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COMMITTEE ON RESOURCES 
LETTER OF INTENT 

FOR 
SB 410

T h is  le g i s la t io n  i s  in ten ded  to  enhance th e  a b i l i t y  o f  th e  
A la s k a  Comm ercial F is h in g  and A g r ic u lt u r e  Bank to  f u l f i l l  
i t s  l e g i s l a t i v e l y  mandated r e s p o n s ib i l i t i e s  by b roaden ing  
i t s  p o t e n t ia l  m arket. I t  i s  t h e re fo re  th e  in t e n t  o f  th e  
le g is la t u r e  t h a t  th e  term  "sho re -based  f i s h  p ro c e s s o rs "  s h a l l  
n o t be in te r p r e te d  to  e x c lu d e  f i s h  p ro c e s s in g  c o rp o ra t io n s  
whose o p e ra t io n s  in c lu d e  bo th  sho re -based  and f lo a t in g  
p ro c e s s in g  f a c i l i t i e s .  F o r th e  pu rposes o f  t h i s  l e g i s l a t i o n  
a f i s h  p ro c e s s in g  company th a t  o p e ra te s  bo th  sho re -based  and 
f lo a t in g  f a c i l i t i e s  s h a l l  be co n s id e re d  to  be a sho re -based  
f i s h  p ro ce s so r .
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MEMORANDUM
TO: Senate Resources Committee Members r > ■>-, r, .

M A R  2  4  1986
FROM: Ed Crane, CFAB

DATE: March 19, 1986

In response to the invitation extended by Senators Eliason and 
Halford on March 12, there is enclosed a comprehensive discussion of certain 
features of CFAB's statute (AS 44.81) which we believe should be 
constructively addressed by the legislature. Although there are relatively 
few specific issues, some of them are complex and reflect the difficulty of 
applying a public interest concept to a real-world environment. We apologize 
for the length of the enclosed, and offer the following summary of the major 
or critical views expressed in it:

A. The original statute, with subsequent amendments, is a generally 
workable articulation of a valid concept; many of CFAB’s recent difficulties 
are the result of failures in the implementation process.

B. CFAB is unique from many standpoints. This uniqueness, and its 

inherent risks, must be recognized. Although some of its lending activities 
parallel those of other institutions, there is little real competition within 
the void which CFAB was created to fill.

C. CFAB’s statutory powers are quite broad. The severest 

limitation on its market is being addressed by SB410 (and HB579). CF A B’s 
management may wish for an even broader market in the interest of the 

institution's stability, but that would not be politically realistic.

D. The most critical and immediate problems for CFAB are the result 

of illinuidity. They can only be cured by cash. However, it may be possible 
that the effect of a cash infusion could be attained, to the State's 
advantage, by utilizing CFAB's resources in other programs and activities.

E. The statute requires repurchase of the State's capital by the 
year 2000. That appears to be a practical impossibility. The State should 
not consider abandonment of its investment. However, impending and inevitable 
difficulties for all parties could be alleviated or, hopefully, avoided if 
this legislature were to extend the repurchase date.

>
F. CFAB has consistently engaged an independent accounting firm for 

an annual audit. However, due to its unique status, it has never been subject 
to routine qualitative examinations by an external body. Such examinations 

would not only impose a necessary discipline on the institution but would 
greatly enhance the ability of the legislature and the State’s administration 
to provide oversight.

G. The stringent, but yet somewhat vague, limitations on the 

conditions under which CFAB may accept the pledge of a limited entry permit as 
loan security were presumably conceived to protect fishermen from themselves. 
The effect, however, is to dissuade CFAB from recognizing what in many 
instances is an applicant's most viable asset. No responsible lender will 
venture into relationships which literally guarantee litigation should a 
failure occur.

E E C : 1 0 7 8 V



2550 Denali Street, Suite 1201 
P.O. Box 4-2070 
Anchorage, A laska 99509-2070 
(907) 276-2007

March 19, 1986

Senator Arliss Sturgulewski 

Alaska State Legislature 
Box V  (M.S. 3100)
Juneau, Alaska 99811

Dear Senator Sturgulewski:

Thank you for your comments and for the constructive interest in CFAB 

which you expressed during the recent hearing on SB410.

It is unfortunate that such focused discussions as we had might leave 
an onlooker with the thoughts that Alaska is populated by only two kinds of 

fishermen/borrowers, either "good" or "poor"; that if a fisherman isn’t one he 
must be the other; and that the "poors" naturally gravitate to CFAB while the 
"goods" have more attractive alternatives. Such is not the case. However, if 
a traditional financial institution with, say, $50.0 million of loanable funds 
has made a risk-limiting policy decision to have no more than 10 percent of 
its loan portfolio invested in the Alaska commercial fishing industry, that 
institution can (and should) be very selective and competitive in determining 

which segments or which individual members of the industry it will finance. 
Its management's basic responsibility is to protect and enhance the interests 
of the stockholders and depositors rather than to serve the industry.

CFAB’s only mission in life, on the other hand, is. to serve that 

industry, along with agriculture. Accordingly, it must attempt to 
—  at best —  attract and accommodate a broad cross-section of the industry. 

Its policies and practices must be structured to exclude the lowest 
percentiles (in terms of creditworthiness) of the industry; conversely, they
cannot be designed to allow or encourage a "skimming" off the top. All of us
lapse into expressions of qualitative judgments when discussing or 
contrasting CFAB's activities and performance with those of other
institutions. In reality, however, the "competition" is illusory because of 
the great divergence of objectives, purposes, and resources. As a final 
thought on that matter, I would argue that perhaps one of CFAB's most 
significant services is that rendered to the "top of the list" operators who 

do not borrow from it; were it not for CF A B’s existence, there would be no 
motive for other lenders to offer attractive terms to that group.

A  major thought expressed at the Resources Committee hearing was that 

there may well be other features of CFAB's statute which could be
constructively modified, and I was invited <-o address the matter. That is the 
primary reason for this letter.

Alaska Commercial Fishing and Agriculture Bank
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In my view, the CFAB statute was a creative and visionary response to 
a worthy need. It is true that the legislature did not necessarily invent the 

perfect r.ousetrap the first time around —  there are some points which can 
hopefully be addressed —  but my strong personal opinion is that CFAB's basic 

problems have arisen in the implementation process and are not really evidence 
of a faulty concept. Some of the most damaging events have involved specific 
instances of poor judgment, flamboyance and speculative growth policies, etc. 
The more general and pervasive problems, though, appear to stem from a 
broadbased failure to recognize the genuine uniqueness of CFAB’s combination 
of origin, structure, limitations, objectives, markets, and pressures. That 
charge of "failure" is not offered as condemnation of anybody. CFAB is unique 
—  there was no precedent, no pattern, no body of experience to call upon. 
There is no real reason to believe that those of us involved with CFAB today 
are any more insightful than our predecessors; we have the benefit and 
advantage of experience over five eventful years.

The existing statute does give CFAB broad authorities and powers; 
broader than we have ever used. The only Reneral restriction which tends to 
be self-defeating is that which is being addressed in SB410. As CFAB's CEO, 
whose most fundamental responsibility is to work toward the stability and 

healthy growth of the institution itself, I would subjectively prefer a total 
removal of the restrictions addressed by SB410, and would justify that by the 

argument, "What's good for CFAB is good for the State." However, I am 
realistic enough to recognize that the business of CFAB must be affected by

the politics of its creation and heritage, and I am quite pleased with SB410
and its promise.

Before going further with discussion of specific statute features, I 
would like to address other points which were raised at the hearing and also 

to stress that the only thing which would help CFAB to deal with its immediate 
problems is cash (or an interest-earning cash equivalent). I offer that as a 
matter of fact - not as a plea for cash. The fundamental problem is

illiquidity, manifested by the imbalance between interest-bearing debt and 
interest-earning assets. We did make great strides during 1985 toward curing 

that imbalance, principally through the liquidation of non-earning assets. 
Over that year, CFAB reduced its interest-bearing debt by $32.3 million, but 
its interest-earning assets were reduced by only $19.5 million: Effectively,
we created $12.8 million of liquidity and/or earning ability out of the 
12-31-84 non-earning assets. In addition, for 1986 we have reduced our 
operating budget by about $1.0 million, which has the same effect as creating 
about another $7.0 million of earning assets. We can not, and do not, project 
improvement at the same rate during 1986 —  "easiest" problems get solved
first, and we are working our way into the hard core which is much more 

difficult to deal with!.
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The easiest solution to the immediate problems (from CFAB's 
standpoint) would be for the State to invest another $6.0 to $8.0 million in 
CFAB, in return for a long-term commitment from our lender as well as that 
lender's subordination to the State with respect to the future proceeds from 
$10.0 or $12.0 million of non-earning assets in order to secure repayment to 
the State. That does not appear to be realistic, and I am not certain it 
would be best just because it would be easiest. On the other hand, there were 
concepts embodied in some of the committee discussion —  particularly in 
Senator Coghill's comments —  which 1 believe are worthy of exploration and 
which bear potential benefit to both the State and to CFAB. CFAB has an 
administrative and operational infrastructure which is presently 
underutilized. Also, we are continuing to build a professional credit staff 
which, out of necessity, is primarily oriented to difficult situations. It 

occurs to me, given the current and projected State budget constraints as well 
as the frequent (but not universal) expressions of sentiment for limiting or 
eliminating State-funded direct loan programs, nat there may well be 

opportunities for CFAB to act on an agency or contract basis for the State in 
administering, modifying, or phasing out particular programs. While this is 
probably something to be addressed administratively rather than through the 
legislature, it seems appropriate to acknowledge it as relevant to our recent 

discussion.

