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Mr. J o h n  Hartl<2_
O f f i c e  of R e p r e s e n t a t i v e  S u n d  

A l a s k a  S t a t e  L e g i s l a t u r e  
B o x  V  (M.S. 3 1 00 )
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  Jo hn.

F o r  y o u  i n f o r m a t i o n ,  I a m  e n c l o s i n g  c o p i e s  of a c o u p l e  of 
p i e c e s  p r e p a r e d  f o r  S e n a t o r  Z h a r o f f ' s  o f f i c e  in c o n n e c t i o n  w i t h  
S B  410. T h e y  a r e  a l s o  p e r t i n e n t  to H B  579.

I w i l l  be c a l l i n g  w i t h i n  t h e  n e x t  f e w  d a y s  to v i s i t  w i t h  
r e g a r d  to H B  579. T h a n k s  f o r  y o u r  i n t e r e s t .

V e r y  t r u l y  y o u r s .

E d w a r d  E. C r a n e  
P r e s i d e n t

E E C : 1 0 2 8 V  
E n c l o s u r e s

A la s k a  C o m m e rc ia l F is h in g  a n d  A g r ic u lt u r e  B a n k



1. A l a s k a  C o m m e r c i a l  F i s h i n g  and A g r i c u l t u r e  B a n k  (CFAB) was created in 1978 by 

the Al a s k a  S tate L e g i s la t u r e .  Its p u r p o s e is to provide a source of credit  

to the A l a s k a  fishing and a g r i c u l tu r e  industries, w i t h  e m p hasis on the 

de v e l o p m e n t  and b r o a d e n i n g  of those industries.

2. CFA B  is s tr u c t u r e d  u n d e r  its statu t e  as a c o o pe rative. A  c o o p e r a t i v e  is a 

c o r p o r a t i o n  w h o s e  s t oc k h o l d e r s and cus t o m e rs  are the same indivi d u a l s  or 

entities. A  c o o p e r a t i v e  is s u b j ec t  to the same business and fin a n ci a l

co n s i d e r a t i o n s  as any o th e r  corporation.

3. The State of A l as k a  p r o v i d e d  an initial c a p i t a l  base to CFA B  t h r o u g h the 

p u r chase of stock; the S tate p r e s e n t l y  owns $31.8 m i l l i o n  of such stock. 

CFAB's stat u t e  r e quires that the State s to c k  be repurc h a s e d w i t h i n  20 years 

fr o m  the o r i g i n a l  invest m e n t  (19805.

4. CFA B  has no organic, structural, ope r a ti o n a l ,  or fi n ancial r e l a t i o n s h i p  w i t h  

the State e x c e p t  for the c a p i t a l  inve s t me n t  and that two of C F A B’s seven 

d i r e c t o r s  are app o in t e d  by the Governor.

5. CFAB's l e n d i n g  a b il i t y  is n o t  limited to the amount of the Stat e ' s 

investment. CFA B  borrows a d d i t i o n a l  funds at "market" rates and terms, 

p l e dging its loans and other assets as security. It re-lends those funds to 

its b o r r o w e r / o w n e r s  at rates s u f f i c i e nt  to c o v e r  its own interest costs, its 

o p e r a t i n g  expenses, and to g e n e r a t e  c a p i t a l  through earnings. CF A B ' s

o u t s t a n d i n g  loans to A l a s k a  f i s h e r m e n  and farmers reached a y e a r - e n d  pea k  of 

n e a r l y  $104 m i l l i o n  at D e c e m b e r  31, 1983, and had o ther assets of about $19

million; a t otal ne a r l y $91 m i l l i o n  g r e a t e r  than the Stat e 's  investment.

6. CFAB's b o r r o w e r s  become owners thro u g h  a p u r c h a s e  of s t oc k  at the time of 

b o r r o w i n g  and t h ro u g h  p a y m e n t  of interest at a level high enough to create

retai n e d  earnings.

7. Un d e r  its statute, CFAR m a y  lend m o n e y  o n l y  to those individuals wh o  are tona 

fide r e s i d e nt s  of Alaska. T h e re  appears to be no sound and r e a s o n a b l e  

argument a g ai n s t  that limitation.

8. A  vas t  m a j o r i t y  of C F A B ' s  loans are to i n d iv i d u a l  f i shermen (about 80 to 85 

p e r c e n t  by number); m o s t  of t h e m  are to f i n a n c e  a ve s s e l  and/or are secu r ed  

by a lien on a vessel. This appears to be C FA B ' s  m o s t  " n a t u r a l "  m a r k e t  and 

the cre di t  v o i d  w h i c h  C FAB was m o s t  intended to fill.

9. C om p a r e d  to almost any o t h e r  type of c o m m e r c i a l  lending, fina n c i n g  fishing 

vessels is e x t r e m e l y  c u m b e r s o m e  and costly. A l a s k a  g e o g r a p h y  adds 

c o n s i d e r a b le  costs. T h o s e  factors, in a d d i ti o n  to the d a n gerous

c o n c e n t r a t i o n  of risk, m a k e  it e x t r e m e l y  d i f f i c u l t  for C FAB to m a i n t a i n  a

focus on that m a r k e t  w i t h o u t  c h a r gi n g  in t erest rates w h i c h  are u n u s u a l l y

b u r d e n s o m e to its borrowers.

10. CFAB has att e m p t ed  to b a l a nc e  its loan portfolio, and to m o d e r a t e  its total 

c i r cumstances, thro u g h  loans to c or p o r a t i o n s  w h i c h  process s e a f o o d  and 

timber. T h o s e  loans tend to be r e l a t i v e l y  large, but do not require 

ser vi c i n g  costs to a c o m p a r a b l e  degree. T h e y  p e r m i t  basic o p e r a t i n g  expenses 

to be spread over a la r g e r  v o l u m e  of loan dollars, m o d e r a t i n g  the p r e s s u r e  on 

smaller i n d i v i d u a l  borrowers.
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11. CFAB's statu t e  p ro vides that it can o n l y  fina n c e  c o r p o r a t i o n s  of w h i c h  the 

m a j o r i t y  o w n e r s h i p  and cont r o l  rests wit h  A l a s k a  residents.

12. A  recent s u r v e y  d i s c l o s e d  that of 22 s h o r e b a se d  A l a s k a  p r o c e s s o r s having 

annual sales in excess of $10 million, 17 are ineligible to b o r r o w  fr o m  CFAB 

by reason of o w n e r s h i p  identity. CFA B  has, or has had, lending r e l a t io n s h i p s 

w i t h  four of the five others.

13. S t a t u t o r y  d e n i a l  of e l i g i b i l i t y  by re as o n  of o w n e r s h i p  is inco n s is t e n t  w i t h  

the facts that these p r o c e s s i n g  c o r p o r a t i on s  own f acilities in Alaska, pay 

local taxes in Alaska, prov i d e  e m p l o y m e n t  to Al askans, p ur c h a s e  and add value 

to Al a s k a  seafoods, p a y  fish t-*es to the State of Alaska, p r o v i d e a 

c o m p et i t i v e  m a r k e t i n g  e n v i r o n m e n t  for A l a s k a  fishermen, and p u r c h a s e  supplies 

and services in Alaska. I n t e r e st  paid on funds b o r rowed fro m  CFAB (or any 

other A l a s k a  entity) w o u l d  be an a d d it i o n a l  and b e n e fi c i a l  inc r em e n t  of 

A l a s ka  s ea foods p r o ceeds w i t h i n  the A l a s k a  economy.

