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2550 Denali Street. Suite 1201
P.O. Box 4-2070

Anchorage, Alaska 99509-2070
(907) 276-2007

February 18, 1986

Mr. John Hartl<2_

Office of Representative Sund
Alaska State Legislature

Box V (M.S. 3100)

Juneau, Alaska 99811

Dear John.

For you information, 1 am enclosing copies of a couple

pieces prepared for Senator Zharoff"s office 1iIn connection
SB 410. They are also pertinent to HB 579.

I will be <calling within the next few days to visit
regard to HB 579. Thanks for your interest.

Very truly yours.

Edward E. Crane
President

EEC:1028YV
Enclosures

Alaska CommercialFishing andAgriculture Bank
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with

with
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Alaska Commercial Fishing and Agriculture Bank (CFAB) was created 1in 1978 by
the Alaska State Legislature. Its purpose 1is to provide a source of credit
to the Alaska fishing and agriculture industries, with emphasis on the
development and broadening of those industries.

CFAB is structured under its statute as a cooperative. A cooperative 1is a
corporation whose stockholders and customers are the same individuals or
entities. A cooperative is subject to the same business and financial

considerations as any other corporation.

The State of Alaska provided an initial capital base to CFAB through the
purchase of stock; the State presently owns $31.8 million of such stock.
CFAB"s statute requires that the State stock be repurchased within 20 years
from the original investment (19805.

CFAB has no organic, structural, operational, or financial relationship with
the State except for the capital investment and that two of CFAB ™ seven

directors are appointed by the Governor.

CFAB"s lending ability is not limited to the amount of the State"s

investment. CFAB borrows additional funds at "market" rates and terms,
pledging its loans and other assets as security. It re-lends those funds to
its borrower/owners at rates sufficient to cover its own interest costs, its
operating expenses, and to generate capital through earnings. CFAB"s

outstanding loans to Alaska fishermen and farmers reached a year-end peak of
nearly $104 million at December 31, 1983, and had other assets of about $19
million; a total nearly $91 million greaterthan the State®s investment.

CFAB®"s borrowers become owners through a purchase of stock at the time of
borrowing and through paymentof interest at a level high enough to create
retained earnings.

Under 1its statute, CFAR may lend money only to those individuals who are tona
fide residents of Alaska. There appears to be no sound and reasonable
argument against that limitation.

A vast majority of CFAB"s loans are to individual fishermen (about 80 to 85
percent by number); most of them are to finance a vessel and/or are secured
by a lien on a vessel. This appears to be CFAB"s most "natural™ market and
the credit void which CFAB was most intended to fill.

Compared to almost any other type of commercial lending, financing fishing
vessels is extremely cumbersome and costly. Alaska geography adds
considerable costs. Those factors, in addition to the dangerous
concentration of risk, make it extremely difficult for CFAB to maintain a
focus on that market withoutcharging interest vrates which are unusually
burdensome to its borrowers.

CFAB has attempted to balance 1its loan portfolio, and to moderate its total
circumstances, through loans to corporations which process seafood and
timber. Those loans tend to be relatively large, but do not require
servicing costs to a comparable degree. They permit basic operating expenses
to be spread over a larger volume of loan dollars, moderating the pressure on
smaller individual borrowers.
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CFAB"s statute provides that it can only finance corporations of which the
majority ownership and control rests with Alaska residents.

A recent survey disclosed that of 22 shorebased Alaska processors having
annual sales in excess of $10 million, 17 are ineligible to borrow from CFAB
by reason of ownership identity. CFAB has, or has had, lending relationships
with four of the five others.

Statutory denial of eligibility by reason of ownership 1is inconsistent with
the facts that these processing corporations own facilities 1in Alaska, pay
local taxes 1in Alaska, provide employment to Alaskans, purchase and add value
to Alaska seafoods, pay fish t-*es to the State of Alaska, provide a
competitive marketing environment for Alaska fishermen, and purchase supplies
and services in Alaska. Interest paid on funds borrowed from CFAB (or any
other Alaska entity) would be an additional and beneficial increment of
Alaska seafoods proceeds within the Alaska economy.