There was also some discussion about the status of, and repayment 
prospects of, the State's $31.8 million investment in CFAB. We have from time 
to time heard expressions from various sources that the State should consider 
abandoning or "writing off" that investment. My personal view is that that 

action would be inappropriate, for a variety of reasons:

1) CFAB needs to be held accountable for its actions, policies, and 
results; and ownership by the State imposes accountability. It is true that 
the State’s stock is non-voting, while the borrower-members have the 
theoretical authority and ability to influence the institution through 
exercise of their voting rights. However, CFAB is still a new institution 

without a "mature" body of members; while those members have a common interest 
in general, the most significant interest is one which is specific to each 

individual; and it would be a very costly and time-consuming '•■.rort for a 
small group of members to work toward correction of a perceived problem —  the 
most effective control element for members is probably through the election of 
quality directors. Even though we at CFAB might chafe at the frustrations and 
imperfections of communicating with legislators and administrators, the 
practical fact is that the accountability imposed by State investment is 
probably the greatest possible protection for all parties involved.

2) As a citizen, I can think of no reason the state should abandon 
the investment. The present value may be nominal —  that was, of course, 
known when the investment was made —  but I'm sure the State has made hundreds
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of other capital investments of various kinds "for a public purpose" and which 
have limited financial value.

3) As discussed earlier, a non-cash transaction would not assist 
CFAB in dealing with immediate problems; there would simply be a 

re-classification in the equity portion of our balance sheet. On the other 
hand, if there should be a dramatic worsening of CFAB’s immediate problems and 
if CFAB were forced into a bankruptcy and/or liquidation, there is every 
reason to believe the State would ultimately recover a significant part of its 

investment. The State should not forego that opportunity.

4) While the $31.8 million does appear to be an investment of 
capital, it bears at least one of the elements of debt (a due date). In 
general, an abandonment of capital has no significant tax implications, but a 
f jrgiveness of debt creates a taxable gain. Such an action should be 
carefully analyzed beforehand, in order that CFAB not be confronted with a 

horrendous Federal tax liability!

Notwithstanding all of the foregoing, it would seem appropriate that 

this legislature recognize and address the realities of that investment and 
the prospects for retirement on the present schedule. As I mentioned the 
other day, we at CFAB view the obligation very soberly and recognize the clock 
is running. However, we are doing today what any illiquid individual or 

entity does; we are committing all available cash to those obligations which 
have the ability to put us out of business today. As a matter of fact, since 
the Spokane Bank for Cooperatives holds a lien on all cash proceeds (as well 

as on most other assets) we could not fund a repayment plan. While there may 
be no compelling and immediate reason to change the requirement today, we do 

now have the benefit of over five years of experience and can recognize that a 
requirement which seened realistic in 1978 and 1979 is no longer achievable. 

In CFAB's view it would be more reasonable for the legislature to change the 
retirement date to, perhaps, July 1, 2010. An alternative might be to set the 

retirement "at the call of the legislature but in no event prior to 
July 1, 2010." It would not be unreasonable —  at least in theory —  to 
attach a sinking fund requirement, but that might involve some difficult 
negotiations with CFAB's lender depending upon how the requirement were 

structured.

* * * * * * * * * *

Following are the other specific points in CFAB's statute (AS 44.81) 
which we believe could be constructively addressed:

Sec. 44.81.010. (a) The reference to AS 10.15.005-10.15.600 (the basic 
cooperative statute) should be eliminated. CFAB i_s unique, and AS 44.81 
provides a specific and comprehensive organic foundation. AS 10.15 is subject
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to change without regard for its impact on CFAB, and a basic necessity for a 
credit institution, especially one .nvolved in long-term loans, is stability 

in every form. There was an abortive effort in 1984-85 to develop sweeping 
changes in AS 10.15; that effort had merit within its own context, but many of 
the proposed changes did not recognize the possible existence of a statewide 
cooperative whose relationship to members is purely financial.

Sec. 44.81.010.(b) & (c) A modified requirement for repurchase of State
capital should be addressed here.

Sec. 44.81.020.(a) & (b) The requirement that at least one board member be an 
Alaska farmer is constructive. However, the proviso that he/she have "at 

least 10 years of Alaskan farm experience" (whatever that means!) creates a 
situation which is probably not in the best interests of members. Since each 

elected director must also be a current or recent CFAR borrower, it appears 
there are less than five individuals in the entire state eligible for this 

position. Other directors don't need to be 10-year fishermen, etc., and a 
second farmer director does not need to meet the 10-year requirement. Why 
limit the members’ choice of directors in this way?

Also, there should be a provision for removal of an elected director 
as a result of a unanimous finding by the remaining directors of a "serious 
conflict of interest or a chronically and irremedially substandard borrowing 
relationship." We have received a legal opinion, based on the existing
statute, to the effect that only the members of CFAB can remove or recall an
elected director —  however, since the statute elsewhere prohibits disclosure 
to members (or anyone else) of information regarding a borrower (including 

directors), a Catch-22 situation exists.

Finally, this section should also make clear that the five elected 
directors are accountable as individuals to the members only. They should not 

be subject to the same requirements, standards, etc., as are the gubernatorial 
appointees. Each director candidate must literally "campaign" for election, 
and the members have ample opportunity to apply whatever standards they choose.

Secs. 44.81.200. 44.81.260.(b ) (1). 44.81.270. & 44.81.280 Section 44.81.200, 
by implication, requires CFAB to have an annual financial audit by independent 

outside auditors. That may be sufficient, but it would not hurt for that 
requirement to be specific. To avoid costly redundancy while retaining

opportunity for legislative oversight, it would be well to provide that the
Legislative Audit Division is authorized to crnfer with, and to review the 
audit workpapers of, CFAB's outside auditors and could make its own audit only 
after a recommendation to, and direction by, the Budget and Audit Committee.

A car more important and necessary provision, rom our viewpoint, 
would be for an annual qualitative examination and evali 'ion by the State's
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bank examiners. CFAB's directors and management are greatly desirous of the 
discipline imposed by an independent and professional examination. More 
important, and because CFAB's loan portfolio comprises about 84 percent of its 
total assets, the State should be vitally interested in a periodic qualitative 
evaluation. We urge that such an examination be statutorily directed, and 
that the examiners be required to provide both the legislature and the 
governor (as well as CFAB's board) with a summary report which expresses loan 
portfolio quality on a statistical basis and which also addressed the 
appropriateness and effectiveness of the institution's policies, practices, 
and management within the context of its statutory purpose.

Secs. 44.81.210.(a)(20) & (22) These paragraphs deal with the bases and 
circumstances under which CFAB may accept the pledge of a limited entry permit 

as security for a loan. We recognize the matter of limited entry permits in 
general is subject to diverse political and emotional overtones; CFAB's 
subjective view, however, relates strictly to the business asset aspects of 
permits. It is also premised on the concept that a viable loan is one which 
is structured to meet the reasonable business needs of both lender and 
borrower and which preserves the relative risk positions of owner and 
creditor. An all-too-common perception among non-credit people is that 

lending is some kind of game of wits which creates either 
"bank wins/borrower loses" or "bank loses/borrower wins" situations!

Paragraph (20) sets forth requirements which are identical to those 
of the Commercial Fishing Loan Act administered by the State itself. We have 
no particular concern with the two-year residency requirement expressed in 
(20) but, since CFAB was created to serve a broader group than the State's own 

program, we do not understand why CFAB should be limited to the other 
requirements in (20) —  they are essentially eligibility requirements, and may 

or may not have any relevance to objective credit standards a lender nrght 
apply. Within the context of "service to Alaska fishermen," an entry permit 
will only be sold by a limited entry permit holder who is presumably motivated 
to sell. If CFAB can finance a qualified buyer, which party is getting the 

benefit of CFAB's existence?

Paragraph (22) is much more difficult for CFAB as a lender. We have 
been advised frequently by counsel that a restrictive provision such as this 
will always be construed strictly, rather than liberally, by the courts; 
consequently, we flatly avoid making loans that we would otherwise be willing 
to make. Again notwithstanding the complex and controversial history of the 
limited entry program itself, we do not understand why this asset which is a 
critical and integral element of any fisherman's operation should have such 

unique status. The restrictions do not necessarily work to a fisherman's 
advantage. Consider the hypothetical case of an individual who has managed to 
accumulate $50,000 in cash but has no other significant resources; he has 
arranged to lease a vessel and gear if he can buy a $50,000 permit and have
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$35,000 of working capital. If he buys the permit for cash and comes to CFAB 
for a $35,000 working capital loan, he probably won't get it. On the other 
hand, if he has presence of mind enough to come to CFAB first, we might very 
likely finance $35,000 of the permit purchase (and on a term basis, rather 
than on a seasonal working capital basis) and let him use his own funds for 
working capital. Same individual; all other credit factors the same; but, 

obviously, paragraph (22) affects his ability to fish.