14. W h i l e  it is c lear that the 1978 State L e g i s l a t u r e  intended to create an 

institution to serve Al a s k a  interests exclusively, the r eq u i r e m e n t  that the 

state i n ve s t m e n t  be r e p u r c h a s e d  e v i dences the intent that C FAB be operated, 

and grow, on sound bu s i n e s s  principles. Remo v al  of the s t a t u t o r y  l i m i ta t i o n  

wit h regard to s h or e b a s e d  p r o ce s s i n g  c o rp o r a t i o n s  is c o n s i s t e n t  w i t h  the 

first intent and g r e a t l y  e n h ances the o p p o r t u n i t y  for f ulfillment of the 
second.
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In l a t e  M a r c h  a n d  t h r o u g h o u t  th e m o n t h  of A p r i l  in 1985, 
C F A B  o f f i c e r s  a n d  d i r e c t o r s  m a d e  n u m e r o u s  v i s i t s  to J u n e a u  to 

d i s c u s s  the i n s t i t u t i o n ' s  c i r c u m s t a n c e s  w i t h  l e g i s l a t o r s  and  
w i t h  a d m i n i s t r a t i o n  o f f i c i a l s .  T h o s e  v i s i t s ,  a n d  t h e i r  
s u b s t a n c e ,  w e r e  p r e c i p i t a t e d  by  a n u m b e r  of f a c t o r s :

1) A l t h o u g h  C F A B ' s  y e a r - e n d  a u d i t  b y  a n  i n d e p e n d e n t  
a c c o u n t i n g  f i r m  ( T o u c h e  R o s s  & C o m p a n y )  w a s  no t y e t  

c o m p l e t e ,  it w a s  k n o w n  w i t h  c e r t a i n t y  t h a t  t h e r e  h ad  b e e n  a 
loss a p p r o a c h i n g  $ 1 0 . 0  m i l l i o n  for 1984 ; t h a t  t h e r e  w a s  a n  

i m p a i r m e n t  of s t o c k h o l d e r s '  e q u i t y ;  t h a t  C F A B  h a d  b e c o m e  
i l l i q u i d ,  w i t h  no c a s h  or o t h e r  u n e n c u m b e r e d  l i q u i d  a s s e t s  
a v a i l a b l e :  a n d  t h a t  a m a j o r  p o r t i o n  of t he  l o a n  p o r t f o l i o  - 
a l m o s t  34 p e r c e n t  (in d o l l a r s )  of a $ 9 4 . 8  m i l l i o n  t o t a l  - 
w a s  in a s e r i o u s  d e f a u l t ,  or n o n - e a r n i n g ,  s t a t u s .

2) T h e  c r i t i c a l  i m b a l a n c e  b e t w e e n  C F A B ' s  p r o j e c t e d  1 9 8 5  
i n c o m e  ( b a s e d  o n the l a r g e  v o l u m e  of n o n - e a r n i n g  l oa ns ) an d 
its p r o j e c t e d  1985  c a s h  i n t e r e s t  e x p e n s e ,  a n d  b a s i c  
o p e r a t i n g  e x p e n s e s ,  f o r e t o l d  the l i k e l i h o o d  of a n o t h e r  
s i g n i f i c a n t  loss.

3) C F A B  a n d  its s t a f f  a n d  B o a r d  of D i r e c t o r s  h a d  b e e n  
s o m e w h a t  t r a u m a t i z e d  b y  the r e l a t i v e  s u d d e n n e s s  a n d  s e v e r i t y  

of the c i r c u m s t a n c e s  (or the r e a l i z a t i o n  of th em); its c h i e f  
e x e c u t i v e  o f f i c e r  ha d r e s i g n e d  in r a t e  F e b r u a r y ;  a n d  it wa s  
b e i n g  ma na c ->d on  a n  i n t e r i m  b a s i s  b y  a n  i n d i v i d u a l  who. 
a l t h o u g h  fc il iar  w i t h  the o r g a n i z a t i o n  an d  itr p r e s s u r e s ,  
e s s e n t i a l l y  w a s  an u n k n o w n  f a c t o r .

4) C F A B ' s  le nd er , the S p o k a n e  B a n k  for  C o o p e r a t i v e s ,  had  
t a k e n  i n c r e a s i n g l y  a g g r e s s i v e  a n d  o b t r u s i v e  p o s i t i o n s  w i t h  

CFAB.  S B C ' s  r e p r e s e n t a t i v e s  h a d  e x p r e s s e d  s t r o n g  
r e s e r v a t i o n s  a b o u t  C F A B ' s  a b i l i t y  to o v e r c o m e  its i m m e d i a t e  

d i f f i c u l t i e s  an d  ha d i n d i c a t e d  t h a t  S B C  w o u l d  a c c e p t  no 
f u r t h e r  d e t e r i o r a t i o n  in its p o s i t i o n .  C F A B ' s  l o a n  

c o m m i t m e n t s  f r o m  S B C  h a d  b e e n  r e d u c e d  to 3 0 - d a y  i n c r e m e n t s ,  
l e a v i n g  C F A B  c o n s t a n t l y  on  th e b r i n k  of a f o r c e d  b a n k r u p t c y  

f i l i n g .

T h e  b a s i c  t h r u s t  of C F A B ' s  e f f o r t s  in J u n e a u  w a s  to s e e k  
c o n s i d e r a t i o n  of a n  e a r l y  i n v e s t m e n t  of a n  a d d i t i o n a l  $ 1 0 . 0  to 
$ 1 2 . 0  m i l l i o n  of S t a t e  c a p i t a l .  T h i s  w a s  e s s e n t i a l l y  a 
" t i m e - b u y i n g "  s t r a t e g y .  T h e  f u nd s,  if i n v e s t e d ,  w o u l d  h a v e  b e e n  
u s e d  to r e d u c e  C F A B ' s  b o r r o w i n g s  f r o m  SBC. T h i s  w o u l d  h a v e  
l o w e r e d  C F A B ' s  i n t e r e s t  p a y m e n t  r e q u i r e m e n t  to a l e v e l  w h i c h  
c o u l d  be m e t  by the i n t e r e s t  i n c o m e  f r o m  its o w n  p e r f o r m i n g  
l o a n s  a n d  w o u l d ,  it w a s  i n t e n d e d ,  be a c c o m p a n i e d  b y  S B C  
a g r e e m e n t  t h a t  th e e x i s t i n g  b o r r o w i n g  r e l a t i o n s h i p  w o u l d  n o t  be 
d i s t u r b e d  fo r at l e a s t  t wo or t h r e e  y e a r s .  R e l i e f  f r o m  t h o s e  

p r e s s u r e s  w o u l d  in t u r n  p e r m i t  C F A B  to a d d r e s s  t h e  l i q u i d a t i o n

B A C K G R O U N D  - SPRING. 1985
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or c o n v e r s i o n  of n o n - p e r f o r m i n g  l o a n s  on  r a t i o n a l  b a s e s  and 
w o u l d  a l s o  a l l o w  t he o p p o r t u n i t y  for i n t e r n a l  r e s t r u c t u r i n g  an d 
c o r r e c t j  o n s .

C F A B  w a s  no t  s u c c e s s f u l  in o b t a i n i n g  f u r t h e r  S t a t e  
i n v e s t m e n t .  T h i s  w a s  " n d o u b t e d l y  d u e  in p a r t  to th e l a t e n e s s  
( r e l a t i v e  to the l e g i s l a t i v e  s e s s i o n )  of th e e f f o r t  a n d  to the 
s o m e w h a t  u n c o o r d i n a t e d  a n d  u n p r o f e s s i o n a l  a p p r o a c h ,  c o u p l e d  w i t h  
the " t i g h t  m o n e y "  a t m o s p h e r e  in J u n e a u .  A n o t h e r  f a c t o r ,  at 
l e a s t  w i t h i n  the a d m i n i s t r a t i o n ,  s e e m e d  to be tha t C F A B  w a s  an 
" o r p h a n "  w i t h  no a g e n c y  or i n d i v i d u a l  c h a r g e d  w i t h  
r e s p o n s i b i l i t y .  In a d d i t i o n ,  t h e r e  a p p e a r e d  to be a w i d e s p r e a d  
l a c k  of u n d e r s t a n d i n g  as to the o r i g i n ,  n a t u r e ,  s t r u c t u r e ,  a n d  
c o n s t i t u e n c y  of C F A B .  Y e t  a n o t h e r  b u r d e n  w a s  the r e c o l l e c t i o n  
of s o m e  of C F A B ' s  e a r l y  f l a m b o y a n c e  a n d  e x c e s s e s  a n d  a t t e n d a n t  
u n f a v o r a b l e  p r e s s  e x p o s u r e .  F i n a l l y ,  t h e r e  s e e m e d  to be a 

p e r c e p t i o n  t h a t  the e f f o r t  w a s  a t h i n l y - d i s g u i s e d  a t t e m p t  to 
" b a i l  o u t "  t he  S p o k a n e  B a n k  for C o o p e r a t i v e s ;  t h a t  w a s  .an 
u n d e r s t a n d a b l e  r e a c t i o n .  b u t  it is no t s u p p o r t e d  by the 
r e a l i t i e s  of the l e g a l  r e l a t i o n s h i p s  b e t w e e n  the S t a t e ,  SBC. a n d  
C F AB .

S U B S E Q U E N T  E V E N T S

S i n c e  the  S p r i n g  of 1 9 85  C F A B ' s  d i r e c t o r s ,  m a n a g e m e n t ,  and  
s t a f f  h a v e  a t t e m p t e d  to a d d r e s s  e a c h  a n d  a l l  of the n e g a t i v e  
f a c t o r s  a nd p r e s s u r e s  w i t h  >11 a v a i l a b l e  r e s o u r c e s .  A l t h o u g h  
no t al l o b j e c t i v e s  h a v e  b e e n  met, t h e r e  ha s b e e n  m o d e s t  
s u c c e s s .  S o m e  of t he e f f o r t s  h a v e  a d m i t t e d l y  b e e n  a u g m e n t e d  by 
f o r t u i t o u s  e v e n t s  a n d  c i r c u m s t a n c e s  e x t e r n a l  to CFAB . T h e  n et  
e f f e c t  is t h a t  C F A B ' s  c o n d i t i o n  has t o d a y  b e c o m e  s t a b i l i z e d  to a 
d e g r e e  t h a t  e x c e e d s  t he  M a r c h  198 5 e x p e c t a t i o n s  of its i n t e r i m  
( n o w  p e r m a n e n t )  m a n a g e m e n t .