While it 1is clear that the 1978 State Legislature intended to create an
institution to serve Alaska interests exclusively, the requirement that the
state investment be repurchased evidences the intent that CFAB be operated,
and grow, on sound business principles. Removal of the statutory limitation
with regard to shorebased processing corporations 1is consistent with the
first 1intent and greatly enhances the opportunity for Ffulfillment of the
second.

1026V
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BACKGROUND - SPRING. 1985

In late March and throughout the month of April in 1985,
CFAB officers and directors made numerous visits to Juneau to
discuss the institution®s circumstances with Jlegislators and
with administration officials. Those visits, and their
substance, were precipitated by a number of factors:

1) Although CFAB"s year-end audit by an independent
accounting firm (Touche Ross & Company) was not yet
complete, it was known with certainty that there had been a
loss approaching $10.0 million for 1984; that there was an
impairment of stockholders*® equity; that CFAB had become
illiquid, with no cash or other unencumbered liquid assets
available: and that a major portion of the 1loan portfolio -
almost 34 percent (in dollars) of a $94.8 million total -
was in a serious default, or non-earning, status.

2) The «critical imbalance between CFAB®"s projected 1985
income (based on the 1large volume of non-earning Jloans) and
its projected 1985 cash interest expense, and basic
operating expenses, foretold the likelihood of another
significant loss.

3) CFAB and its staff and Board of Directors had been
somewhat traumatized by the relative suddenness and severity
of the circumstances (or the realization of them); its chief
executive officer had resigned in rate February; and it was
being manac =d on an interim basis by an individual who.
although fc 1iliar with the organization and itr pressures,
essentially was an unknown factor.

4) CFAB"s lender, the Spokane Bank for Cooperatives, had
taken increasingly aggressive and obtrusive positions with
CFAB. SBC"s representatives had expressed strong
reservations about CFAB"s ability to overcome its 1immediate
difficulties and had indicated that SBC would accept no
further deterioration in its position. CFAB"s loan
commitments from SBC had been reduced to 30-day increments,
leaving CFAB constantly on the brink of a forced bankruptcy

filing.

The basic thrust of CFAB"s efforts in Juneau was to seek
consideration of an early investment of an additional $10.0 to

$12.0 million of State capital. This was essentially a
"time-buying"” strategy. The funds, 1if invested, would have been
used to reduce CFAB®"s borrowings from SBC. This would have

lowered CFAB®"s interest payment requirement to a level which
could be met by the interest 1income from its own performing

loans and would, it was intended, be accompanied by SBC
agreement that the existing borrowing relationship would not be
disturbed for at Jleast two or three years. Relief from those

pressures would 1in turn permit CFAB to address the liquidation
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or conversion of non-performing loans on rational Dbases and
would also allow the opportunity for internal restructuring and
correctj ons.

CFAB was not successful in obtaining further State
investment. This was "ndoubtedly due in part to the lateness
(relative to the legislative session) of the effort and to the
somewhat wuncoordinated and unprofessional approach, coupled with

the "tight money™ atmosphere in Juneau. Another factor, at
least within the administration, seemed to be that CFAB was an
"orphan"” with no agency or individual charged with
responsibility. In addition, there appeared to be a widespread
lack of understanding as to the origin, nature, structure, and
constituency of CFAB. Yet another burden was the recollection
of some of CFAB"s early flamboyance and excesses and attendant
unfavorable press exposure. Finally, there seemed to be a
perception that the -effort was a thinly-disguised attempt to
"pbail out™ the Spokane Bank for Cooperatives; that was .an
understandable reaction. but it is not supported by the

realities of the legal relationships between the State, SBC. and
CFAB.