We are told that a major rationale for the sacrosanctity of limited 
entry permits is that, "foreclosure of a permit takes away the borrower's 

ability to fish." We would agree with that. We would hasten to add, however, 
that no responsible lender —  including CFAB —  lends money in anticipation of 
acquiring the security pledged. There are many, often misunderstood, reasons 

for requiring collateral to a loan. In the final analysis, it is a stop-loss 
feature and/or one which permits a degree of leverage. The courts do not 
permit a lender to acquire collateral without an often costly and 
time-consuming showing of clear proof that the borrower cannot and/or will not 

conform to the loan contract to which he agreed. If a borrower is unwilling 
to risk his/her legal ability to fish in order to have the financial ability 
to fish, why should CFAB put other people’s money (including the State’s) at 

risk?

As a final example of the impact of paragraph (22), we would cite 
"gear" loans, for which there is frequent demand. Gear is almost valueless 

for collateral purposes. An applicant for a gear loan is held by CFAB to 
essentailly the same standards as are applied to an unsecured borrower —  this 

means very few applicants can qualify. Effectively, CFAB is denying credit to 
a large body of applicants because an unidentifiable, but small, number of 
them will not perform. If, however, those applicants could put their permits 

at risk to secure a gear loan, many more gear loans could be made —  and we 
expect borrowers would take a much more serious approach to servicing those 

loans!

We believe paragraph (22) should be rewritten to provide:

(1) Loans made should be restricted to enabling the 
fisherman to better compete in the fishery for which he 
holds the pledged permit. In other words, a loan to 

purchase a drag boat should not be secured by a salmon 

permit; and,

(2) The authorized loan purpose should be expanded to 

include:

(a) purchase of fishing gear.
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(b) working capital, including insurance premiums,
fuel, bait, boat storage and launching expenses.

(c) purchase and improvement of set net si*es and

associated equipment.

(3) A provision should be added allowing CFAB to take a

permit pledge on more than one loan, provided each loan
purpose is authorized for such a pledge.

(4) Refinance of existing debt or debts provided the
original loan purpose(s) au'_*.:orized a permit pledge.

Again, we appreciate the constructive interest expressed by you and
your colleagues on March 12. All of us at CFAB —  Directors, management, and 

staff —  are very much aware of the general and specific obligations CFAB 
holds tc«ard the State, the public at large, an;’- its mandated constituency. 
We regret the difficult circumstances of the recent past, and we are committed 
to restoring CFAB to a position of genuine service to Alaska and its citizens.

* * * * * * * * * *

Sincerely

Edward E. Crane 
President

EEC:1077V
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Alaska g>tate lUgtelature

ARLISS STURGULEWSKI, Chairman
3ETTYE FAHRENKAMP. Vice Chairman
JACK COGHILL
DICK ELIASON
VIC FISCHER
RICK HALFORD
FRED ZHAROFF

Senate
Committee on &e£ourceg

POUCH V 
JUNEAU. ALASKA 99811 

(907) 465-4907

M E M O R A N D U M  M a r c h  11, 11 8 6

TO: A l l  M e m b e r s
S e n a t e  R e s o u r c e s  C o m m i t t e e

FROM: S t a f T j \ S e n a t e  R e s o u r c e s  C o m m i t t e e

RE: S B  410 "An A c t  r e l a t i n g  t o  f i n a n c i n g  o f  s h o r e -
b a s e d  f i s h  p r o c e s s o r s  b y  t h e  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 a l  B a n k "

S B  410 w o u l d  a m e n d  t h e  p o w e r s  o f  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  (CFAB) to  p r o v i d e  f o r  f i n a n c i n g  s h o r e -  
b a s e d  f i s h  p r o c e s s i n g  p l a n t s  t h a t  a r e  n o t  51 p e r c e n t  o w n e d  b y  
A l a s k a  r e s i d e n t s  b u t  a r e  m a j o r i t y  o w n e d  b y  U.S. r e s i d e n t s .  
P r e s e n t l y  C F A B  is a l l o w e d  t o  l e n d  t o  f i s h  p r o c e s s o r s  w h o  a r e  
m a j o r i t y  o w n e d  b y  A l a s k a  r e s i d e n t s ,  b u t  t h e r e  a r e  r e l a t i v e l y  
f e w  p r o c e s s o r s  t h a t  m e e t  t h i s  r e q u i r e m e n t .  T h e  e x p a n s i o n  o f  
p o w e r s  w o u l d  m a k e  C F A B  f i n a n c i n g  a v a i l a b l e  t o  a w i d e r  r a n g e  of 
f i s h  p r o c e s s i n g  b u s i n e s s e s .

T h e  f o l l o w i n g  e x c e r p t s  a r e  f r o m  a r e c e n t  l e t t e r  f r o m  CFAB:

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 shore-based Alaska 
processors having annual sales in excess of $10 million,
17 are ineligible to borrow fran CFAB by reason of owner­
ship identity. CFAB has, or has had, lending relationships 
with four of the five others.



2 )

Statutory denial of eligibility by reason of ownership 
is inconsistent with the facts that these processing 
corporations cwn facilities in Alaska, pay local taxes 
in Alaska, provide employment to Alaskans, purchase and 
add value to Alaska seafoods, pay fish taxes 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 is clear that the 1978 State Legislature intended 
to create an institution to serve Alaska interests ex­
clusively, 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 shore-based processing 
corporations is consistent with the first intent and 
greatly enhances the opportunity for fulfillment of the 
second.

A  c o p y  o f  H B  256 is a t t a c h e d  t h a t  w a s  a m e n d e d  xn  t h e  H o u s e  
S p e c i a l  C o m m i t t e e  o n  S t a t e  Loans. T h e  C S H B  579 (Loans) w o u l d  
a l l o w  C F A B  t o  f i n a n c e  t i m b e r  p r o c e s s o r s  a n d  h a r v e s t e r s  a n d  
a g r i c u l t u r a l  p r o c e s s o r s  a n d  h a r v e s t e r s  w h i c h  a r e  m a j o r i t y  
o w n e d  b y  U.S. r e s i d e n t s .

E n c l o s u r e s :
I n f o r m a t i o n  s h e e t  o n  C F A B  
S o u r c e s  a n d  U s e s  o f  F u n d s  
N e w s p a p e r  a r t i c l e s  
C S H B  579 (Loans)



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

2. CFAB is structured under its statute as a cooperative. A cooperative is 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.

3. 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 (1980).

4. CFAB has no organic, structural, operational, or financial relationship with 
the State except for the capital investment and that two of CFAB's seven 
directors are appointed by the Governor.

5. 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 greater than the State's investment.

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

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

8. 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.

9. 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 without charging interest rates which are unusually 
burdensome to its borrowers.

10. CFAB has attempted to balance its 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.



11. CFAB's statute provides that it can only finance corporations of which the
majority ownership and control rests with Alaska residents.

12. 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.

13. Statutory denial of eligibility by reason of ownership is inconsistent with 
the facts that these processing corporations own facilities in Alaska, pay
local taxes in Alaska, provide employment to Alaskans, purchase and add value 
to Alaska seafoods, pay fish taxes 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.

14. While it is 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 is consistent with the 
first intent and greatly enhances the opportunity for fulfillment of the 

second.
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SOURCES AND USES OF FUNDS

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

T h e  Alaska Commercial Fishing and 

Agriculture Ban k  (CFAB) —  a private 

lending cooperative, w a s  created to 

fill the g a p  in sources of financing for 

Alaska's fishing a n d  agriculture 

industries.

Since opening its doors 4 years ago, 

C F A B  has s h o w n  significant respon-

July 1984
siveness to the needs of the industries 

it serves. D e v e l o p m e n t  of a growing 

b o d y  of expertise resulting from broad 

specialization has enabled C F A B  to 

finance business endeavors rather 

than service loan requests. Develop­

m e n t  of service a n d  industry pro­

gra m s  to m e e t  all segments of the in­

dustries' needs has enabled C F A B  to 

m e e t  the d e m a n d s  of forecasted ex­

pansion. A n d  by providing greater ac­

cessibility to its intended borrowers 

C F A B  has b e e n  able to reach the 

following villages a n d  communities 

throughout Alaska:

CFAB Statewide Use of Funds:
Aleknagik 978.074.16 H o m e r 7,606.910.24 Port Heiden 337.202.10