T h e  c o r r e c t i v e  e f f o r t s  a n d  m e a s u r e s  h a v e  f a l l e n  into  s e v e r a l  
b r o a d  c a t e g o r i e s ,  as f o l l o w s ;

L i q u i d a t i o n / C o n v e r s i o n / P r e v e n t i o n  of N o n - P e r f o r m i n g  L o a n s  
an d O t h e r  A s s e t s  - T h e r e  h as  b e e n  a m a j o r  a n d  c o n s i s t e n t  e f f o r t  
to r a t i o n a l l y  and  r e a l i s t i c a l l y  d e a l  w i t h  n o n - p e r f o r m i n g  l o a n s  
a n d  o t h e r  n o n - e a r n i n g  a s s e t s  o n  a n  i t e m - b y - i t e m ,  
a c c o u n t - b y - a c c o u n t .  b a s i s .  T h i s  h a s  r e q u i r e d  a n  e x t e n s i v e  
c o m m i t m e n t  to d e v e l o p i n g  th e a n a l y t i c a l  a n d  c o m m u n i c a t i o n s  
s k i l l s  of l o a n  o f f i c e r s ,  to the c o n t r o l  a n d  d i r e c t i o n  of l e g a l  
c o u n s e l ,  a n d  to th e e d u c a t i o n  of b o r r o w e r s .  T h e r e  ha s  b e e n  a 
s i m i l a r  c o m m i t m e n t  to t h e  c r e a t i v e  a n d  e f f i c i e n t  m a r k e t i n g  or 
o t h e r  d i s p o s i t i o n  of a c q u i r e d  a s s e t s .  F i n a l l y .  a n d  a g a i n  
t h r o u g h  t h e  r e - d i r e c t i o n  of l o a n  o f f i c e r s '  a t t e n t i o n  an d 
e n e r g i e s ,  t h e r e  w a s  in 1 9 8 5  a s u c c e s s f u l  p r o g r a m  of e a r l y  

a t t e n t i o n  to d e l i n q u e n c i e s  on  p e r f o r m i n g  l o a n s  for the p u r p o s e  
of p r e v e n t i n g  t h e m  f r o m  e v o l v i n g  in to  s e r i o u s  p r o b l e m s .
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R e d u c t i o n  of O p e r a t i n g  E x p e n s e s .  a n d  I n c r e a s e s  in 
E f f e c t i v e n e s s  - B e g i n n i n g  in J u n e  1985, t h e r e  w a s  a d e t e r m i n e d  

e f f o r t  to i d e n t i f y  a n d  e l i m i n a t e  e x c e s s i v e  o p e r a t i n g  e x p e n s e s  
a n d  o t h e r  b a r r i e r s  to m a x i m u m  e f f i c i e n c y .  In the fo ur  y e a r s  
e n d i n g  D e c e m b e r  31, 19 8 4,  C F A B ' s  o p e r a t i n g  e x p e n s e s  h a v e
a v e r a g e d  $ 3 , 2 2 7 , 0 0 0  a n n u a l l y .  1 9 84  o p e r a t i n g  e x p e n s e s  ha d 
t o t a l e d  $ 3 , 2 6 0 , 0 0 0 ;  t h e r e  w a s  $ 3 , 2 8 8 , 0 0 0  b u d g e t e d  for 1985. Ar  
of M a y  31. 1985, a c t u a l  o p e r a t i n g  e x p e n s e s  for the y e a r  to d a t e  
had b e e n  s l i g h t l y  g r e a t e r  t h a n  t h o s e  b u d g e t e d .  M a n a g e m e n t ' s  

o b j e c t i v e  w a s  to r e d u c e  t h o s e  e x p e n s e s  to t h e  n e c e s s a r y  m i n i m u m  
for the r e m a i n d e r  of 1 9 8 5  a n d  to p o s i t i o n  C F A B  to e n t e r  1 9 8 6  

w i t h  p r o j e c t * ^  e x p e n s e s  of $ 1 . 0  m i l l i o n  l e ss  t h a n  the h i s t o r i c a l  
$ 3 . 2  m i l l i o n  level .

F i n a n c i a l  R e s t r u c t u r i n g  - W h i l e  t h e  c a s h  f l o w  d e f i c i t ,  the 
c a p i t a l  i m p a i r m e n t ,  the e x c e s s i v e  d e b t  load, a nd  the p r o j e c t e d  

n e t  i n c o m e  s h o r t f a l l  a l l  r e p r e s e n t e d  i m m e d i a t e  t h r e a t s  to C F A B ' s  
e x i s t e n c e  a n d  r e q u i r e d  u r g e n t  a t t e n t i o n ,  t h e y  a l s o  c a r r i e d  
s e v e r e  n e g a t i v e  i m p l i c a t i o n s  f o r  t he  l o n g  term. C F A B  has a 

s t a t u t o r y  o b l i g a t i o n  to r e p u r c h a s e  t he  S t a t e ' s  $ 3 1 . 8  m i l l i o n  
i n v e s t m e n t  b y  the y e a r  2 0 0 0 .  C F A B  ha s  a b s o l u t e l y  no s o u r c e s  of 
c a s h  e x c e p t  (1) b o r r o w i n g s .  (2) e a r n i n g s ,  a n d  (3) i n v e s t m e n t  b y  
o w n e r s .  Its b o r r o w i n g  c a p a c i t y  ha d b e e n  v i r t u a l l y  e x h a u s t e d  in 
e a r l y  19 85; t h e r e  w e r e  no b a s e s  o n  w h i c h  to c r e d i b l y  p r o j e c t  n e t  
c a s h  e a r n i n g s  in th e f o r e s e e a b l e  f u t u r e ;  a n d  t h e r e  had n w e r  
b e e n  s i g n i f i c a n t  c a s h  i n v e s t m e n t  b y  o w n e r s  (other t h a n  the 
S t a t e ) ,  n o r  w a s  t h e r e  a n y  m e c h a n i s m  in pi j to p r o v i d e  for s u c h  
i n v e s t m e n t .  It s e e m  i m p e r a t i v e  in e a r l y  1 9 8 5  that, a s s u m i n g  
C F A B ' s  s h o r t - t e r m  s u r v i v a l ,  a f o u n d a t i o n  be l a i d  t h at  w o u l d  o v e r  
the l o n g  t e r m  e n h a n c e  C F A B :s a b i l i t y  to b o r r o w ,  to earn, a n d  to 
a t t r a c t  o w n e r  i n v e s t m e n t .

B u s i n e s s  D e v e l o p m e n t  - T h e  w r i t t e n  r e c o r d  s u g g e s t s  c l e a r l y  
t h a t  a p r i m a r y  c o n s i d e r a t i o n  in th e c o n c e p t i o n  a n d  e s t a b l i s h m e n t  
of C F A B  w a s  to p r o v i d e  g r e a t e r  a c c e s s  to c r e d i t  for " s m a l l "  
i n d i v i d u a l  f i s h e r m e n .  W h i l e  th e p e r f o r m a n c e  o v e r  the e n s u i n g  

f i v e  y e a r s  t e n d s  to be o b s c u r e d  b y  th e l a r g e  d o l l a r  v o l u m e s  
a s s o c i a t e d  w i t h  f i s h  a n d  t i m b e r  p r o c e s s i n g  a c c o u n t s  an d by  the 

