cooperatives, is allowed to reduce its taxable income by the 
amount o f  earnings p a i d  or allocated to patrons. These payments 
0 1 * allo c a t i o n s  are p a t r o n a g e  dividends. T h e  patrons include their 
share o f  CFAB earnings, paid or a l l o cated as p a t r o n a g e  dividends,
in their individual tax returns.

P a t r o n a g e  d i v i d e n d s  relate solely to earnings from business 
done w i t h  or for patrons. Payme nts to patrons that do not r e late
to p a t r o n a g e  ea rnings or, that are <iot p r o p o r t i o n a l  to the
quantit y or v a l u e  of b u s i n e s s  done w i t h  patrons arc not p a t r o n a g e  
d i v i d e n d s .

F o r m s  of P a y m e n t  of Patronage D i v i d e n d s

Generally, p a t r o n a g e  div idends are p aid in m o n e y  or w r i t t e n  
notices of allocation.

W h e n  are P a t r o n a g e  Dividends D e d u c t i b l e  by the C o o p e r a t i v e ?

P a L r o n a g c  d i v i d e n d s  paid in m c n e y  are d e d u c t i b l e  currently 
if paid w i t h i n  the "payment  period" (see b e l o w ) .

P a t r o n a g e  d i v i d e n d s  paid in the form of w r i t t e n  notices 
of a l l o c a t i o n  are d e d u c t i b l e  currently, only i.f such notices 
are "Qualifi ed" and issued w i t h i n  the p a y m e n t  period.

A w r i t t e n  n o t i c e  of a l l o c a t i o n  m u s t  m e e t  two tests to be 
"Qualified": at least 20% of the p a t r o n a g e  dividend amount is
paid in m o n e y  and the p a t r o n  consents to includin g the balance 
not paid in m o n e y  (i.e., the written n o t i c e  of allocation) in 
his individual income.



C F A B  has a l r ea dy o b t a i n e d  consent of the patrons through 
its bylav;s, therefore, it need only m e e t  the 20% test. For 
example, if a p a t r o n a g e  dividend of $50 is paid, $10 in cash 
and the r e m a i n i n g  $40 in a w r itten n o t i c e  of allocation, then 
the w r i t t e n  notice of allocat ion w o u l d  be "Qualified", and 
the e nti re $50 w o u l d  be deductible by CFAB and i n c l u d i b l e  in 
the patro n ' s  income. T h e  patron w o u l d  r e port no income w h e n  
CFAB r e deems the $40 q u a l i f i e d  w r i t t e n  n otice  of a l l o c a t i o n  at 
a later date.

A n y  w r i t t e n  n o t i c e s  of alloca t i o n  w hich do not m e e t  the 
above two tests w o u l d  be " N o n - Q u a l i f i e d ." T h e y  w o u l d  be d e d u c­
tible by CFAB and i ncl udible in the patrons' income only in the 
year redeemed.

P a y m e n t  P e riod for Patronage D i v i dends

A  c o o p e r a t i v e  mus t file a tax r e t u r n  and pay p a t r o n a g e  
divide nds by the 15th day of the ninth m o n t h  f o l l o w i n g  the close 
of its taxable year. CFAB's 1980 tax r e t u r n  is due not later 
than S e p t e m b e r  15, 1981. It must also  issue p a t r o n a g e  d i v i d e n d s  
by S e p t e m b e r  15, 1981 to be ded uc t i b l e  on its 1980 tax return.

Income to P a trons

P a t r o n s  m u s t  inc lude patronage d i v i d e n d s  of m o n e y  and 
q u a l i f i e d  w r i t t e n  n o tices of allo c a t i o n  in their income for the 
taxable year in w h i c h  they are received. A  r.on-qualified w r i t t e n  
notice of a l l o c a t i o n  (CFAB did not p a y  at least 207. of the 
patrona ’,e d i v i d e n d  in money) is included in income the year 
the p a t r o n  redeems it.

Tax A d v a n t a g e of Q u a l i f  ied W ri. I ten N o t ices of AT l o c a t: j on

T h e  benefit of. issuing patronage divid e n d s  using q u a l i f i e d  
w r i t t e n  notices of a l l o c a t i o n  is that CFAB need only pay 20% of 
the p a t r o n a g e  d i v i dend amount in cash to get a 100% d e d u c t i o n  on 
its tax return. W h e n e v e r  the income tax rate exceeds 20% it 
will r e q u i r e  less cash to pay the p a t r o n a g e  di vidends than to 
pay the income tax. Generally, this w i l l  be true for any taxable 
income in excess of $50,000, unless i n v e s t m e n t  tax credits are 
s i g n i f i c a n t .

C F A B  earned s i g n i f i c a n t  investment tax credits in 1980, and 
can a b sorb taxable income in excess of $50,000, as i n d i cated on 
the a t t a c h e d  schedule. The optimum p a t r o n a g e  dividend for 1980 
is $ 120, 0 0 0  - $24,000 in cash and $96,000 in q u a l i f i e d  w r i t t e n  
notices of allocation. This results in the lowest total cash 
outlay for p a t r o n a g e  divi dends and income taxes.