Anchor Point 491,620.26 H o o n a h 297.000.00 Port Lions 77,000.00

Anchorage 8.370.345.22 H y d aburg 4.744,883.40 Saint Mary's 6.000.00

A n g o o n 7.611,269.99 lliamna 55.150.00 Sand Point 1.360,108.54

A u k e  Bay 61.500.00 Juneau 1.444.599.17 Seldovla 585,564.44

Bethel 1.327.783.46 Kake 1,978,668.84 Seward 1.644.050.60

Chefornak 60.148.52 Kasllof 427.080.16 Sitka 5.687,231.39

Chignik 204,600.00 Kenai 5,369,881.90 Skagway 35.200.00

Chignik Lake 190.349.37 Ketchikan 5.490,182.44 Soldotna 1.263.176.44

Chugiak 79.640.00 King C ove 2.617.644.92 South Naknek 26,084.36

Clam Gulch 221,178.58 King Salmon 677.568.26 Sutton 11,000.00

College 23,814.51 Kodiak 16.437.838.97 Tanana 10.750.00

C ooper Landing 229.570.50 Kotzebue 104.037.50 Tatitlek 116.712.01

Cordova 12.779.866.26 Manok o t a k 57.738.04 Togiak 53,040.13

Craig 69.650.00 Metlakatla 554,617.72 Tok 13.900.00

Delta Junction 298.484.18 M o o s e  Pass 29.100.63 Tooksook Bay 214,629.66

Dillingham 5.027.647.14 Mountain Village 216,184.80 Unalaska 1.150.853.86

Douglas 373.350.00 Na k n e k 1.646.754.14 Valdez 1,779,528.43

Dutch Harbor 132.360.00 N e n a n a 165.385.11 W a r d  Cove 494.596.13

Eagle River 395.408.31 N e w  Stuyahok 21.539.00 Wasilla 490.898.43

Egegik 4.722,776.60 Nikishka 74.130.00 Whittier 39,950.00

Elfin- Cove 93,804.00 Ninllchik 241,531.71 Willow 103.000.00

Ester 55,000.00 Old H a r b o r 239.119.20 Wrangell ' 330.941.69

Fairbanks 259.797.65 Palmer 125,958.49 Yakutat 40,1 11.50

False Pass

Girdwood

Haines

,6.230.04 

,26,400.00 

: ;v84,307.l4

Petersburg 

Pilot Station 

Port Alexander

5.980.365.67

1.450.00

94.481.44 Total 116,746.307.35

CFAB Source of Funds:
Reflective also of C F A B ’s respon­

siveness is its ever increasing loan 

portfolio recorded as of July 31. 1984.

Loan Disbursements
Since Inception: $376,460,676
Loans Outstanding $116,746,307

Including all previous loans a n d  

c o m m i t m e n t s  outstanding, C F A B  has 

brought over $ 3 0 0  million dollars in 

Wall Street m o n e y  to the State of 

Alaska. This is accomplished by CFAB's 

ability as a cooperative a n d  a partici­

pant in the F a r m  Credit System to 

have ready access to "Wall Street" 

funds at reasonable rates. This

enables C F A B  to magnify the effects 

of the State's initial $32 million dollar 

investment by m o r e  than 11 times in 

four years of operation. C F A B  has 

implemented a plan to repay the State 

its $32 million.



CFAB Source of Funds:
T h e  following are comparisons of the source of m o n e y  loaned from 

D e c e m b e r 3 l .  1980 through July 3 1. 1984.

Private Borrowings
$24.7 Million -  3 8 %

State of Alaska
$31.8 Million -  4 9 %

Total Loans —  1̂
$25.1 Million 
December 31. 1980

State of Alaska
$25.1 Million -  1 0 0 %

Total Loans —  1981
$64.9 Million 
December 31. 1981

Member Capital
$8.4 Million -  1 3 %

Total Loans —  1982
$82.0 Million 
December 31. 1982

Member Capital
$12.3 Million -  1 4 %

Private Borrowings
$37.9 Million -  4 6 %

i
State of Alaska
$31.8 Million -  3 9 %

Total Loans —  1983
$ 1 0 9 . 9  M i l l i o n  
D e c e m b e r  3 1 .  1 9 8 3
Member Capital
$15.2 Million —  1 4 %

Private Borrowings
$62.9 Million -  5 7 %

State of Alaska
$31.8 Million -  2 9 %
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by Mary Scarplnato
T lR M f W rH cr
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i &■'Hi' S?runaudited figures and preferred to

‘ v‘. hold back on any specific numbers 1
Alaska’s Commercial Fishing and until the audit is completed some- 

Agriculture Bank once looked like I t ; ;  time in February, 
was in the bad loan business. But a fi-  ̂ , "The only remedy is hard work,” 
nancial turnaround may now be he said of past and continuing efforts „ 
forthcoming, according^to;,presidentJo get CFAB on the upswing. • ' ■ , 
Ed Crane. -*i Much of this has concentrated on <

New borrowers will help to push attempting to restructure loans verg- ; 
along those recovery prospects out of • j ing on repayment problems, he said, 
their own pockets with a requirement •,' Only last fall, CFAB was warning 
that they also purchase stock in the/ that its own $32 million obligation to .
bank. the state hardly looked like it could •

- After reporting a $9.9 million loss be repaid on schedule,
for 1984 (primarily due to bad loans in . CFAB was created in 1981 to serve
the fishing and timber industries),fisherm an and farmers unable to se­
ttle 1985 reckoning for CFAB should' 
show a ‘‘dramatic improvement,. 
very close to a break-even position,” \! 
said Crane. ! | £1 ;•

Crane baaed this ̂  picture on ̂
•» v > » , •*. .V lOri*.*'

"C rane

cure loans from conventional banks.
It was essentially launched when the 
state bought $32 million worth of ;t 
CFAB stock on condition that this be " 
r e p u r c h a s e d  b y  t h e  y e a r  3009. ^

" I’ve always had hope,1 
said, when asked if CFAB’s brighten­
ing prospects might bode better for 
return of the state’s investment, j 

New borrowers, in one sense, will ' 
be making investments similar to the 
state’s .' ‘ '■' *?« tAs of Jan. 1 , anyone taking out a 
CFAB loan (including previous bor­
rowers taking out additional loans) 
must purchase stock with a value 
equal to 5 percent of the loan. '

But, unlike the state, these bor­
rowers have no repurchase arrange­
ment. : ' '  .i"We are asking, we are requiring, 
that people take a risk if they are . 
going to be borrowers," Crane said, 
adding that these individuah also 
have an interest in the financial 
health of the institution,,. ’ ■* '■* >

Meanwhile, CFAB has been doing 1 
its own belt-tightening. Last summer, 
four of its branch offices were closed. 
Staff was cut from 39 to 24. No salary 
levels were reduced for remaining , 
personnel but employees are working 
to cut overhead in their various de­
partments. Crane said.

“ Essentially, it’s been the efforts 
of our staff,” he said, "particularly 
with creditors, dealing with non-per­
forming loans. This was being done in 
the past, but we’re attempting to 
react sooner now."

During 1984, CFAB had delinquent 
loans amounting to roughly $32 mil­
lion, or more than one-third of its en­
tire loan portfolio. Its interest rates 
range between 13.5 percent and 14.25 
percent, Crane said. r t ___
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C F A B  r e b o u n d s  f r o m  l o s s  w i t h  s m a l l  p r o f i t
By JIM ERICKSON .
Daily News business reporter

The Commercial Fishing and Agriculture 
Bank has rebounded from the largest losses In 
its six-year history and posted a small profit 
In 1985.Ed Crane, president of CFAB, said Monday 
the company made significant strides last year 
in controlling a slew of bad fishing loans that 
resulted in a $10 million loss in 1984 and 
pushed the bank to the brink of failure.

"As far as non-performing loans are con­
cerned, we really made a lot more progress 
than I thought we would,” Crane said.

Audited financial results for 1985 show 
CFAB posted operating earnings of $114,000. 
The bank lost $9.97 million the previous year.

Through more aggressive collection action, 
restructuring of problem loans and foreclo­
sures, CFAB has cut the amount of bad loans 
by half.As of Dec. 31, 1984, the bank had $32 million in loans classified "non-performing,” 
or 90 days past due. That was 38 percent of its 
$89 million loan portfolio. ,

A year later, nearly $16 million of the 
bank’s $62 million loan portfolio were non- 
performing, or 25 percent..

The legislature created CFAB in 1978 to 
provide loans to farmers, fishermen and the 
timber industry that traditionally have had 
trouble getting loans from conventional lend­
ers. About 85 percent of CFAB’s loans finance 
vessels for individual fishermen.To launch CFAB, the state in 1980 pur­
chased $32 million worth of the cooperative’s 
stock, essentially providing an interest-free 
loan due in the year 2000.Crane informed the state last year that the 
bank’s troubles would make it impossible to 
repay the state on time.

On Monday, he said the improved financial 
outlook "enhanced the possibility (of repaying 
the state), but we’ve got to do a lot better than 
$114,000 a year to realistically project repay­
ing that $32 million 14 years from now.”Crane said hard work by employees and a 
good year overall for the fishing industry 
contributed to the turnaround. The bank also 
closed four offices and reduced staff from 39

to 24 last year.
"If you look at this as a struggle for 

survival, I see it as us driving from Anchorage 
to New York City and we pulled into Edmon­
ton a-half day ahead of schedule. That's good, 
that’s satisfying, but we’ve still got a long 
way to go.”

However, CFAB assets shrunk from about $110 million in 1984 to $75 million last year. 
Crane said that was partly because of fewer 
borrowers due to uncertainty in the fishing 
industry.

In addition, CFAB has been forced by its 
loan problems to keep its interest rates about 
2 to 3.5 percentage points higher than compet­
ing lenders, Crane said. CFAB’s highest rate 
is about 14.75 percent, he said.

That has resulted hi the flight of some of 
CFAB’s most-profitable and less-risky custom­
ers to other lenders, he said.