d r a m a t i c  i m p a c t  of m i s a d v e n t u r e s  a n d  i m p r u d e n c e ,  a c l o s e  
s c r u t i n y  of t h e  n u m b e r  a n d  s i z e s  of l o a n s  r e s u l t s  in a c l e a r  
c o n c l u s i o n  t h a t  it is the b o d y  of i n d i v i d u a l  f i s h e r m e n  w h o  h a v e  
b e e n  b e s t  s e r v e d  b y  C F A B .  It is t h e y  - e r i s t i n g  i n d i v i d u a l  
b o r r o w e r s  a n d  t h e i r  n o n - b o r r o w i n g  p e e r s  - w h o  h a v e  b e n e f i t e d  
m o s t  f r o m  C F A B ' s  e x i s t e n c e  a n d  w h o  w o u l d  s u f f e r  m o s t  s e v e r e l y  
w e r e  C F A B  to be l i q u i d a t e d .  U n f o r t u n a t e l y ,  it is a c o s t l y  
m a r k e t  to s e r v e ,  it is a m a r k e t  w h i c h  r e p r e s e n t s  u n u s u a l  
c o n c e n t r a t i o n  of n e a r l y  u n c o n t r o l l a b l e  risk, a n d  it is a m a r k e t  
of i n d i v i d u a l s  w h o s e  a b i l i t y  to r e s p o n d  to f i n a n c i a l  p r e s s u r e s  
is l i m i t e d .  It is on  t h a t  b o d y  of b o r r o w e r s  t h a t  the e f f e c t  of 
C F A B ' s  1 9 8 4 / 1 9 8 5  c i r c u m s t a n c e s  fe ll  m o s t  h a r s h l y  (in the f o r m  of 
i n t e r e s t  r a t e s  m a i n t a i n e d  at a burdenso.ae l e v e l . )  O n e  of the
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r e s u l t s  of t h a t  w a s  t h e  f l i g h t  of b e t t e r .  i.e., m o r e  
c r e d i t w o r t h y ,  b o r r o w e r s  to o t h e r  l e n d e r s ;  t h i s  s e r v e d  o n l y  to 

e x a c e r b a t e  th e p r e s s u r e  o n  r e m a i n i n g  b o r r o w e r s  a nd  to f u r t h e r  
t h r e a t e n  C F A B ' s  s t a b i l i t y .  T h a t  t r e n d  c o n t i n u e d  t h r o u g h  1985, 
and  it b e c a m e  c r i t i c a l  to a t t e m p t  to d e v e l o p  l o a n  p r o g r a m s  w h i c h  
w o u l d  m a k e  C F A B  m o r e  a t t r a c t i v e  to e x i s t i n g  a n d  p o t e n t i a l  
b o r r o w e r s ,  p a r t i c u l a r l y  t h o s e  w h o  r e p r e s e n t e d  s t a b i l i t y  an d  g o o d  
p e r f o r m a n c e .

19 85  R E S U L T S  A N D  Y E A R - E N D  C I R C U M S T A N C E S

A t  D e c e m b e r  31, 1985, C F A B ' s  f u n d a m e n t a l  f i n a n c i a l  
c i r c u m s t a n c e s  w e r e  g r e a t l y  i m p r o v e d  o v e r  t h o s e  of a yea r e a r l i e r  
or of th e S p r i n g  of 1985. T h a t  i m p r o v e m e n t  c a n  be q u a n t i f i a b l y  
e x p r e s s e d  in a n u m b e r  and v a r i e t y  of w a y s :

1) A t  D e c e m b e r  31, 1 9 8 4 ,  n o n - e a r n i n g  l o an s t o t a l e d  
$ 3 1 , 9 7 9 , 0 0 0 ;  at D e c e m b e r  31, 1985 . t h e  total w a s  

$ 1 5 , 6 5 3 , 0 0 0 .  W h i l e  a b o u t  $ 3 . 5  m i l l i o n  of the  ne t r e d u c t i o n  
w a s  d u e  to c h a r g e - o f f s ,  t h e  g r e a t e r  p o r t i o n  r e s u l t e d  f r o m  
l i q u i d a t i o n s  a n d  f r o m  r e - s t r u c t u r i n g s .

2) A t  D e c e m b e r  31, 1 9 84 , C F A B  had  189 d e l i n q u e n t  l o a n s  
( i n c l u d i n g  n o n - e a r n i n g  l o a n s ) .  A  y e a r  l a t e r ,  the n u m b e r  w a s  
115.

3) D u r i n g  1985, the b o o k  v a l u e  of a c q u i r e d  a s s e t s  ( w h i c h  
a r e  a l s o  n o n - e a r n i n g  a s s e t s )  w a s  r e d u c e d  f r o m  $ 2 , 3 6 1 , 0 0 0  to 
$ 1 . 6 0 6 , 0 0 0 .

4) C F A B  b e g a n  1935 w i t h  $ 8 0 , 5 7 4 , 0 0 0  of i n t e r e s t - b e a r i n g  
d e b t  a n d  c n l y  $ 6 9 , 1 1 0 , 0 0 0  of e a r n i n g  l o a n s . At y e a r - e n d  
t h o s e  b a l a n c e s  s t o o d  a t  $ 4 8 , 2 6 8 , 0 0 0  a n d  $ 5 5 , 3 1 2 , 0 0 0  
r e s p e c t i v e l y .

5) In c o n t r a s t  to the 1 9 8 4  l o s s  of $ 9 , 9 7 8 , 0 0 0 ,  C F A B  in 
1 9 8 5  h a d  n e t  i n c o m e  of $ 1 1 4 , 0 0 0 .  M o s t  of the $ 1 0 , 0 9 2 , 0 0 0  
d i f f e r e n c e  c a n  be a t t r i b u t e d  to th e  l a c k  of m a j o r  n e w  c r e d i t  
l o s s e s  in  1985. H o w e v e r ,  a n o t h e r  m a j o r  e l e m e n t  w a s  the 
e f f e c t i v e  r e d u c t i o n  of o p e r a t i n g  e x p e n s e .  A l t h o u g h  the 
r e d u c t i o n  e f f o r t  wa s  n o t  i n i t i a t e d  u n t i l  J u ne,  and a l t h o u g h  
c e r t a i n  of the  c o s t - c o n t a i n m e n t  a c t i o n s  i n v o l v e d  r e l a t i v e l y  
l a r g e  o n e - t i m e  c o st s t h e m s e l v e s .  C F A B  c o n c l u d e d  1985 w i t h  
o p e r a t i n g  e x p e n s e s  e x a c t l y  $ 4 0 0 , 0 0 0  b e l o w  t h o s e  b u d g e t e d .  
C F A B  h a s  p r e p a r e d  and is c o m m i t t e d  to a 198 6 o p e r a t i n g  
e x p e n s e  b u d g e t  a p p r o x i m a t e l y  $ 1 . 0  m i l l i o n  b e l o w  the 
h i s t o r i c a l  $ 3 . 2  m i l l i o n  a v e r a g e .

6) T h e  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  r o u t i n e l y  e x a m i n e s  
a n d  e v a l u a t e s  C F A B ' s  l o a n  p o r t f o l i o ,  w h i c h  is the b a s i c  
c o l l a t e r a l  u n d e r l y i n g  C F A B ' s  b o r r o w i n g s  f r o m  SBC. A t
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A p r i l  30, 1985, S B C  c a l c u l a t e d  that , b y its ( S B C ' s )  
s t a n d a r d s ,  t he  c o l l a t e r a l  w a s  w o r t h  $ 1 3 , 4 0 0 , 0 0 0  less t h a n  
t h e  b o r r o w i n g s  it s e c u r e d .  At y e a r - e n d ,  C F A B  had r e d u c e d  
t h a t  c o l l a t e r a l  d e f i c i t  - m e a s u r e d  b y  th e s a m e  s t a n d a r d s  - 
to $ 3 , 1 0 0 , 0 0 0 ,  a n  i m p r o v e m e n t  of o v e r  $ 1 0 . 0  m i l l i o n .

7) T h e  b o r r o w i n g  r e l a t i o n s h i p  w i t h  S B C  ha s i m p r o v e d  in 
o t h e r ,  les s q u a n t i f i a b l e ,  w a y s .  A f t e r  n e a r l y  a y e a r  of v e r y  
l i m i t e d  c o m m i t m e n t s .  C F A B  w a s  a b l e  in S e p t e m b e r  1 9 8 5  to 
n e g o t i a t e  a s i x - m o n t h  S B C  l o a n  c o m m i t m e n t .  I n d i c a t i o n s  a r e  
t h a t  th e n e x t  c o m m i t m e n t ,  e f f e c t i v e  A p r i l  1, 1986, w i l l  a l s o  
be f o r  s i x  m o n t h s  or p o s s i b l y  t w e l v e  m o n t h s .

f t * * * * * * * * *

A s  i n d i c a t e d  e a r l i e r ,  a c r i t i c a l  l o n g - t e r m  n e e d  for C F A B  w a s  
to d e v e l o p  a m e c h a n i s m  a n d  s t r u c t u r e  to a t t r a c t  o w n e r  

i n v e s t m e n t .  S u c h  i n v e s t m e n t ,  o v e r  a p e r i o d  of time, w o u l d  -in
t u r n  p o s i t i v e l y  i n f l u e n c e  C F A B ' s  e a r n i n g  p r o s p e c t s  an d b o r r o w i n g  
a b i l i t y .  D u r i n g  the last h a l f  of 1 9 8 5  , w i t h  the a s s i s t a n c e  of 
s p e c i a l i z e d  l e g a l  c o u n s e l ,  C F A B  d e v e l o p e d  a n e w  m e m b e r / b o r r o w e r  
e q u i t y  i n v e s t m e n t  p r o g r a m .  T h a t  p r o g r a m ,  w h i c h  b e c a m e  e f f e c t i v e  
J a n u a r y  1, 1986, r e q u i r e s  t h a t  e a c h  n e w  b o r r o w e r  ( i n c l u d i n g  
"o l d "  b o r r o w e r s  a c q u i r i n g  n e w  l o a n s )  p u r c h a s e  a m o d e s t  a m o u n t  
- 5 p e r c e n t  of t he  b o r r o w i n g  - of s t o c k  in C F AB . T h a t  s t o c k  
r e p r e s e n t s  a t r u e  e q u i t y  i n v e s t m e n t ,  i.e.. r i s k  c a p i t a l .  W h i l e  
t h i s  n e w  p r o g r a m  w i l l  h a v e  a n  a l m o s t  i n s i g n i f i c a n t  e f f e c t  on 
C F A B ' s  c u r r e n t  c o n d i t i o n ,  it d o e s  l a y  t h e  f o u n d a t i o n  for g e n u i n e  
rnd l o n g - t e r m  c a p i t a l  g r o w t h .

