


Alaska Commercial Fishing and Agriculture Bank
1 Q
o n r

t o ?  A n n M c i i  k c p q i
Y '



c FAB was created to serve a genuine
■

• • -j,* - nry j fj
—  .

and legitimate need...



Alaska Commercial Fishing & Agriculture Bank

Table  of C o n te n t s ..................    I
Executive M e s s a g e .........................................................................................................................................................................................................  2
1985 Loan Activity a n d  Economic Impact ...................................................................................................................................................... 6
R eport  of In d e p e n d e n t  A c c o u n ta n ts .....................................................................................................................................................................  7
Balance S h e e t s ................................................................................................................................................................................................................. 8
S ta te m e n ts  of O p e r a t io n s .......................................................................................................................................................................................  9
S ta te m e n ts  of C hanges  in Capital a n d  Allocated I Unallocated U ndis tr ibu ted  P a tro n age  Earnings iL o ss l .......................... 10
S ta te m e n ts  of C hanges  in Financial P o s i t io n ..........................................................................................  12
N otes  to  Financial S ta t e m e n t s ......................................................   13
Board of Directors a n d  Staff ...........................................................................................................................................  Inside Back Cover



ALASKA COMMERCIAL FISHING 6 AGRICULTURE BANK

Executive M essacje

E lsew here in this 1985 Annual Report is a  p resen ta t ion  
of Touche Ross &  Co.'s rep o rt  on its exam ination  of CFAB s 
financial s ta te m e n ts  for th e  years e n d e d  D e c e m b e r  3 1.
1984. a n d  D e c e m b e r  31. 1985. That r e p o r t  is w orthy of 
som e careful scrutiny by m em bers .

N u m b ers  tend  to  b e  bo r ing  for all of us. However, 
since CFAB is a financial institution th e re  is much a b o u t  it 
which is b es t  e x p ressed  by n u m b ers .  We th ere fo re  invite 
your a t ten t io n  to  s o m e  of th o s e  n u m b e rs  a n d  the  m a tte rs  
they rep resen t .

During 1985. CFAB's to ta l a s se ts  w ere  red u ced  by 
a b o u t  $34 ,557 ,000 . While th is  r e p re se n te d  a  reduction  of 
all c lasses  of as se ts  generally, m ost o f  it was co n c e n tra te d

in a few areas . Early in th e  year, $5 ,628 ,000  of p ro c e e d s  
from m aturing certificates of deposi t  w e re  used  to  red u ce  
CFAB's borrow ings  an d . therefore , its net in te res t  ex­
p ense .  A n o th e r  $1 ,021 ,000  of th e  ne t reduction was in 
CFAB's acc rued  interest receivable on loans: this was e s ­
sentially the  effect of red u ced  loan volume.

The la rg e s t  single c o m p o n e n t  of th e  r e d u c t io n .  
$26 ,993 ,000. w as  in CFAB's n e t  loans outstanding. The 
com posit ion  of th a t  n u m b e r  is significant, s ince CFAB's 
loan portfolio consists of two general g roups  of loans — 

earn ing ' '  and  "non-earning.' ' (The la t ter  is referred  to  by 
ac c o u n ta n ts  as 'non-accrual ') .  An earn ing  loan is o n e  on  
which all p a y m en t te rm s  have b e e n  m e t  and  a re  antici­
p a te d  to  con tinue  to b e  met. A non-earning loan, on th e  
o th e r  hand , is o n e  on which a  contractual p a y m e n t  is 
d e l inq u en t  by 9 0  days o r  m ore  a n d /o r  which CFAB's m a n ­
a g e m e n t  has reason  to  believe rep resen ts  a  continuing 
a n d  ser ious  problem .

The c h an g es  within a n d  b e tw e e n  those  tw o  general 
g roups  re p re se n t  significant p rogress  for CFAB during
1985. They a re  referred  to in NOTE B to th e  financial 
s ta te m e n ts  a n d  Lre show n below:

S ince CFAB is a financial institution 
there is much about it which is best 

expressed by numbers.