“What I find most troublesome is that we’re 
forced by statute and expectations into such a 
very narrow corner as far u  lending activity 
i* concerned,” he said.
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O f f e r e d :  3 / 5 / 8 6
R e f e r r e d :  R e s o u r c e s  a n d
F i n a n c e

O r i g i n a l  s p o n s o r :  H e r r m a n n

BY  THE HOUSE S P E C I A L  COMMITTEE 
I N  1H E  HOUSE  ON STATE LOANS

CS FOR HOUSE B I L L  NO .  5 7 9  ( L o a n s )

I N  THE L E G I S L A T U R E  OF THE STATE OF ALASKA

FOURTEENTH L E G I S L A T U R E  -  SECOND S E S S I O N

A B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  t o  f i n a n c i n g  o f  f i s h  p r o c e s s o r s  a n d

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

t h e  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 . "

BE I T  ENACTED B Y  THE L E G I S L A T U R E  OF THE STATE  OF ALASKA :

*  S e c t i o n  1 .  F I N D I N G S .  T h e  l e g i s l a t u r e  f i n d s  t h a t

( 1 )  s h o r e - b a s e d  f i s h  p r o c e s s i n g  a n d  a g r i c u l t u r a l  a n d  t i m b e r

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

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

r e n e w a b l e  r e s o u r c e  t a x  b a s e  v i t a l  t o  m a n y  A l a s k a  c o m m u n i t i e s ;

( 2 )  s h o r e - b a s e d  f i s h  p r o c e s s i n g  a n d  a g r i c u l t u r a l  a n d  t i m b e r

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

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

A l a s k a ' s  c o m m u n i t i e s ;  a n d

( 3 )  s h o r e - b a s e d  f i s h  p r o c e s s i n g  a n d  a g r i c u l t u r a l  a n d  t i m b e r

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

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

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

*  S e c .  2 .  AS  4 4 . 8 1 . 2 1 0  i s  a m e n d e d  b y  a d d i n g  a  n ew  s u b s e c t i o n  t o  r e a d :

( c )  N o t w i t h s t a n d i n g  ( a ) ( 1 )  o f  t h i s  s e c t i o n ,  t h e  b a n k  m a y  m a k e  a  

v a r i a b l e  o r  f i x e d  r a t e  l o a n  t o  a  s h o r e - b a s e d  f i s h  p r o c e s s o r ,  a  t i m b e r  

p r o c e s s o r  o r  h a r v e s t o r ,  o r  a n  a g r i c u l t u r a l  p r o c e s s o r  o r  h a r v e s t o r  t h a t  

d o e s  n o t  m e e t  t h e  r e s i d e n t  o w n e r s h i p  r e q u i r e m e n t s  o f  ( a ) ( 1 )  o f  t h i s  

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

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

-1- CSHB 579(Loans)
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O r i g i n a l  sponsor: Z h a r o f f

IN T H E  S E N A T E

CS F O R  S E N A T E  B I L L  NO. 410 ( R e s o u r c e s )

IN T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

F O U R T E E N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N

A  B I L L

F o r  an A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  to f i n a n c i n g  o f  f i s h  p r o c e s s o r s  ar.d

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

t h e  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 . "

BE  IT E N A C T E D  B Y  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* S e c t i o n  1. F I N D I N G S .  T h e  l e g i s l a t u r e  f i n d s  t h a t

(1) s h o r e - b a s e d  f i s h  p r o c e s s i n g  a n d  a g r i c u l t u r a l  a n d  t i m b e r

p r o c e s s i n g  a n d  h a r v e s t i n g  f a c i l i t i e s ,  r e g a r d l e s s  o f  o w n e r s h i p ,  are an 

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

r e n e w a b l e  r e s o u r c e  t a x  b a s e  v i t a l  to m a n y  A l a s k a  c o m m u n i t i e s ;

(2) s h o r e - b a s e d  f i s h  p r o c e s s i n g  a n d  a g r i c u l t u r a l  a n d  t i m b e r

p r o c e s s i n g  and h a r v e s t i n g  f a c i l i t i e s  in the state, r e g a r d l e s s  of o w n e r s h i p ,  

s i g n i f i c a n t l y  c o n t r i b u t e  to the e c o n o m i c  d e v e l o p m e n t  a n d  s t a b i l i t y  of 

A l a s k a ' s  c o m m u n i t i e s ;  a n d

(3) s h o r e - b a s e d  f i s h  p r o c e s s i n g  a n d  a g r i c u l t u r a l  a n d  t i m b e r

p r o c e s s i n g  a n d  h a r v e s t i n g  f a c i l i t i e s  in t h e  state, r e g a r d l e s s  of o w n e r s h i p ,  

e m p l o y  a s i g n i f i c a n t  r e s i d e n t  w o r k  f o r c e  a n d  c o n t r i b u t e  s u b s t a n t i a l l y  to 

l ocal c c m m u n i t y  e c o n o m i e s  t h r o u g h  the d e m a n d  f o r  g o o d s  a n d  services.

* Sec. 2. A S  4 4 . 8 1 . 2 1 0  is a m e n d e d  b y  a d d i n g  a n e w  s u b s e c t i o n  to read:

(c) N o t w i t h s t a n d i n g  (a)(1) of  t h i s  s e c t i o n ,  the b a n k  m a y  m a k e  a 

v a r i a b l e  or f i x e d  r a t e  l o a n  to a s h o r e - b a s e d  f i s h  p r o c e s s o r ,  a timber 

p r o c e s s o r  or h a r v e s t e r ,  o r  an a g r i c u l t u r a l  p r o c e s s o r  or h a r v e s t e r  that 

does n o t  m e e t  the r e s i d e n t  o w n e r s h i p  r e q u i r e m e n t s  of  (a)(1) of this 

s e c t i o n  for c a p i t a l  i n v e s t m e n t  or o p e r a t i n g  c a p i t a l  if the m a j o r i t y  

i n t e r e s t  in the p r o c e s s o r  or h a r v e s t e r  is b e n e f i c i a l l y  o w n e d  by

-1- C S S B  4 1 0 ( R e s )
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O r i g i n a l  s p onsor: Z h a r o f f

IN T H E  S E N A T E  B Y  T H E  R E S O U R C E S  C O M M I T T E E

CS F O R  S E N A T E  B I L L  NO. 410 ( R e s o u r c e s )

IN T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

F O U R T E E N T H  L E G I S L A T U R E  - S E C O N D  S E S S I O N

A  B I L L

F o r  an A c t  e n t i t l e d :  "An A c t  r e l a t i n g  to f i n a n c i n g  o f  f i s h  p r o c e s s o r s  and

a g r i c u l t u r a l  a n d  t i m b e r  p r o c e s s o r s  a n d  h a r v e s t e r s  by 

the C o m m e r c i a l  F i s h i n g  «nd A g r i c u l t u r e  B a n k . "

BE IT E N A C T E D  BY  T H E  L E G I S L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

* S e c t i o n  1. F I N D I N G S .  T h e  l e g i s l a t u r e  f i n d s  t h a t

(1) s h o r e - b a s e d  f i s h  p r o c e s s i n g  a n d  a g r i c u l t u r a l  a n d  t i m b e r

p r o c e s s i n g  a n d  h a r v e s t i n g  f a c i l i t i e s ,  r e g a r d l e s s  o f  o w n e r s h i p ,  are an 

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

r e n e w a b l e  r e s o u r c e  t a x  b a s e  v i t a l  to m a n y  A l a s k a  c o m m u n i t i e s ;

(2) s h o r e - b a s e d  f i s h  p r o c e s s i n g  a n d  a g r i c u l t u r a l  a n d  tim b e r

p r o c e s s i n g  a n d  h a r v e s t i n g  f a c i l i t i e s  in the state, r e g a r d l e s s  of o w n e r s h i p ,  

s i g n i f i c a n t l y  c o n t r i b u t e  to the e c o n o m i c  d e v e l o p m e n t  a n d  s t a b i l i t y  of 

A l a s k a ' s  c o m m u n i t i e s ; a n d

(3) s h o r e - b a s e d  f i s h  p r o c e s s i n g  a n d  a g r i c u l t u r a l  a n d  t i m b e r

p r o c e s s i n g  a n d  h a r v e s t i n g  f a c i l i t i e s  in the state, r e g a r d l e s s  o f  o w n e r s h i p ,  

e m p l o y  a s i g n i f i c a n t  r e s i d e n t  w o r k  f o r c e  a n d  c o n t r i b u t e  s u b s t a n t i a l l y  to 

l ocal c o m m u n i t y  e c o n o m i e s  t h r o u g h  the d e m a n d  f o r  g o o d s  a n d  s e r v i c e s .