T w o  o t h e r  s i g n i f i c a n t  bu t u n g l a m o r o u s  p r o g r a m s  w e r e  
d e v e l o p e d  in 1 9 8 5 a n d  m a d e  e f f e c t i v e  at the b e g i n n i n g  of 198 6.
E a c h  of t h e m  is d e s i g n e d  to m a k e  C F A B  f i n a n c i n g  m o r e  a t t r a c t i v e  
a n d / o r  m o r e  e f f e c t i v e ,  e s p e c i a l l y  to i n d i v i d u a l  f i s h e r m e n .  O n e  
p r o g r a m  in p a r t i c u l a r  w i l l  p e r m i t  C F A B  to be m o r e  a g g r e s s i v e  
a n d  m o r e  c o m p e t i t i v e  in s e e k i n g  a n d  r e t a i n i n g  m o r e  c r e d i t w o r t h y  
b o r r o w e r s .

* * * * * * * * * *

It is' n o t  u n r e a s o n a b l e  to a s s e r t  t h a t  C F A B  ha s e f f e c t i v e l y  
m o v e d  i t s e l f  b a c k  f r o m  th e b r i n k  of i m m i n e n t  d i s a s t e r  and has

d i f f u s e d  the  ai r of c r i s i s  w h i c h  i n f l u e n c e d  the d a y - t o - d a y  
a c t i v i t i e s  d u r i n g  m u c h  of 1985.  H o w e v e r ,  its m o s t  d i f f i c u l t
c h a l l e n g e s  li e a h e a d  of it. T h e  m o s t  o b v i o u s  and m o s t  
q u a n t i f i a b l e  is the s t a t u t o r y  r e q u i r e m e n t  t h a t  the $ 3 1 . 8  m i l l i o n  
S t a t e  i n v e s t m e n t  be r e p u r c h a s e d  in. or by, the y e a r  2 0 0 0 .
P e r h a p s  a g o o d  i l l u s t r a t i o n  of t he  m a g n i t u d e  of t h at  r e q u i r e m e n t  
is to p o i n t  o u t  t h a t  if C F A B  w e r e  to m a k e  14 a n n u a l  c a s h  
p a y m e n t s  to a f u n d  e a r n i n g  e i g h t  p e r c e n t  a n n u a l l y ,  t h o s e  
p a y m e n t s  w o u l d  n e e d  to be s l i g h t l y  m o r e  t h a n  $ 1 , 3 1 3 , 0 0 0  in o r d e r  
to r e a c h  t h e  $ 3 1 . 8  m i l l i o n  o b j e c t i v e .  C F A B  d o e s  no t h a v e  a
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c u r r e n t  a b i l i t y  to g e n e r a t e  $ 1 , 3 1 3 , 0 0 0  of c a s h  a n n u a l l y ,  nor c a n  
s u c h  a n  a b i l i t y  be c r e d i b l y  p r o j e c t e d  for the n e a r  fu t ur e.  If 
s u c h  a p r o g r a m  w e r e  n e c e s s a r i l y  d e f e r r e d  u n t i l  t h e r e  w e r e  o n l y  
t e n  y e a r s  r e m a i n i n g ,  the a n n u a l  p a y m e n t  a m o u n t  w o u l d  be s l i g h t l y  
o v e r  $ 2 , 1 9 5 , 0 0 0 .  O b v i o u s l y ,  t i m e  is of t he  e s s e n c e  in the 
e f f o r t  to b u i l d  C F A B ' s  a b i l i t y  to g e n e r a t e  cash.

T h e  s e c o n d  m a j o r  c h a l l e n g e .  s o m e w h a t  m o r e  d i f f i c u l t  to 
e x p r e s s  t h a n  t h e  fi rst, lies in t he f a c t  t h a t  C F A B  is c l e a r l y  
c a u g h t  in a c l a s s i c  sp iral, a n  " a d v e r s e  s e l e c t i o n "  p r o c e s s ,  
w h i c h  h a s  b e e n  the d o w n f a l l  o f  m a n y  l e n d i n g  i n s t i t u t i o n s .  T h e  
p r o c e s s  is n o t  n e c e s s a r i l y  i r r e v e r s i b l e  but, as the "sp*r;.l" 
d e s c r i p t o r  i m p l i e s ,  d o e s  g a i n  m o m e n t u m  w i t h  e a c h  p a s s i n g  d a y .  
S i n c e ,  b e g i n n i n g  b a c k  in la te  1983 or e a r l y  1984, s u c h  a l a r g e  
v o l u m e  of C F A B ' s  l o a n s  hav e b e e n  in a n o n - e a r n i n g  s t a t u s ,  C F A B  
h a s  h a d  to a t t e m p t  to m a x i m i z e  its g r o s s  i n c o m e  o n  the r e m a i n i n g  
p o r t i o n  of its l o a n  p o r t f o l i o  in o r d e r  to m e e t  its o w n  i n t e r e s t  
a n d  e x p e n s e  o b l i g a t i o n s .  T h i s  h as  m e a n t  m a i n t a i n i n g  i n t e r e s t  
r a t e s  at a l e v e l  p e r c e i v e d  to be " h i g h "  by m o s t  b o r r o w e r s  a n d  
w h i c h ,  in fact,  h a v e  g e n e r a l l y  b e e n  h i g h e r  t h a n  t h o s e  o f f e r e d  by  
o t h e r  l e n d e r s  to m o r e  a t t r a c t i v e  b o r r o w e r s .  O v e r  the p a s t  18 
m o n t h s ,  m a n y  of t h o s e  a t t r a c t i v e  b o r r o w e r s  h a v e  e l e c t e d  to 
r e - f i n a n c e  t h e i r  C F A B  loans w i t h  o t h e r  l e n d e r s .  It is n o t  
p o s s i b l e  to a s c r i b e  m o t i v a t i o n  to e v e r y  s u c h  r e - f i n a n c i n j ,  b u t  
C F A B ' s  m a n a g e m e n t  e s t i m a t e s  c o n s e r v a t i v e l y  t h a t  $ 1 2 . 0  to $ 1 8 . 0  
m i l l i o n  of l o a n  v o l u m e  has b e e n  l o s t  in thi s w a y  t h r o u g h  
D e c e m b e r  31. 1985, and the t r e n d  is c o n t i n u i n g .  T h i s  is
a l a r m i n g .  C F A B ' s  l o a n  p o r t f o l i o  is g r a d u a l l y  b e i n g  p e e l e d  a w a y  
to a c o r e  of " s m a l l "  i n d i v i d u a l  b o r r o w e r s ,  i n d i v i d u a l s  wh o  h a v e  
few, if any. alternative- s o u r c e s  of f i n a n c i n g  a n d  w h o  ar e l e a s t  

a b l e  to b e a r  th e b u r d e n s  of i n c r e a s e d  i n t e r e s t  rates, i n s u r a n c e  
p r e m i u m s ,  a n d  o t h e r  e x p e n s e s .  T h e y  a r e  th e b o r r o w e r s  w h o  a r e  
m o s t  c o s t l y  to se rve , and e a c h  n o t c h  of i n t e r e s t  r a t e  (or o t h e r )  
p r e s s u r e  c r e a t e s  a c e r t a i n  n u m b e r  of n e w  p r o b l e m  l o a n  a c c o u n t s ,  
w h i c h  c a u s e  a d d i t i o n a l  s e r v i c i n g  or c o l l e c t i o n  c o s t s  for C F A B .  
w h i c h  in t u r n  c a u s e  a nee d for g r e a t e r  i n t e r e s t  i n co me . D e s p i t e  
t h e  r e c e n t  s u c c e s s  at r e d u c i n g  C F A B  o p e r a t i n g  e x p e n s e s ,  it m u s t  
be r e c o g n i z e d  t h a t  a c e r t a i n  l a r g e  p o r t i o n  of t h o s e  e x p e n s e s  a r e  
" f i x e d "  a n d  c a n n o t  be f u r t h e r  r e d u c e d  no m a t t e r  h o w  m u c h  C F A B ' s  
l o a n  v o l u m e  m a y  s h r i n k .  In a d d i t i o n ,  it m u s t  be r e c o g n i z e d  as 
a x i o m a t i c - t h a t  if a n d  as C F A B ' s  l o a n  p o r t f o l i o  c o n t a i n s  a 
g r e a t e r  p e r c e n t a g e  of m a r g i n a l  or p r o b l e m  loans, e x p e n s e s  w i l l  
a c t u a l l y  i n c r e a s e .