SUBSEQUENT EVENTS

Since the Spring of 1985 CFAB"s directors, management, and
staff have attempted to address <each and all of the negative

factors and pressures with >11 available resources. Although
not all objectives have been met, there has been modest
success. Some of the efforts have admittedly been augmented by
fortuitous events and circumstances external to CFAB. The net

effect 1is that CFAB"s condition has today become stabilized to a
degree that exceeds the March 1985 expectations of 1its interim
(now permanent) management.

The corrective efforts and measures have fallen into several
broad categories, as follows;

Liquidation/Conversion/Prevention of Non-Performing Loans

and Other Assets - There has been a major and consistent effort
to rationally and realistically deal with non-performing Jloans
and other non-earning assets on an item-by-itenm,
account-by-account. basis. This has required an extensive

commitment to developing the analytical and communications
skills of 1loan officers, to the control and direction of legal
counsel, and to the education of borrowers. There has been a
similar commitment to the creative and efficient marketing or
other disposition of acquired assets. Finally. and again
through the re-direction of loan officers” attention and
energies, there was in 1985 a successful program of early
attention to delinquencies on performing loans for the purpose
of preventing them from evolving 1into serious problems.
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Reduction of Operating Expenses. and Increases in
Effectiveness - Beginning 1in June 1985, there was a determined
effort to 1identify and eliminate excessive operating expenses
and other barriers to maximum efficiency. In the four vyears
ending December 31, 1984, CFAB"s operating expenses have
averaged $3,227,000 annually. 1984 operating expenses had

totaled $3,260,000; there was $3,288,000 budgeted for 1985. Ar
of May 31. 1985, actual operating expenses for the year to date
had been slightly greater than those budgeted. Management®s
objective was to reduce those expenses to the necessary minimum
for the remainder of 1985 and to position CFAB to enter 1986
with project*” expenses of $1.0 million less than the historical
$3.2 million level.

Financial Restructuring - While the cash flow deficit, the
capital impairment, the excessive debt 1load, and the projected
net income shortfall all represented immediate threats to CFAB"s
existence and required urgent attention, they also carried

severe negative implications for the long ternm. CFAB has a
statutory obligation to repurchase the State"s $31.8 million
investment by the year 2000. CFAB has absolutely no sources of
cash except (1) borrowings. (2) earnings, and (3) 1investment by
owners. Its borrowing capacity had been virtually exhausted in

early 1985; there were no bases on which to credibly project net
cash earnings in the foreseeable future; and there had nwer
been significant <cash investment by owners (other than the
State), nor was there any mechanism in pi j to provide for such
investment. It seem imperative in early 1985 that, assuming
CFAB"s short-term survival, a foundation be 1laid that would over
the 1long term enhance CFAB:s ability to borrow, to earn, and to
attract owner investment.

Business Development - The written vrecord suggests clearly
that a primary consideration 1in the conception and establishment
of CFAB was to provide greater access to credit for “small™®
individual fishermen. While the performance over the ensuing
five years tends to be obscured by the large dollar volumes
associated with fish and timber processing accounts and by the
dramatic impact of misadventures and imprudence, a close
scrutiny of the number and sizes of 1loans results 1in a clear
conclusion that it 1is the body of individual fishermen who have

been best served by CFAB. It is they - eristing individual
borrowers and their non-borrowing peers - who have benefited
most from CFAB®"s existence and who would suffer most severely
were CFAB to be liquidated. Unfortunately, it is a costly
market to serve, it is a market which represents unusual

concentration of nearly uncontrollable risk, and it is a market
of individuals whose ability to respond to financial pressures
is limited. It is on that body of borrowers that the effect of
CFAB"s 1984/1985 circumstances fell most harshly (in the form of
interest rates maintained at a burdenso.ae level.) One of the
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results of that was the flight of better. i.e., more
creditworthy, borrowers to other lenders; this served only to
exacerbate the pressure on remaining borrowers and to further
threaten CFAB"s stability. That trend continued through 1985,

and it became critical to attempt to develop loan programs which
would make CFAB more attractive to existing and potential
borrowers, particularly those who represented stability and good
performance.