* Sec. 2. A S  4 4 . 8 1 . 2 1 0  is a m e n d e d  b y  a d d i n g  a n e w  s u b s e c t i o n  to read:

(c) N o t w i t h s t a n d i n g  (a)(1) of  this s e c t i o n ,  the b a n k  m a y  m a k e  a 

v a r i a b l e  or f i x e d  r a t e  l o a n  to a s h o r e - b a s e d  f i s h  p r o c e s s o r ,  a timber 

p r o c e s s o r  or h a r v e s t e r ,  or  an a g r i c u l t u r a l  p r o c e s s o r  or h a r v e s t e r  that 

does not m e e t  the r e s i d e n t  o w n e r s h i p  r e q u i r e m e n t s  o f  (a)(1) of this 

s e c t i o n  for c a p i t a l  i n v e s t m e n t  or o p e r a t i n g  c a p i t a l  if the m a j o r i t y  

i n t e r e s t  in the p r o c e s s o r  or h a r v e s t e r  is b e n e f i c i a l l y  o w n e d  by

-1- C S S B  4 1 0 ( R e s )
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UNITED FISHERMEN OF ALASKA
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Jack Cadigan

Executive Director 
907-586-2820 
1-800-478-FISH

U N I T E D  F I S H E R M E N  O F  A L A S K A  
R E S O L U T I O N  8 6 - 2 2  

( D R A F T )

W H E R E A S /  t h e  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  (CFAB)  
w a s  c r e a t e d  b y  t h e  A l a s k a  L e g i s l a t u r e  t o r  t h e  p u r p o s e s  o f  

p r o v i d i n g  s o u r c e s  of c r e d i t  f o r  A l a s k a n  f i s h i n g  b u s i n e s s e s  a n d  
e n c o u r a g i n g  t h e  h a r v e s t i n g /  p r o c e s s i n g  a n d  m a r k e t i n g  o f
u n d e r u t i l i z e d  f i s h  s p e c i e s  a s  w e l l  as t h e  t e c h n o l o g i c a l

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

W H E R E A S /  C F A B  is a l e n d i n g  c o o p e r a t i v e  w h o s e  c o s t  o f  d o i n g  
b u s i n e s s  is s h a r e d  b y  all of i t s  m e m b e r - b o r r o w e r s  b y  t h e  i n t e r e s t  
a n d  l o a n  f e e s  t h a t  t h e y  p a y ;  a n d

W H E R E A S /  t h e  a b i l i t y  of C F A B  t o  h a v e  a c c e s s  to t h e  b r o a d e s t  
m a r k e t  of p o t e n t i a l  b o r r o w e r s  w i t h i n  t h e  f i s h i n g  i n d u s t r y  is 

n e c e s s a r y  f o r  it to h a v e  t h e  g r e a t e s t  p r o f i t  p o t e n t i a l  w h i c h  

t r a n s l a t e s  i n t o  l o w e r  i n t e r e s t  r a t e s  f o r  its m e m b e r s ;  a n d

W H E R E A S /  C F A B  is r e s t r i c t e d  b y  s t a t u t e  f r o m  l e n d i n g  t o  

s e a f o o d  p r o c e s s o r s  t h a t  a r e  n o t  b e n e f i c i a l l y  o w n e d  b y  a m a j o r i t y  
i n t e r e s t  of A l a s k a  r e s i d e n t s ;  a n d

W H E R E A S /  t h e  m a j o r i t y  o f  l o n g  e s t a b l i s h e d /  f i n a n c i a l l y  
s t r o n g  A l a s k a  s e a f o o d  p r o c e s s o r s  d o  n o t  fit t h i s  c r i t e r i a ;  and

W H E R E A S /  t h i s  c a t e g o r y  o f  s e a f o o d  p r o c e s s o r s  r e p r e s e n t s  a 
p o t e n t i a l  m a r k e t  f o r  C F A B  t h a t  o f f e r s  t h e  p o s s i b i l i t y  of l o w e r  

l o s s e s  a n d  g r e a t e r  p r o f i t s ;  a n d

W H E R E A S /  t h e  A l a s k a  s e a f o o d  i n d u s t r y  is in g r e a t  n e e d  o f  

c a p i t a l  i n v e s t m e n t s  in m o d e r n  p r o c e s s i n g  a n d  m a r k e t i n g  f a c i l i t i e s  
t h a t  w i l l  s e r v e  t o  e n h a n c e  t h e  q u a l i t y  a n d  v a l u e  o f  its s e a f o o d  
p r o d u c t s ;  a n d

W H E R E A S /  a l l  s e g m e n t s  o f  t h e  A l a s k a  s e a f o o d  i n d u s t r y  w i l l  
b e n e f i t  f r o m  i n c r e a s e d  i n v e s t m e n t  in t h e  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  t h a t  w i l l  p r o v i d e  m o r e  j o b s  f o r  A l a s k a n  w o r k e r s  a n d  m o r e  
m a r k e t  o p p o r t u n i t i e s  for A l a s k a n  f i s h e r m e n .

N O W  T H E R E F O R E  B E  IT R E S O L V E D /  t h a t  t h e  U n i t e d  F i s h e r m e n  o f  
A l a s k a  r e q u e s t s  t h e  A l a s k a  l e g i s l a t u r e  to a m e n d  t h e  s t a t u t e s  

d e f i n i n g  C F A B ' s  l e n d i n g  a u t h o r i t y  s o  as t o  p e r m i t  it t o  m a k e  
l o a n s  to c o r p o r a t i o n s  b e n e f i c i a l l y  o w n e d  b y  a m a j o r i t y  i n t e r e s t

Senate Building Suite 306 175 S. Franklin Street Juneau, Alaska 99801



o f  U n i t e d  S t a t e s  r e s i d e n t s  e n g a g e d  in t h e  p r o c e s s i n g  a n d  
m a r k e t i n g  o f  s e a f o o d  p r o d u c t s  f o r  t h e  p r u p o s e  o f  c o n s t r u c t i n g  o r  
o p e r a t i n g  s h o r e s i d e  f a c i l i t i e s  w i t h i n  t h e  s t a t e .

P L E A S E  N O T E :  T h e  l a n g u a g e  " b e n e f i c i a l l y  o w n e d  b y  a m a j o r i t y
i n t e r e s t  of U n i t e d  S t a t e s  r e s i d e n t s "  w a s  u s e d  s o  as n o t  t o

p r e v e n t  a c o r p o r a t i o n  w i t h  m i n o r i t y  f o r e i g n  s t o c k h o l d e r s  in it 
f r o m  b e i n g  e l i g i b l e  to a p p l y  to C F A B  l o a n s .  T h i s  m a y  o r  m a y  n o t  

m e e t  t h e  i n t e n t  o f  t h e  a m e n d m e n t  p a s s e d  at t h e  U F A  b o a r d  m e e t i n g .  
H o w e v e r /  it s h o u l d  b e  c o n s i d e r e d  as it w o u l d  p e r m i t  U.S.
r e s i d e n t s  t o  u t i l i z e  a n d  c o n t r o l  t h e  u s e  of c a p i t a l  p r o v i d e d  b y
f o r e i g n  i n v e s t o r s  in a s e a f o o d  p r o c e s s i n g  o r  m a r k e t i n g  b u s i n e s s .
T h e  a d d i t i o n  of t h e  w o r d  " s h o r e s i d e "  b e t w e e n  " o p e r a t i n g "  a n d  
" f a c i l i t i e s "  s h o u l d  m e e t  t h e  o t h e r  p u r p o s e  of t h e  a m e n d m e n t .  It 

is a l s o  i m p o r t a n t  t o  n o t e  t h a t  t h e  r e s o l u t i o n  s p e a k s  o n l y  t o  
c o r p o r a t i o n s  e n g a g e d  in s e a f o o d  p r o c e s s i n g  a n d  m a r k e t i n g .
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March 9 ,  1 9 8 6

S e n a t o r  A r l i s s  S t u r g u l e w s k i  
C h a i r m a n ,  R e s o u r c e s  C o m m i t t e e  
R o o m  5 0 8 ,  C a p i t o l  B u i l d i n g  
J u n e a u ,  A l a s k a  9 9 8 1 1

R e : S e n a t e  B i l l  4 1 0  ( B y  S h a r o f f )

D e a r  S e n a t o r  S t u r g u l e w s k i :

I  am w r i t i n g  i n  s u p p o r t  o f  t h e  a b o v e - m e n t i o n e d  S e n a t e  B i l l  4 1 0 ,  f o r  
I  b e l i e v e  i t  i s  i m p o r t a n t  f o r  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  t o  e x p a n d  i t s  b a s e , a n d  b e  a l l o w e d  t o  t a k e  p a r t  i n  f i n a n c ­
i n g  o f  s h o r e b a s e d  p l a n t s  o t h e r  t h a n  t h o s e  w h o  m e e t  t h e  p r e s e n t  e l g i b i l i t y  
r e q u i r e m e n t s .

My c o m p a n y  i s  1 0 0 %  o w n e d  b y  A l a s k a n  r e s i d e n t s  a t  p r e s e n t  a n d  I  d o  n o t  
f e e l  t h a t  t h i s  p r o p o s e d  e x p a n s i o n  o f  t h e  B a n k ' s  l e n d i n g  b a s e  w o u l d  c a u s e  
a n y  h a r d s h i p  w h a t s o e v e r .  I  f e e l  t h a t  t h i s  l e g i s l a t i o n  w i l l  e n a b l e  t h e  
B a n k  t o  b r o a d e n  i t s  b a s e  a n d  d o  a  b e t t e r  j o b  f o r  a l l  f i s h i n g  i n d u s t r y  i n  
A l a s k a .