T h e  f o r e g o i n g  d i s c u s s i o n  p l a c e s  e m p h a s i s  o n  a c o n t e x t  of 
m a r g i n a l  or p r o b l e m  c r e d i t  s i t u a t i o n s .  In r e a l i t y .  C F A B  - i f  it 

is l i m i t e d  by c i r c u m s t a n c e s ,  s t a t u t e ,  or o t h e r w i s e  to f i n a n c i n g  
o n l y  t h o s e  w h o  a p p e a r  to h a v e  t h e  g r e a t e s t  n e e d  f or  its s e r v i c e s  
(the " r m a l l "  i n d i v i d u a l  f i s h e r m e n )  - m a y  p r o v e  to be a n  
e c o n o m i c a l l y  u n f e a s i b l e  e n t e r p r i s e  u n d e r  th e b e st  of 
c o n d i t i o n s .  A  s o m e h w a t  o v e r s i m p l i f i e d  a n a l y s i s  of a f e w  b a s i c  
f a c t s  i l l u s t r a t e  t he po int:
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A. T h e  a v e r a g e  C F A B  l o a n  to a n  i n d i v i d u a l  f i s h e r m a n  t o d a y  
has a b a l a n c e  of a b o u t  $45,000..

B. T h e  a v e r a g e  i n t e r e s t  " s p r e a d "  o n  s u c h  loan s - t h a t  is, 
the d i f f e r e n c e  b e t w e e n  the i n t e r e s t  r a t e  C F A B  c h a r g e s  a n d  
the r a t e  it m u s t  p a y  o n  its o w n  b o r r o w i n g s  - is a b o u t  3 1/2 
p e r c e n t .

C. C F A B ' s  a n n u a l  n e t  i n t e r e s t  i n c o m e  on an  a v e r a g e  loan, 
then, is $ 1 , 5 7 5  (3 1 / 2 %  X $ 4 5 , 0 0 0 ) .

D. In o r d e r  to c o v e r  a b a s i c  o p e r a t i n g  e x p e n s e  b u d g e t  of 
$ 2 . 2  m i l l i o n  (again, $ 1 . 0  m i l l i o n  be l o w  h i s t o r i c a l  l e v e l s )  

C F A B  n e e d s  t he  n et  i n t e r e s t  i n c o m e  f r o m  1 . 3 9 7  " a v e r a g e "  
l o a n s  ( $ 2 , 2 0 0 , 0 0 0  d i v i d e d  by $ 1 , 5 7 5 ) .

T h e  a b o v e  a l l o w s  n o t h i n g  to c o v e r  n o n - o p e r a t i n g  e x p e n s e s ,  
a c c u m u l a t i o n  of a r e s e r v e  for l o a n  lo s s e s ,  c a p i t a l  e x p e n d i t u r e s ,  
f u n d i n g  of the $ 3 1 . 8  m i l l i o n  o b l i g a t i o n ,  etc. It a s s u m e s  no 
c r e d i t  l o s s e s ,  no s i g n i f i c a n t  d e l i n q u e n c i e s ,  no u n u s u a l  
d i f f i c u l t i e s  of a n y  kind. It is n o t  r e a l i s t i c .  C F A B  has n e v e r  
had  m o r e  t h a n  7 0 0  " a v e r a g e "  f i s h e r m a n  l o a n s  a n d  c o u l d  n o t  m a k e  
a nd  s e r v i c e  1 , 3 9 7  s u c h  l o a n s  w i t h o u t  a s i g n i f i c a n t  a n d  c o s t l y  
i n c r e a s e  in s t a ff . T h e  f i n a n c i n g  of a f i s h e r m a n ,  p a r t i c u l a r l y  
w i t h i n  the c o n t e x t  of A l a s k a ' s  g e o g r a p h y ,  is a n  e x p e n s i v e ,  
c u m b e r s o m e ,  a n d  r i s k y  v e n t u r e .  T h e  r o m a n c e  of f i s h i n g  m a y  tend  
to o b s c u r e  the f i n a n c i a l  i m p l i c a t i o n s .  but it is a 
c a p i t a  - i n t e n s i v e  b u s i n e s s  w h i c h  is a l s o  c h a r a c  e r i z e d  by n e a r l y  
u n c o n t r o l l a b l e  m a j o r  c o s t s  ( i n s u r a n c e  a n d  fuel, for e x a m p l e ) ;  it 
is a b u s i n e s s  in w h i c h  its m e m b e r s  h a v e  no c o n t r o l  of the b a s i c  
r e s o u r c e .  Its m e m b e r s  at b e s t  h a v e  o n l y  t h e  r i g h t  to c o m p e t e
w i t h  e a c h  o t h e r  for a s h a r e  of r e s o u r c e s  c o n t r o l l e d  by o t h e r  
hu m a n ,  p o l i t i c a l ,  n a t u r c l .  a n d  i n t e r n a t i o n a l  f o r c e s .  It is a 
b u s i n e s s  in w h i c h  an  u n u s u a l  - a n d  u n p r e d i c t a b l e  - n u m b e r  of 
i n d i v i d u a l  f a i l u r e s  a r e  i n e v i t a b l e .

T h e  f i n a n c i n g  of f i s h e r m e n  - w h i c h ,  in m o s t  c a se s,  i n v o l v e s  
v e s s e l  s e c u r i t y  - is c u m b e r s o m e  a n d  t h e r e f o r e  c o s t l y .  T h e

p r o c e d u r e s  for t a k i n g  a l i e n  o n  a v e s s e l  a r e  u n l i k e  t h o s e  for 
a n y  o t h e r  k i n d  of p e r s o n a l  or b u s i n e s s  a s s e t  (at l e a s t  in the 

U n i t e d  S t a t e s ) .  T h e y  a r e  the p r o v i n c e  of a v i r t u a l l y
u n r e g u l a t e d  a n d  u n i q u e  a g e n c y .  T h e y  a r e  s u b j e c t  to a b o d y  of 

l a v  r o o t e d  in c e n t u r i e s  p a s t  a n d  r e c o g n i z e d  by the l e g a l
p r o f e s s i o n  as a s p e c i a l t y ,  w h i c h  a g a i n  t r a n s l a t e s  in to  u n u s u a l  

co s t s .  W h e n  the i n e v i t a b l e  f a i l u r e s  o c c u r ,  the v e s s e l  l i e n  
f o r e c l o s u r e  p r o c e s s  r e p r e s e n t s  a n  a d d i t i o n a l  a nd  i n e v a d a b l e
c r e d i t o r ' s  n i g h t m a r e .  In t he  b e s t  of c i r c u m s t a n c e s ,  a c a s e  in 
w h i c h  t he  v e s s e l  o w n e r / b o r r o w e r  is c o o p e r a t i v e ,  the l e n d e r  w i l l  
s p e n d  a b o u t  $ 6 , 0 0 0  in M a r s h a l ' s  fees , c o u r t  a nd  a t t o r n e y ' s
c o s t s ,  i n s u r a n c e ,  m o o r a g e ,  etc. , b e f o r e  it has o w n e r s h i p  a nd
p o s s e s s i o n  of the v e s s e l .  A c c o r d i n g  to a m a j o r  A n c h o r a g e  l a w
firm, a m o r e  t y p i c a l  v e s s e l  f o r e c l o s u r e  c o s t  w o u l d  be $ 1 2 , 0 0 0  to
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$ 1 6 , 0 0 0  (t he a n n u a l  net i n t e r e s t  i n c o m e  o n  8 to 10 a v e r a g e  
l o a n s ) .  W h e n  the f o r e c l o s u r e  p r o c e s s  is c o m p l e t e .  th e 
l i q u i d a t i o n  p r o c e s s  b e c o m e s  o n e  m o r e  o p p o r t u n i t y  for a l m o s t  

c e r t a i n  loss. A g a i n ,  the s c e n a r i o  is d i f f e r e n t  t h a n  for a l m o s t  
a n y  o t h e r  f o r m  of f o r e c l o s e d  c o l l a t e r a l .  T h e  m a r k e t  for f i s h i n g  
v e s s e l s  is l i m i t e d ,  c l o s e - k n i t ,  a n d  h i g h l y  s u b j e c t i v e .  B e c a u s e  
of the u n i q u e  p r o c e d u r a l  r e q u i r e m e n t s  r e l a t e d  to v e s s e l  
o w n e r s h i p ,  it is l i t e r a l l y  i m p o s s i b l e  to c a m o u f l a g e  the n a t u r e  
a n d  c i r c u m s t a n c e s  of s u c h  a sale. T h e  b o t t o m  l i n e  is that, 
e x c e p t  in u n u s u a l  c a s e s ,  th e p r o c e e d s  r e a l i z e d  f r o m  c o l l a t e r a l  
l i q u i d a t i o n  w i l l  be s i g n i f i c a n t l y  les s t h a n  th e l o a n  b a l a n c e  
i n v o l v e d ,  c r e a t i n g  y e t  a n o t h e r  los s w h i c h  c a n  o n l y  be c h a r g e d  
a g a i n s t  th e i n t e r e s t s  of p e r f o r m i n g  b o r r o w e r s .