1985 RESULTS AND YEAR-END CIRCUMSTANCES

At December 31, 1985, CFAB"s fundamental financial
circumstances were greatly improved over those of a year earlier
or of the Spring of 1985. That 1improvement can be quantifiably
expressed in a number and variety of ways:

1) At December 31, 1984, non-earning loans totaled

$31,979,000; at December 31, 1985. the total was

$15,653,000. While about $3.5 million of the net reduction
was due to charge-offs, the greater portion vresulted from

liquidations and from re-structurings.

2) At December 31, 1984, CFAB had 189 delinquent loans
(including non-earning loans). A year later, the number was
115.

3) During 1985, the book value of acquired assets (which
are also non-earning assets) was reduced from $2,361,000 to

$1.606,000.

4) CFAB began 1935 with $80,574,000 of interest-bearing
debt and cnly $69,110,000 of wearning loans. At year-end
those balances stood at $48,268,000 and $55,312,000
respectively.

5) In contrast to the 1984 1loss of $9,978,000, CFAB in
1985 had net income of $114,000. Most of the $10,092,000
difference can be attributed to the lack of major new credit
losses in 1985. However, another major element was the
effective reduction of operating expense. Although the
reduction effort was not 1initiated until June, and although
certain of the cost-containment actions 1involved relatively
large one-time costs themselves. CFAB concluded 1985 with
operating expenses exactly $400,000 below those budgeted.
CFAB has prepared and 1is committed to a 1986 operating
expense budget approximately $1.0 million below the
historical $3.2 million average.

6) The Spokane Bank for Cooperatives vroutinely examines
and evaluates CFAB"s loan portfolio, which 1is the Dbasic
collateral underlying CFAB"s borrowings from SBC. At
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April 30, 1985, SBC calculated that, by its (SBC*"s)
standards, the <collateral was worth $13,400,000 less than
the borrowings it secured. At year-end, CFAB had reduced
that collateral deficit - measured by the same standards -
to $3,100,000, an improvement of over $10.0 million.

7) The borrowing relationship with SBC has improved 1in
other, less quantifiable, ways. After nearly a year of very
limited commitments. CFAB was able in September 1985 to
negotiate a six-month SBC Jloan commitment. Indications are

that the next commitment, effective April 1, 1986, will also
be for six months or possibly twelve months.

ft*********

As indicated earlier, a critical long-term need for CFAB was
to develop a mechanism and structure to attract owner
investment. Such investment, over a period of time, would -in
turn positively influence CFAB®"s earning prospects and borrowing
ability. During the Jlast half of 1985, with the assistance of
specialized legal <counsel, CFAB developed a new member/borrower
equity investment program. That program, which became effective
January 1, 1986, requires that each new borrower (including
"old"™ borrowers acquiring new loans) purchase a modest amount
- 5 percent of the borrowing - of stock in CFAB. That stock
represents a true equity investment, i.e.. risk capital. While
this new program will have an almost insignificant effect on
CFAB"s <current condition, it does lay the foundation for genuine
rnd long-term capital growth.

Two other significant but unglamorous programs were
developed 1in 1985 and made effective at the beginning of 1986.
Each of them 1is designed to make CFAB financing more attractive
and/or more effective, especially to individual fishermen. One
program in particular will permit CFAB to be more aggressive
and more competitive 1in seeking and retaining more creditworthy
borrowers.

It is" not unreasonable to assert that CFAB has effectively
moved 1itself back from thebrink of imminent disaster and has

diffused the air of crisis which influenced the day-to-day

activities during much of 1985. However, its most difficult

challenges lie ahead of it. The most obvious and most
qguantifiable 1is the statutory requirement that the $31.8 million
State investment be repurchased 1in. or by, the year 2000.