I  w i s h  t o  t h a n k  y o u  f o r  a n y  c o n s i d e r a t i o n  y o u  m a y  g i v e  o n  t h e  a b o v e ,

Ci nrora 1 \r

T .  E .  T h o m p s o n  
P r e s i d e n t

C o p y : S e n a t o r  R i c h a r d  E l i a s o n

(907) 747-6662

Telex 090-45-391 SSSEAFOOD SIKA 
FRESH A N D  FROZEN SALMON, COD, BLACK COD, HALIBUT, ROCK FISH, CRAB, HERRING
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Assets
C a s h .............................................................................................................................
Operating reserve, at cost, which

approximates market value   ...............................................................
Investment in Spokane Bank fo r Cooperatives. ............................
Loans, net o f  allowanrx fo r loan losses o f  55,317,021

and S r t W W f3 |K W l , l» 0 . ............................................................................
Accrued interest receivable:

Operating reserve...............................................................................................
Loans ......................................................................................................................

WfgimiitiHiwn ctwHtu nut o f  iimoftimiliun o f M -tfr98g
and t l .........................................................................................................

Bank premises, furniture and equipment, net.............................................
Acquired assets held fo r resale .........................................................................
O ther a sse ts ..............................................................................................................

L iab ilit ie s
Accounts p apb le  and accrued expenses.......................................................
Accrued interest p a y a b le .....................................................................................
Notes payab le ............................................................................................................
Spokane Bank for Cooperatives participation p a p b le ............................
Baitonagt) dtvidvnd |nty,ili lM................................................................................

C om m itm en ts and C on tingen t L iab ilit ie s  (N o te  K )
C ap ita l And Pa tronage  Earn ings 
S ha re  cap ita l —

Class C special preferred stock, 510,000 par value, authorized
•t.000 shares, outstanding 3,180 shares................................................

Class B preferred stock, 5100 par value, authorized 47 7 ^3
400 .000 shares, outstanding: 95,177 shares and UM'n iJ  shares

Loans receivable on Class B preferred stock ........................................
Class A membership stock, S I0 par value, authorized

10.000 shares, outstanding: 888 and -W S sn a re s ............................
C Stock Retirement Pool:

Class B preferred stock assessments.......................................................
Less: assessments rece ivab le ......................................................................

Capital in excess o f  par v a lu e ..............................................................................
Contributed capital....................................................................................................

Allocated undistributed patronage e a rn in g s ..................................................
Unallocated undistributed patronage lo s s .......................................................

CRObvTtfts)

123,331 
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In te re s t In c om e :
Interest on lo a n s ................................................
Interest on operating reserve.........................

Interest exp ense ........................................................

Provision fo r loan lo s s e s ......................................

O th e r E xpenses :
Salaries and benefits .........................................
Occupancy expense ...........................................
O ffice op e ra tion s ................................................
Advertising and p ro m o t io n ...........................
Travel, lodging and m e a ls ..............................
Depreciation and am o rt iza t io n ....................
Professional fees..................................................
Telephone and p o s ta g e ...................................
Loss on  assets held fo r r e s a le .......................
Directors' fees .....................................................
M isce llaneous.......................................................

A llocated undistributed patronage earnings 
(unallocated undistributed patronage loss) ,

See notes to financial statements
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1. Alaska Commercial Fishing and Agriculture Bank (CFAB) was created in 1973 by 
the Alaska State Legislature. Its purpose is to provide a source of credit 
to the Alaska fishing and agriculture industries, with emphasis on the 
development and broadening of those industries.

2. CFAB is structured under its statute as a cooperative. A cooperative is 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.

3. 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 (1980).

4. CFAB has no organic, structural, operational, or financial relationship with 
the State except for the capital investment and that two of CFAB's seven 
directors are appointed by the Governor.

5. 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 greater than the State's investment.

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

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

8. 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.

9. 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 without charging interest rates which are unusually 
burdensome to its borrowers.

10. CFAB has attempted to balance its 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.



11. CFAB's statute provides that it can only finance corporations of which the 
majority ownership and control rests with Alaska residents.

12. 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.

13. Statutory denial of eligibility by reason of ownership is inconsistent with 
the facts that these processing corporations own facilities in Alaska, pay 
local taxes in Alaska, provide employment to Alaskans, purchase and add value 
to Alaska seafoods, pay fish taxes 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.

14. While it is 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 is consistent with the 
first intent and greatly enhances the opportunity for fulfillment of the 
second.

1026V



...v . f

2550 Denali Street, Suite 1201 
P.O. Box 4-2070 
Anchorage, A laska 99509-2070 
(907) 276-2007

F e b r u a r y  18, 1 9 8 6

F r a n k  M. H o m a n
O f f i c e  of S e n a t o r  S t u r g u l e w s k i  

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 10 0)
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  F r a n k ,

E n c l o s e d  f o r  y o u r  i n f o r m a t i o n  a r e  c o p i e s  of a c o u p l e  of 

p i e c e s  I 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  in c o n n e c t i o n  w i t h  S B 410.

S o r r y  fo r t h e  b r e v i t y ,  b u t  t h e  a l l i g a t o r s  a r e  s n a p p i n g  t o d a y  

- I ' l l  t a l k  to y o u  l at er .

B e s t  r e g a r d 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 7 V  

E n c l o s u r e

Alaska Commercial Fishing and Agriculture Bank



I n t r o d u c e d :  2 / 1 4 / 8 6
R e f e r r e d :  R e s o u r c e s

a n d  F i n a n c e

I N  THE SENATE BY  ZHAROFF

SENATE B I L L  NO.  4 1 0

I N  THE L E G I S L A T U R E  OF THE STATE OF ALASKA

FOURTEENTH L E G I S L A T U R E  -  SECOND S E S S I O N

A B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  t o  f i n a n c i n g  o f  s h o r e - b a s e d  f i s h

BE  I T  ENACTED BY  THE L E G I S L A T U R E  OF THE STATE OF ALASKA :

*  S e c t i o n  1 .  AS 4 4 . 8 1 . 2 1 0  i s  a m e n d e d  b y  a d d i n g  a  n e w  s u b s e c t i o n  t o  

r e - d :

( c )  N o t w i t h s t a n d i n g  ( a ) ( 1 )  o f  t h i s  s e c t i o n ,  t h e  b a n k  m a y  m a k e  a  

v a r i a b l e  o r  f i x e d  r a t e  l o a n  t o  a  s h o r e - b a s e d  f i s h  p r o c e s s o r  t h a t  d o e s  

n o t  m e e t  t h e  r e s i d e n t  o w n e r s h i p  r e q u i r e m e n t s  o f  ( a ) ( 1 )  o f  t h i s  s e c t i o n  

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

i n  t h e  p r o c e s s o r  i s  b e n e f i c i a l l y  o w n e d  b y  r e s i d e n t s  o f  t h e  U n i t e d  

S t a t e s .

p r o c e s s o r s  b y  t h e  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 . "
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In l at e M a r c h  a n d  t h r o u g h o u t  t h 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  t h e  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  a n d  
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  b y  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  ha d  b e e n  a 
l o s s  a p p r o a c h i n g  $ 1 0 . 0  m i l l i o n  f o r  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  ha 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 h e  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  t h e  l a r g e  v o l u m e  of n o n - e a r n i n g  l o a n s )  a n d  
i ts  p r o j e c t e d  1 9 8 5  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  t h e  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  by t h e  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 th e c i r c u m s t a n c e s  (or t h e  r e a l i z a t i o n  of t h e m ) ; 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 l a t e  F e b r u a r y ;  an d  it w a s  
b e i n g  m a n a g e d  o n  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  f a m i l i a r  w i t h  th e  o r g a n i z a t i o n  a n d  its p r e s s u r e s ,  
e s s e n t i a l l y  w a s  a n  u n k n o w n  f a c t o r .

4) C F A B ' s  l e n d e r ,  t he  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 ,  ha d 
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  

C F AB . 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  a n d  h a 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  i n  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  o n  the 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 n d 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  t h e  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 nd 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  the 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  tw o 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  o n  r a t i o n a l  b a s e s  an d  
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  fo r  i n t e r n a l  r e s t r u c t u r i n g  a n d  
c o r r e c t i o n s .

C F A B  w a s  n o t  s u c c e s s f u l  i n  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  u n d o u b t e d l y  d u e  in p a r t  to the  l a t e n e s s
( r e l a t i v e  to t he  l e g i s l a t i v e  s e s s i o n )  of t h e  e f f o r t  a n d  to t he  
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  
t h e  " 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 ,  a t  
l e a s t  w i t h i n  t he  a d m i n i s t r a t i o n ,  s e e m e d  to be t h a t  C F A B  w a s  a n  
" 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 t h e  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  t he  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  th e 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 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 :  t h a t  w a s  a n
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 n o t  s u p p o r t e d  b y  t he
r e a l i t i e s  of th e 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  t h e  S t a t e ,  SBC, a n d  
C FA B.