Al l of the a b o v e  f a c t o r s  w e r e  a l m o s t  c e r t a i n l y  a m o n g  the 
p r i m a r y  r e a s o n s  t h a t  the n e e d  for "a C F A B "  w a s  p e r c e i v e d  in the 
l a t e  1 9 7 0 ' s :  t r a d i t i o n a l ,  p r o f i t - o r i e n t e d ,  an d  r e g u l a t e d
c o m m e r c i a l  l e n d e r s  a b s t a i n e d  f r o m  w i d e s c a l e  f i n a n c i n g  -of 
i n d i v i d u a l  f i s h e r m e n  b e c a u s e  it was. a n d  is. a m a r k e t  
c h a r a c t e r i z e d  by l i m i t e d  p o t e n t i a l  for p r o f i t  but b e a r i n g  
i n o r d i n a t e  r i s k  of loss.

T h e  c r e a t i o n  of C F A B  w a s  a v i s i o n a r y  r e s p o n s e  to a c l e a r  
ne ed . I m p l e m e n t a t i o n  of the u n i q u e  c o n c e p t  has b e e n  

c h a r a c t e r i z e d  by s o m e  d r a m a t i c  e r r o r s  an d mi s  j u d g m e n t s . the 
e f f e c t s  of w h i c h  h a v e  b e e n  e x a c e r b a t e d  by m a j o r  u n f o r e s e e a b l e  
a nd u n c o n t r o l l a b l e  e x t e r n a l  f o r c e s .  T h e  r e su lt , a f t e r  n e a r l y  
s i x  y e a r s  of a c t u a l  c r e d i t  o p e r a t i o n s ,  is t h a t  the i n s t i t u t i o n  
h as s i g n i f i c a n t  f i n a n c i a l  w e a k n e s s e s  w h i c h  m u s t  be, an d  a r e  
be in g,  a d d r e s s e d .  T h e  r e a l i t y  of t h o s e  w e a k n e s s e s  a n d  the 
a p p e a l  of c r i t i c i z i n g  t h e i r  e x i s t e n c e  an d  c a u s e s ,  h o w e v e r ,  
s h o u l d  n o t  be a l l o w e d  to o v e r s h a d o w  the f a c t  t h a t  C F A B  h a s  m e t  
the f i n a n c i n g  n e e d s  of h u n d r e d s  of i n d i v i d u a l  f i s h e r m e n .  It has 
s e r v e d  t he i n t e r e s t s  of c o u n t l e s s  o t h e r s  s i m p l y  b y  its e x i s t e n c e  
in th e m a r k e t :  C F A E ' s  p r e s e n c e  as a n  a l t e r n a t i v e  l e n d e r  h as
p r o v i d e d  t h e  f i n a n c i a l l y  s t r o n g e r  a n d  m o r e  c r e d i t w o r t h y  
f i s h e r m e n  w i t h  a d d i t i o n a l  l e v e r a g e  in t h e i r  n e g o t i a t i o n s  w i t h  
o t h e r  c r e d i t  s o u r c e s .  In s h or t,  t h a t  f u n d a m e n t a l  p u r p o s e  is 
b e i n g  s e r v e d .  W h i l e  C F A B  is in a p o s i t i o n ,  a l b e i t  w e a k e n e d ,  to 
c o n t i n u e  t h a t  s e r v i c e  to day , a c o m m i t m e n t  to t h a t  p u r p o s e  
w i t h o u t  a d d r e s s i n g  th e l o n g - t e r m  r i s k s  a n d  e f f e c t s  is i m p r u d e n t  
to a n  e x t r e m e .

C F A B  ha s the t h e o r e t i c a l  a b i l i t y  to m o d i f y  th e f i n a n c i a l  and  
o p e r a t i o n a l  e f f e c t s  d i s c u s s e d  in the f o r e g o i n g  t h r o u g h  l o a n s  to 
the a g r i c u l t u r e  a n d  t i m b e r  i n d u s t r i e s  an d  to the p r o c e s s i n g  
s e g m e n t  of the f i s h i n g  i n d u s t r y .  I g n o r i n g  for th e m o m e n t  the 
r e a l i t i e s  a n d  o t h e r  c o n s t r a i n t s  w h i c h  l i m i t  t h a t  a b i l i t y  to a 
t h e o r e t i c a l  one. a n d  a s s u m i n g  c r e d i t w o r t h i n e s s  a m o n g  the 
p r o c e s s o r s  in g e n e r a l ,  the p o t e n t i a l  b e n e f i t s  to C F A B  a n d  its 
i n d i v i d u a l  b o r r o w e r - m e m b e r s  a r e  gr ea t.  F o r  e x a m p l e ,  t e r m  loa ns  
of $ 2 . 5  m i l l i o n  e a c h  to f i v e  p r o c e s s o r s  w i l l  y i e l d  n et  i n t e r e s t
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i n c o m e  of $ 4 3 7 , 5 0 0  ( $ 1 2 . 5  m i l l i o n  X 3. 5 % )  a n n u a l l y ;  a n d  the
s e r v i c i n g  d e m a n d s  on  C F A B  ar e  no t s i g n i f i c a n t l y  g r e a t e r  t h a n  

t h o s e  of a n  e q u a l  n u m b e r  of l o a n s  to i n d i v i d u a l  f i s h e r m e n .  
N u m b e r s  of t h a t  m a g n i t u d e  t r a n s l a t e  i n t o  i n c r e a s e d  n e t  e a r n i n g s  
a n d  e q u i t y  g r o w t h .  w h i c h  in t j r n  t r a n s l a t e  i n t o  e n h a n c e d  
f i n a n c i a l  s t a b i l i t y  a n d  l e n d i n g  c a p a c i t y .

Of t h o s e  a d d i t i o n a l  m a r k e t s  c i t e d ,  t he  g r e a t e s t  p o t e n t i a l  
o p p o r t u n i t y ,  in d o l l a r s ,  l i e s  a m o n g  the s e a f o o d  p r o c e s s o r s .  

U n d e r  p r e s e n t  c i r c u m s t a n c e s ,  h o w e v e r ,  th e e x i s t e n c e  of t h a t  
o p p o r t u n i t y  is i l l u s o r y ;  it m u s t  be r e f e r r e d  to an  

" t h e o r e t i c a l . "  T h i s  is d u e  to t h e  n a t u r e  a n d  o r i g i n  of t he  
c a p i t a l  i n v e s t m e n t  in t h e  A l a s k a  s e a f o o d  p r o c e s s i n g  i n d u s t r y ,  
c o u p l e d  w i t h  t h e  s t r i c t u r e s  of AS 4 4 . 8 1 . 2 1 0 . ( a )(1). T h a t  
s t a t u t e  p r o v i d e s  in p a r t  t h a t  C F A B  m a y  m a k e  l o a n s  o n l y  to t h o s e  
c o p o r a t i o n s  ( m o s t  m a j o r  s e a f o o d  p r o c e s s o r s  a r e  c o r p o r a t e  
e n t i t i e s )  of w h i c h  the m a j o r i t y  o w n e r s h i p  a n d  c o n t r o l  is v e s t e d  
in A l a s k a  r e s i d e n t s .