Perhaps a good illustration of the magnitude of that requirement
is to point out that 1if CFAB were to make 14 annual —cash
payments to a fund earning eight percent annually, those
payments would need to be slightly more than $1,313,000 in order
to reach the $31.8 million objective. CFAB does not have a
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current ability to generate $1,313,000 of cash annually, nor can
such an ability be credibly projected for the near future. If
such a program were necessarily deferred until there were only
ten years vremaining, the annual payment amount would be slightly
over $2,195,000. Obviously, time is of the essence 1in the
effort to build CFAB®"s ability to generate cash.

The second major challenge. somewhat more difficult to
express than the first, Jlies in the fact that CFAB 1is clearly
caught in a classic spiral, an "adverse selection™ process,
which has been the downfall of many Jlending institutions. The

process is not necessarily irreversible but, as the "sp*r;.I"
descriptor implies, does gain momentum with each passing day.
Since, beginning back 1in late 1983 or early 1984, such a large
volume of CFAB"s loans have been 1in a non-earning status, CFAB
has had to attempt to maximize 1its gross 1income on the remaining
portion of 1its loan portfolio 1in order to meet 1its own interest
and expense obligations. This has meant maintaining 1interest
rates at a level perceived to be "high™ by most borrowers and
which, 1in fact, have generally been higher than those offered by

other lenders to more attractive borrowers. Over the past 18
months, many of those attractive borrowers have elected to
re-finance their CFAB loans with other lenders. It 1is not

possible to ascribe motivation to every such re-financinj, but
CFAB"s management estimates conservatively that $12.0 to $18.0
million of loan volume has been lost in this way through

December  31. 1985, and the trend is continuing. This is
alarming. CFAB"s loan portfolio 1is gradually being peeled away
to a core of "small™ individual borrowers, individuals who have

few, 1if any. alternative- sources of financing and who are least
able to bear the burdens of 1increased 1interest rates, insurance
premiums, and other expenses. They are the borrowers who are
most costly to serve, and each notch of interest rate (or other)
pressure creates a certain number of new problem loan accounts,
which cause additional servicing or collection costs for CFAB.
which 1in turn cause a need for greater 1interest 1income. Despite
the recent success at reducing CFAB operating expenses, it must
be recognized that a certain large portion of those expenses are
"fixed"” and cannot be further reduced no matter how much CFAB's
loan volume may shrink. In addition, it must be recognized as
axiomatic- that if and as CFAB"s loan portfolio <contains a
greater percentage of marginal or problem Jloans, expenses will
actually 1increase.

The foregoing discussion places emphasis on a context of
marginal or problem credit situations. In reality. CFAB -1f it
is limited by circumstances, statute, or otherwise to financing
only those who appear to have the greatest need for 1its services

(the "rmall" individual fishermen) - may prove to be an
economically unfeasible enterprise under the best of
conditions. A somehwat oversimplified analysis of a few basic

facts illustrate the point:
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A. The average CFAB 1loan to an 1individual fisherman today
has a balance of about $45,000..

B. The average interest "spread"™ on such Jloans - that is,
the difference between the interest rate CFAB charges and
the rate it must pay on its own borrowings - 1is about 3 1/2
percent.

C. CFAB"s annual net 1interest 1income on an average loan,

then, 1is $1,575 (3 1/2% X $45,000).

D. In order to cover a basic operating expense budget of
$2.2 million (again, $1.0 million below historical levels)
CFAB needs the net interest 1income from 1.397 "average"

loans ($2,200,000 divided by $1,575).

The above allows nothing to <cover non-operating expenses,
accumulation of a reserve for 1loan losses, capital expenditures,

funding of the $31.8 million obligation, etc. It assumes no
credit losses, no significant delinquencies, no unusual
difficulties of any kind. It is not realistic. CFAB has never

had more than 700 ™"average"™ fisherman Jloans and could not make
and service 1,397 such 1loans without a significant and costly

increase in staff. The financing of a fisherman, particularly
within the context of Alaska®s geography, is an expensive,
cumbersome, and risky venture. The romance of fishing may tend
to obscure the financial implications. but it is a

capita -intensive business which is also charac erized by nearly
uncontrollable major costs (insurance and fuel, for example); it
is a business 1in which its members have no control of the basic

resource. Its members at best have only the rightto compete
with each other for a share of resources controlled by other
human, political, naturcl. and international forces. It is a
business in which an wunusual - and wunpredictable - number of

individual failures are 1inevitable.