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

S i n c e  th e  S p r i n g  of 1 9 8 5  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 t h e  n e g a t i v e  
f a c t o r s  a n d  p r e s s u r e s  w i t h  a l l  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  
n o t  all  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 th e 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 C F A B .  T h e  n e t  
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  h a s  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 h e  M a r c h  1 9 8 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  i n t o  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  
a n 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  a n d  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  t h 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  h as  b e e n  a 
s i m i l a r  c o m m i t m e n t  to th 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  a n 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  o n  p e r f o r m i n g  l o a n s  fo r th e  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  i n t o  s e r i o u s  probli 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 t he  f o u r  y e a r s  
e n d i n g  D e c e m b e r  31, 1984, 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 8 4  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  f o r  1985 . A s  
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  f o r  t h e  y e a r  to d a t e  
h a d  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  
f o r  t h e  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 d  e x p e n s e s  of $ 1 . 0  m i l l i o n  l e s s  t h a n  t h e  h i s t o r i c a l  
$ 3 . 2  m i l l i o n  le vel.

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 ,  t he  
c a p i t a l  i m p a i r m e n t ,  t h e  e x c e s s i v e  d e b t  load, a n d  th e 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 h e  l o n g  term . C F A B  ha s 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 h e  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  th e  y e a r  20 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  h a 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  1985; 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  net  
c a s h  e a r n i n g s  in the 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  h a d  n e v 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  ( o t h e r  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 p l a c e  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 a t  w o u l d  o v e r  
t h e  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  t h e  p e r f o r m a n c e  o v e r  t he 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  t h 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  a n d  b y  t h e  

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 he  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  by CF A B .  It is t h e y  - e x 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 er ve ,  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  ri sk, 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  t h e  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  f e l l  m o s t  h a r s h l y  (in th e 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 b u r d e n s o m e  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 he  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  t h 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 n d  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, 

an d  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  a n 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  
circumstan'. es 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 y e a r  e a r l i e r  
or of t h e  S p r i n g  of 19 8 5 .  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  a n d  v a r i e t y  of w a y s :

1) A t  D e c e m b e r  31, 1984, n o n - e a r n i n g  l o a n 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  t o t a l  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 t h e  n e 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  an 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, 1984, C F A B  h a d  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  la te r,  the  n u m b e r  w a s  

115.

3) D u r i n g  1985, t h e  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  1 9 8 5  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  o n l y  $ 6 9 , 1 1 0 , 0 0 0  of e a r n i n g  l oa ns . A t  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 t h e  1 9 8 4  los 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 t h e  $ 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 the 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  th e 
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  th e 
r e d u c t i o n  e f f o r t  w a s  n o t  i n i t i a t e d  u n t i l  J u n e ,  a n d  a l t h o u g h  
c e r t a i n  of t he  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 s t s  t h e m s e l v e s .  C F A B  c o n c l u d e d  1 9 8 5  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  a n d  is c o m m i t t e d  to a 1 9 8 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 or 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 t h e  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 ,  the 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  les s t h a n  
th e b o r r o w i n g s  it s e c u r e d .  A t  y e a r - e n d ,  C F A B  h a d  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  t he  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 - o f  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  h as  i m p r o v e d  in 
o t h e r ,  less 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  the  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 .

* * * * * * * * * *

As 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  f or  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 l a s t  h a l f  of 1985, w i t h  t h e  a s s i s t a n c e  of 
s p e c i a l i z e d  l e ga 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  
"old" 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 the b o r r o w i n g  - of s t o c k  in CF A B.  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  la y  th e f o u n d a t i o n  for g e n u i n e  
a n d  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  but 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 19 85  an d  m a d e  e f f e c t i v e  a t  t h e  b e g i n n i n g  of 1986. 
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  
and  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 no 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  has 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  a n d  ha s 

d i f f u s e d  th e 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  lie a h e a d  of it. T h e  m o s t  o b v i o u s  an d  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  th e $ 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 00 . 

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 the m a g n i t u d e  of t h a t  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  th 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  n o 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 ,  n o r  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  f or  t he  n e a r  f u t u r 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 ,  th e 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 h e  e s s e n c e  in t he  
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  th e f i r st , l i e s  in t h e  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  s p i r a l ,  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  ha s b e e n  the d o w n f a l l  of 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 t h e  " s p i r a 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  day. 
S i n c e ,  b e g i n n i n g  b a c k  in l a t e  19 83  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  h a v 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  ha 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  t he 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 "  b y  m o s t  b o r r o w e r s  a n d  
w h i c h ,  in fa ct, 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  t he 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  l o a n s  w i t h  o t h e r  l e n d e r s .  It is no 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 g ,  bu 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 3 . 0  
m i l l i o n  of l o a n  v o l u m e  h a s  b e e n  l o s t  in t h is  w a y  t h r o u g h  
D e c e m b e r  31, 1985, an d  t he  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  w h o  h a v e  

few. if any, a l t e r n a t i v e  s o u r c e s  of f i n a n c i n g  a n d  w h o  a r 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  ra tes , i n s u r a n c e  
p r e m i u m s ,  an 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  ar e
m o s t  c o s t l y  to serve , a n d  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  f or  CFA B.  
w h i c h  in t u r n  c a u s e  a n e e d  fo r g r e a t e r  i n t e r e s t  i n c o m e .  D e s p i t e  
th 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 an 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  l oa ns , 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  - if 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 " s 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 s t  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 h e  p oi nt :
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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  
h a s  a b a l a n c e  of a b o u t  $ 4 5 , 0 0 0 .

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  l o a n s  - t h a t  is, 
t h e  d i f f e r e n c e  b e t w e e n  t h e  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  
t h e  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  o n  a n  a v e r a g e  loan, 
the n ,  is $ 1 , 5 7 5  (3 1 / 2 %  X  $ 4 5 , 0 0 0 ) .

D. I n  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  ( a gain, $ 1 . 0  m i l l i o n  b e 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  the n e t  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  b y  $ 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  f o r  l o a n  l o 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 t h e  $ 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  kin d .  It is n o t  r e a l i s t i c .  C F A B  h a s  n e v e r  
h a d  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 n d  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 f f .  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  t h e  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  te n d  
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 ,  b u t  it is a
c a p i t a l - 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 t e r i z e d  b y  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, f o r  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 t h e  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  the 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  b y  o t h e r  
h u m a n ,  p o l i t i c a l ,  n a t u r a 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  a n  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 s e 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  f o r  
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  t h e  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 w  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  b y  t h e  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  i n t o  u n u s u a l  

c o 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 ,  t h e  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 n d  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 .  I n  the 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  the 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 ,  t h e  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  fee s ,  c o u r t  a n d  a t t o r n e y ' s
c o s t s ,  i n s’ ra nee, m o o r a g e ,  etc., b e f o r e  it h a s  o w n e r s h i p  a n d  
p o s s e s s i o n  of t h e  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  

f ir m ,  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  (the a n n u a l  n e t  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 .  the 
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  f o r  a l m o s t  

c e r t a i n  loss. A g a i n ,  t h e  s c e n a r i o  is d i f f e r e n t  t h a n  f or  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  fo r  f i s h i n g  
v e s s e l s  is l im 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  t h e  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 s a l e .  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 ,  t h 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  l e s s  t h a n  the  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  l o s 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 .

A l 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  th e n e e d  f o r  "a C F A B "  w a s  p e r c e i v e d  i n  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 ,  a n 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 w a s .  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  fo r p r o f i t  b u t  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
need.  I m p l e m e n t a t i o n  of th e  u n i q u e  c o n c e p t  h a s  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  a n d  m i 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 n d  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 s u l t ,  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  t h e  i n s t i t u t i o n  
h a s  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. a n d  ar e 

b ei ng , 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  a n 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  t h e  f a c t  t h a t  C F A B  h a s  m et  
t.ie 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 h e  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 t h e  m a r k e t ;  C F A B ' 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  has
p r o v i d e d  th 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 o r 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  th at  s e r v i c e  t o d a y ,  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 t he f o r e g o i n g  t h r o u g h  l o a n s  to 
th e 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 th e 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  f o r  the 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  g r e a t .  F o r  e x a m p l e ,  t e r m  l o a n s  
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 e t  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  o n  C F A B  a r e  n o 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 u 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 ,  the  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 ,  lies  a m o n g  t he  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 ,  t h 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 a n  

" t h e o r e t i c a l . "  T h i s  is du e  to t h e  n a t u r e  a n d  o r i g i n  of the 
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 A S  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 os 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  t h e  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 t he  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  CF A B.  It is no t 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 .  I n  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 .  a r e  m u l t i p l e  p l a n t s  a nd  
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 ut  a s u r v e y  an 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  c a 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  th e 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 :

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  for 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 .  Of t h e  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  - ar 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 the g r o u p  w i t h  
a n n u a l  s a l e s  of less  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.

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

22
33

23

T o t a l 78
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O f  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 t h 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  ha ve  b e e n  e x t r e m e l y  
g o o d  lo an s;  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 .  A t  best,  t h e  g r o u p  d o e s  not 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  f or  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 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  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  loans. 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 n o t  k n o w n ,  a n d  n o 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  ar 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  if 
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 ,  the s t a t u t o r y  b a r r i e r  
to 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  

t h e  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  t he  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  
i n  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  on  the 
c o s t s  w h i c h  m u s t  be b o r n e  by  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  t h e  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 dd  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  i n  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  
f o r  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 h e  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  for dol lar , to t h 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 paid  to t h a t  l e n d e r  
a l s o .  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  t o  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 the S t a t e  of A l a s k a  a n 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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