ALASKA COMMERCIAL FISHING AND AGRICULTURE HANK

1901 CASH FLOW ANALYSIS COMBIUING 

PATRONAGE DIVIDENDS AND INCOME TA7

1980 taxable income 
before patronage

dividends $198,000 $198,000

Patronage dividend 

deduction None 120,000

Income subject to tax $198,000 $ 78,000

Tax payable $ 35,000 $ 3,400

Add back 207. cash 

payment requirement 
Cor qualified written 

notices of allocation None 2A,000

Total car.b expenditure $ 85,000 $ 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, A h  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 I 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." I 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 is prompted by my conern that, if thei-c 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 Dcnnli Siroet, Suite 1201 
P.O. 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 o£ the office and I 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 11. Schmidt

Senior Vice President, Administration

CHS:pi

A hiskn CommercialFishinj} oiu! Agricu lture



E Q U A L  E M P L O Y M E N T  O P P O R T U N I T Y

A t  A L A S K A  C O M M E R C I A L  F I S H I N G  A N D  A G R I C U L T U R E  B A N K ,  w e  a r e  

c o m m i t t e d  t o  t h e  g o a l  o f  p r o v i d i n g  e q u a l  j o b  o p p o r t u n i t y  

t o  a p p l i c a n t s  a n d  e m p l o y e e s  r e g a r d l e s s  o f  t h e i r  r a c e ,  

r e l i g i o n ,  n a t i o n a l  o r i g i n ,  a g e ,  s e x ,  c r e e d ,  h a n d i c a p ,  

o r  m a r i t a l  s t a t u s .  S t a f f  m e m b e r s '  a r e  j u d g e d  b y  t h e  w o r k  

a c t u a l l y  p e r f o r m e d .  M a n a g e m e n t  i s  c h a r g e d  w i t h  t h e  

r e s p o n s i b i l i t y  o f  p r o v i d i n g  a  w o r k  e n v i r o n m e n t  w h e r e  

i n d i v i d u a l s  c a n  a c h i e v e  t h e i r  f u l l  p o t e n t i a l  w i t h i n  t h e  

B a n k .

P r e s i d e n t



A L A S K A  C O M M E R C I A L  F I S H I N G  A N D  A G R I C U L T U R E  B A N K  

A c t i v i t y  R e p o r t :  A p r i l  2, 19 8 0  t h r o u g h  A p r i l  30, 1981

D O L L A R  A M O U N T  O F  L O A N  A D V A N C E S  M A D E  S I N C E  A P R I L  2, 1980:

$ 6 3 , 5 3 5 , 5 9 4

O U T S T A N D I N G  A P P R O V E D  L O A N  C O M M I T M E N T S  AS O F  A P R I L  29, 1981: 
( A V A I L A B L E  F O R  F U N D I N G )

N U M B E R  A N D  T O T A L  D O L L A R  V A L U E  OF  L O A N  A P P L I C A T I O N S  IN 
P R O C E S S  AS O F  A P R I L  27, 1981:

N u m b e r

56 $ 3 3 , 7 4 1 , 0 1 3

A m o u n t

N u m b e r

114 $ 3 4 , 6 0 1 , 2 0 3

A m o u n t

M E M B E R S H I P  A N D  S T O C K  HOI,DINGS AS O F  A P R I L  30, 1981: (DOES 
N O T  I N C L U D E  S T A T E  OF A L A S K A  C L A S S  C STOCK)

N u m b e r  of m e m b e r s
N u m b e r  of b o r r o w i n g  m e m b e r s
S t o c k  h e l d  by c u r r e n t  m e m b e r s :

178
165

C l a s s  A ( M e m b e r s h i p  St o c k ' $ 1 6 , 7 7 0
2 , 4 8 9 , 1 0 0C l a s s  B ( P a r t i c i p a t i o n  Stock)

C U R R E N T  L O A N S  O U T S T A N D I N G  AS O F  A P R I L  30, 1981:

N u m b e r

169 $2 7 ,9 2 5 ,3 2 3

A m o u n t
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SB 388
R E Q U E S T
Bil l/Reso lut ion N o . ._______________________
T id e  An A c t  R e l a t i n g  t o  th e  

Requested b v  ._____________________________ .D a t a  4 / 7 / 8 1

11. F I S C A L  D E T A I L
Agency Affected  D epartm en t ,  n f  fnmmprr p & E c o n o m ic  D e v e l o pment_______________________________________

Program C ategory  Affected P u b l i c  P r o t e c t i o n ________________________________________________________________________
B R U ,  Program, or Subprogram(s)  Affected f i n a n c i a l  I n s t i t u t i o n s____________________________________________
(Note: I f  more than one budget component is affected, separate linc- i lcm  am ounts  and funding for each 

component in Die analysis section.)

E X P E N D I T U R E S  (Thou sands o f  Dollars)

F Y  8 1 F Y  0 2 F Y  8 3 F Y  8 4 —̂ C
O * n

I

| . F Y  8 0

100 P F R S O N A l .  S E R V I C E S

701) T R A V E L

300  C O N T R A C T U A I

4 0 0  C O M M O D I T I E S

500  E O U I P M F N T
600 L A N D  .5: S T R U C T U R E S

700 G R A N T S .  C L A I M S .  E T C .

T O T A L
- 0 - - 0 - - 0 - - 0 - 0 , - 1 -

F U N D I N G  (Thousands o f  Dollars)

GliNERAI FUND
F E D E R A L  F U N D S

O T H E R  (Spec ify  Fund Source)

P O S IT I O N S

F U L L  T I M E
P A R T  I IMF.

T E M P O R A R Y

i i i .  A N A L Y S I S  (See F :se. I Note Preparation Instructions, Section I I I )

IV .  D A T E  4 /  7 7  f i l . P R E P A R E D  B Y  W jl  1 i s _ F . J M r k p f l t r i c k . D i r e c t .o r  o f _ B a n k . i j i r
A G E N C Y  Dop t .  o f  Commerce ft E c o n o m ic  Dovo lo p u len t-  

P H O N E    4 6 8 - 2 8 2)Original: leg islative F inance  
cc :  lludi'.et and Management

P i im c Sponsor (First Legislator N am ed)

33 001 (Rev. 12/00
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