The financing of fishermen - which, 1in most cases, involves
vessel security- is cumbersomeand therefore —costly. The
procedures for taking a lien on a vessel are unlike those for
any other kind of personal or business asset (at Ileast in the

United States). They are theprovince of a virtually

unregulated and unique agency. They are subject to a body of
lav rooted in centuries past and recognized by the legal
profession as a specialty, which again translates 1into unusual
costs. When the inevitable failures occur, the wvessel lien
foreclosure process represents an additional and 1inevadable
creditor®s nightmare. In the best of circumstances, a case 1in
which the vessel owner/borrower 1is cooperative, the lender will
spend about$6,000 in Marshal®s fees, court and attorney”'s
costs, insurance, moorage, etc., before it hasownership and
possession of the vessel. According to a major Anchorage law

firm, a more typical vessel foreclosure cost would be $12,000 to
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$16,000 (the annual net interest 1income on 8 to 10 average

loans). When the foreclosure process is complete. the
liquidation process becomes one more opportunity for almost
certain loss. Again, the scenario 1is different than for almost
any other form of foreclosed collateral. The market for fishing
vessels is 1limited, close-knit, and highly subjective. Because
of the unique procedural requirements related to vessel
ownership, it is literally impossible to camouflage the nature
and <circumstances of such a sale. The bottom line 1is that,

except in unusual cases, the proceeds vrealized from collateral
liquidation will be significantly 1less than the loan balance
involved, <creating vyet another 1loss which <can only be charged
against the interests of performing borrowers.

All of the above factors were almost <certainly among the
primary reasons that the need for "a CFAB"™ was perceived 1in the

late 1970°s: traditional, profit-oriented, and regulated
commercial lenders abstained from widescale financing -of
individual fishermen because it was. and is. a market

characterized by limited potential for profit but bearing
inordinate risk of loss.

The <creation of CFAB was a visionary vresponse to a clear
need. Implementation of the unique concept has been
characterized by some dramatic errors and mis judgments. the
effects of which have been exacerbated by major unforeseeable
and wuncontrollable external forces. The result, after nearly
six years of actual <credit operations, is that the institution
has significant financial weaknesses which must be, and are
being, addressed. The reality of those weaknesses and the
appeal of criticizing their existence and causes, however,
should not be allowed to overshadow the fact that CFAB has met
the financing needs of hundreds of individual fishermen. It has
served the 1interests of countless others simply by its existence
in the market: CFAE"s presence as an alternative lender has
provided the financially stronger and more creditworthy
fishermen with additional leverage in their negotiations with
other credit sources. In short, that fundamental purpose 1is
being served. While CFAB is in a position, albeit weakened, to
continue that service today, a commitment to that purpose
without addressing the Jlong-term risks and effects 1is 1imprudent
to an extreme.

CFAB has the theoretical ability to modify the financial and
operational effects discussed 1in the foregoing through Jloans to
the agriculture and timber industries and to the processing
segment of the fishing 1industry. Ignoring for the moment the
realities and other constraints which [limit that ability to a
theoretical one. and assuming creditworthiness among the
processors in general, the potential benefits to CFAB and its
individual borrower-members are great. For example, term loans
of $2.5 million each to five processors will yield net interest
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income of $437,500 ($12.5 million X 3.5%) annually; and the
servicing demands on CFAB are not significantly greater than
those of an equal number of loans to individual fishermen.
Numbers of that magnitude translate into increased net earnings
and equity growth. which in tjrn translate into enhanced
financial stability and lending capacity.