T h e  s t a t u t e  e f f e c t i v e l y  m a k e s  a l a r g e  p a r t  of th e i n d u s t r y  
i n e l i g i b l e  to b o r r o w  f r o m  C F A B .  It is n ot u n r e a l i s t i c  to 
g e n e r a l i z e  t h a t  l a r g e r  p r o c e s s o r s  t e n d  to be m o r e  f i n a n c i a l l y  
s t a b l e  a n d  m o r e  c r e d i t w o r t h y  t h a n  s m a l l e r  p r o c e s s o r s .  In s o m e  
i n s t a n c e s ,  e c o n o m i e s  of s c a l e  a r e  s i g n i f i c a n t  - m o r e  g e n e r a l  
p o s i t i v e  c h a r a c t e r i s t i c s .  t h o u g h ,  ar e  m u l t i p l e  p l a n t s  and 
d i v e r s i f i e d  o p e r a t i o n s ;  h i g h l y  d e v e l o p e d  l e v e l s  of m a n a g e m e n t ,  
m a r k e t i n g ,  p l a n n i n g ,  a n d  b u d g e t i n g  e x p e r t i s e :  a n d  b r o a d  p r o d u c t  
m i x e s .

D u r i n g  1985, C F A B  c a r r i e d  o u t  a s u r v e y  a n d  a n a l y s i s  of the 
o w n e r s h i p  of A l a s k a  s e a f o o d  p r o c e s s o r s .  C o m p l e t e  o w n e r s h i p  
i n f o r m a t i o n  is d i f f i c u l t  to o b t a i n  in m a n y  ca se s;  h o w e v e r ,  a 
v a r i e t y  of s o u r c e s  w a s  c o n s u l t e d ,  a n d  the f i n d i n g s  a r e  b e l i e v e d  
to be c r e d i b l e .  A  t o t a l  of 78 s h o r e b a s e d  p r o c e s s o r s  e n t i t i e s  
(in a d d i t i o n  to 43 " f l o a t e r "  p r o c e s s o r s )  w a s  i d e n t i f i e d ,  as 
f o l l o w s :

A n n u a l  S a l e s N u m b e r

$ 1 0 . 0  m i l l i o n  or m o r e  
$ 1. 0  m i l l i o n  to $ 1 0 . 0  m i l l i o n  

L e s s  t h a n  $ 1 . 0  M i l l i o n

2 2

33
23

T o t a l  - 2 1

T h e  d i s t r i b u t i o n  of o w n e r s h i p ,  in t e r m s  of s t a t u t o r y  
e l i g i b i l i t y  fo r C F A B  f i n a n c i n g .  is i n t e r e s t i n g .  O f  the 18 
p r o c e s s o r s .  45 of t h e m  - s l i g h t l y  o v e r  57 p e r c e n t  - a r e  
e l i g i b l e .  T w e n t y  of t h o s e  45. h o w e v e r ,  a r e  in th e g r o u p  w i t h  
a n n u a l  s a l e s  of le ss  t h a n  $ 1 . 0  m i l l i o n .  T h e y  r e p r e s e n t  l i m i t e d  
f i n a n c i n g  o p p o r t u n i t i e s  a n d  r e q u i r e m e n t s .  M a n y  of t h e m  ar e  
p r i v a t e l y  f i n a n c e d  a n d / o r  i n t e g r a t e d  h a r v e s t i n g / p r o c e s s i n g  

o p e r a t i o n s ,  or a r e  h i g h l y  s p e c i a l i z e d  a n d  l i m i t e d  o p e r a t i o n s  
f i n a n c e d  by  t h e i r  m a r k e t  base.
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Of  the r e m a i n i n g  25 e l i g i b l e  p r o c e s s o r s ,  20 a r e  in th e $ 1 . 0  
m i l l i o n  to $ 1 0 . 0  m i l l i o n  s a l e s  g r o u p .  It is d i f f i c u l t  to 
g e n e r a l i z e  a b o u t  t h o s e  20. C F A B  has, or has  had. c r e d i t
r e l a t i o n s h i p s  w i t h  13 of them. S o m e  of t h e m  h a v e  b e e n  e x t r e m e l y  
g o o d  lo ans; o t h e r s  are, or h a v e  been, a m o n g  C F A B ' s  m o s t  g r i e v o u s  
c r e d i t  p r o b l e m s .  At  best,  the  g r o u p  d o e s  n o t  a p p e a r  to o f f e r  a 
b r o a d  b a s e  of f i n a n c i n g  o p p o r t u n i t i e s .

T h e  g r o u p  of 22 l a r g e r  ( s a l e s  of $ 1 0 . 0  m i l l i o n  or m o r e )
p r o c e s s o r s  c l e a r l y  h o l d s  t h e  g r e a t e s t  p r o m i s e  for m a j o r  C F A B  
f i n a n c i n g  o p p o r t u n i t i e s ;  h o w e v e r ,  o n l y  f i v e  of t h o s e  p r o c e s s o r s  
a r e  s t a t u t o r i l y  e l i g i b l e .  C F A B  has. or ha s had, c r e d i t
r e l a t i o n s h i p s  w i t h  f o u r  of them; t h e y  h a v e  i n c l u d e d  s o m e  of
C F A B ' s  m o s t  r e l i a b l e  a n d  h i g h e s t  q u a l i t y  lo ans. T h e y  a r e  v i e w e d  
as a t t r a c t i v e  a n d  p r o f i t a b l e  b o r r o w e r s  by o t h e r  l e n d e r s .

It is no t k n o wn , a n d  no t a s s e r t e d ,  t h a t  all of t h o s e  22 
p r o c e s s o r s  a r e  c r e d i t w o r t h y .  N e i t h e r  c a n  it be a s s e r t e d  t h a t - i f  
C F A B  w e r e  g i v e n  a c c e s s  to t h a t  g r o u p  t h a t  c o m p e t i t i o n  w o u l d  be 
r e a d i l y  or i m m e d i a t e l y  o v e r c o m e .  H o w e v e r ,  t h e  s t a t u t o r y  b a r r i e r  
tc t h a t  m a r k e t  r e p r e s e n t s  a s i g n i f i c a n t  h a n d i c a p  to C F A B  ( w i t h i n  

the  c o n t e x t  of its o r i g i n a l  a n d  d o c u m e n t e d  l e g i s l a t i v e  i n t e n t s  
a n d  p u r p o s e s ) ;  it m a g n i f i e s  the r i s k s  of f i n a n c i n g  c o n c e n t r a t e d  
in  a v e r y  s m a l l  m a r k e t ;  it p l a c e s  s t r o n g  u p w a r d  p r e s s u r e  o n  the 
c o s t s  w h i c h  m u s t  be b o r n e  b y  i n d i v i d u a l  f i s h e r m e n - b o r r o w e r s ; a n d  
it s e r v e s  no u s e f u l  p u r p o s e  w i t h  r e g a r d  to A l a s k a n  i n t e r e s t s .  
O w n e r s h i p  of a c o r p o r a t i o n  - at l e a s t  as e x p r e s s e d  a n d  i m p l i e d  
b y  the s t a t u t e  - is n o t  a v a l i d  c r e d i t  f a c t o r .

T h a t  g r o u p  of p r o c e s s o r s  o w n  e x t e n s i v e  f a c i l i t i e s  in 
A l a s k a .  T h e y  p u r c h a s e ,  a d d  v a l u e  to. a n d  m a r k e t  A l a s k a  fish. 
T h e y  p a y  l o c a l  t a x e s .  T h e y  d e a l  w i t h  A l a s k a  f i s h e r m e n .  T h e y  
p u r c h a s e  s u p p l i e s  in A l a s k a .  T h e y  e m p l o y  A l a s k a  w o r k e r s .  T h e y  
p a y  f i s h  t a x e s  to t h e  S t a t e  of A l a s k a .  W h e n  t h e y  b o r r o w  m o n e y  
for c a p i t a l  i n v e s t m e n t s  or to f i n a n c e  o p e r a t i o n s ,  t he m o n e y  d o e s  
n o t  d i s a p p e a r  - it is r e p a i d ,  d o l l a r  f or  d o l l a r ,  to th e  l e n d e r  
w h e t h e r  t h a t l e n d e r  is a S e a t t l e  c o m m e r c i a l  bank, a N e w  Y o r k  
i n s u r a n c e  c o m p a n y ,  or C F A B ;  a n d  i n t e r e s t  is p a i d  to t h a t  l e n d e r  
al so . T h a t  i n t e r e s t  o b v i o u s l y  c a n  o n l y  be t a k e n  f r o m  t h e  g r o s s  
p r o c e e d s  f r o m  the m a r k e t i n g  of A l a s k a  s e a f o o d s .  If the  i n t e r e s t  
is p a i d  to C F A B  it is a b e n e f i c i a l  i n c r e m e n t  to C F A B  and. 
t h e r e f o r e ,  its o w n e r s  w h i c h  c o n s i s t  of t h e  S t a t e  of A l a s k a  an d 
A l a s k a  f i s h e r m e n ,  f a r m e r s ,  a n d  t i m b e r  h a r v e s t e r s .
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