0f those additional markets cited, the greatest potential

opportunity, in dollars, lies among the seafood processors.
Under present circumstances, however, the existence of that
opportunity is illusory; it must be referred to an
"theoretical." This is due to the nature and origin of the
capital investment in the Alaska seafood processing industry,
coupled with the strictures of AS 44.81.210.(a)(1). That
statute provides in part that CFAB may make loans only to those
coporations (most major seafood processors are corporate

entities) of which the majority ownership and control 1is vested
in Alaska residents.

The statute effectively makes a Ularge part of the 1industry

ineligible to borrow from CFAB. It 1is not unrealistic to
generalize that larger processors tend to be more financially
stable and more <creditworthy than smaller processors. In some
instances, economies of scale are significant - more general
positive characteristics. though, are multiple plants and

diversified operations; highly developed levels of management,
marketing, planning, and budgeting expertise: and broad product
mixes.

During 1985, CFAB carried out a survey and analysis of the
ownership of Alaska seafood processors. Complete ownership
information is difficult to obtain in many cases; however, a
variety of sources was consulted, and the findings are believed

to be credible. A total of 78 shorebased processors entities
(in addition to 43 "floater™ ©processors) was identified, as
follows:

Annual Sales Number

$10.0 million or more 22

$ 1.0 million to $10.0 million 33

Less than $1.0 Million 23

Total -21

The distribution of ownership, in terms of statutory

eligibility for CFAB financing. is interesting. of the 18
processors. 45 of them - slightly over 57 percent - are
eligible. Twenty of those 45. however, are in the group with
annual sales of less than $1.0 million. They represent limited
financing opportunities and vrequirements. Many of them are
privately financed and/or integrated harvesting/processing

operations, or are highly specialized and limited operations
financed by their market base.



February 10, 1986
Page 10

0f the remaining 25 eligible processors, 20 are 1in the $1.0

million to $10.0 million sales group. It is difficult to
generalize about those 20. CFAB has, or has had. credit
relationships with 13 of then. Some of them have been extremely
good loans; others are, or have been, among CFAB"s most grievous
credit problems. At best, the group does not appear to offer a

broad base of financing opportunities.

The group of 22 larger (sales of $10.0 million or more)
processors clearly holds the greatest promise for major CFAB
financing opportunities; however, only five of those processors

are statutorily eligible. CFAB has. or has had, credit
relationships with four ofthem; they have included some of
CFAB"s most reliable and highest quality loans. They are viewed

as attractive and profitable borrowers by other lenders.

It is not known, and not asserted, that all of those 22

processors are creditworthy. Neither can it be asserted that-if
CFAB were given access to that group that competition would be
readily or 1immediately overcome. However, the statutory barrier

tc that market represents a significant handicap to CFAB (within
the context of 1its original and documented legislative intents
and purposes); it magnifies the risks of financing concentrated
in a very small market; it places strong upward pressure on the
costs which must be borne by individual fishermen-borrowers; and
it serves no wuseful purpose with regard to Alaskan interests.

Ownership of a corporation - at Jleast as expressed and implied
by the statute - 1is not a valid credit factor.

That group of processors own extensive facilities in
Alaska. They purchase, add value to. and market Alaska fish.
They pay local taxes. They deal with Alaska fishermen. They
purchase supplies 1in Alaska. They employ Alaska workers. They
pay Tfish taxes to the State of Alaska. When they borrow money
for capital investments or to finance operations, the money does
not disappear - it 1is repaid, dollar for dollar, to the lender

whether that lender is a Seattle commercial bank, a New York
insurance company, or CFAB; and interest 1is paid to that Ilender
also. That 1interest obviously can only be taken from the gross
proceeds from the marketing of Alaska seafoods. IT the interest
is paid to CFAB it 1is a beneficial increment to CFAB and.
therefore, 1its owners which consist of the State of Alaska and
Alaska fishermen, farmers, and timber harvesters.
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