D e c e m b e r  31. 1985 D e c e m b e r  31. 1984 C hange

Earning Loans . .  550.283,591 $62.827 217 SI 12.543.6261
Non-Earning Loans. 15.653,345 31.979,-146 116 3 2 6 .10 1 1

Cross  L o a n s ..........................  565,936,936 $94.806.063  S l2S.869,727 |
Loan Loss Allowance (3.441.130) 15.317.621) 1.876.491

Net Loans 562.495,806 589,489.042 Sl26.993.236)



Of th e  S lh  3 2 6 .000  reduction in non-earning loans, 
ab o u t  S 3 .4 8 6 .0 00  was charged  to CFAB's allowance for 
loan losses  M ost of th o se  losses had  b e e n  recognized by 
es tab lishm en t of an allowance prior to D ecem ber 3 I 
1984. s o  th e re  was no  significant impact on CFABs b a l­

a n c e  s h e e t  oi o n  its 1985 opera ting  s ta te m e n t  The re­
maining S I 2 .840 .000  of the  reduction in non-earning 
loans ^resents, in general e i the r  lai collection of actual 
cash o r  (bl modification or restructuring of individual 
loans to  an  ex ten t at which future p e r fo rm ance  can re a ­
sonab ly  b e  ex p e c te c .  This is of great im p o rtan ce  to CFAB 
a n d  its borrower-ow ners. since the  effect is to  en h a n c e  
CFABs n e t  in te rest earn ings  by abou t SI 5 million on  an 
annualized  basis.

C FAB reduced its interest-bearing obli­
gations to the Spofrnne Banfi for 
Cooperatives bij $32,306,000.

S om e further insight into th e  effect of 1985 dev e lo p ­
m en ts  m ay b e  ga ined  also by noting the  reduction in 
CFAB s liabilities. In particular and  as d iscussed  in \O T E  
D to th e  financial s’a te m e n ls  CFAB red u ced  its interest- 
bear ing  obligations to  the  Spokane  Bank for C o o p e ra ­
tives by S32 .306  (ICO. Again b ecau se  CFAB is a financial 
institution th e re  is p robably  no more reliable indicator ol 
its im m edia te  a n d  s io r t - te rm  health th an  the  relationship 
b e tw e e n  its in te rcs '-ea rn ing  asse ts  a n d  its in te res t-bea t­
ing ob ligations The contras t  b e tw een  the  respective 
year-enefs should  b e  encouraging  to  CFABs borrower 
ow ners

Certificates of 
Deposit 

Earning Loans

Total Earning 
Assets 

Interest-Bearing 
Obligations,

Net iDeficiti 
Earning Assets

D e c e m b e r  3 1, 1985

S 3.200 000 

50.283 591

S53 483 591 

(48.2t?8 294)

$ 5 .215 .297

December 31. 1984

$ 8  82 7  8 6 -  
62 827 2 1 7

$ 71 (’55 082 

180 571 J S 3 |

$18  «I9.203|

A
nother big factor was a $391,000 re­
duction in basic operating expenses.

T he shift illustrated ab o v e  took  p lace  over th e  12- 
m onth  p e r io d  The effects of the  shift will b e  transm it ted  
to CFABs S ia tem ent ot o p e ra t io n s  lits profit a n d  loss 
s ta tem ent ) over an  even longer pe r iod  of time. Never­
theless  th e re  was a d ram atic  im provem ent in CFAB s net 
opera ting  results — from a S9 9 7 8 .000  loss in 1981 to 
m o d es t  n e t  revenues of SI 14.000 in 1985. a positive dif­
ference of abou t  S I 0 .092.000. Most of th a t  difference 
can b e  found in th e  reduced  provision for loan losses, 
th e re  w ere  very tew major new loar, losses p ro jec ted  d u r ­
ing 1985 Another big factor was a S39I .OOO reduction  in 
basic  o p e ra t in g  e x p e n se s .  For th e  four  y e a r s  1981 
through i 984  CFAB s annual op era t in g  e x p e n se s  h ad  av ­
e rag ed  a b o u t  S3 2 million It was a cha llenge  to achieve a 
significant reduction: many cost-reduction act ions  had  a 
one-tim e cos t  by them selves , and  m ost w e re  in effect lor 
only a few m on ths  of 1985 We a re  striv ing for a fur ther  
reduction ot S5OP.O0O to So(K) 0 00  of o p era t in g  e x p e n se s  
during 1986

The ne t lesult of 1985 o p e ra t io n s ,  a s  m e n t io n e d  
above  was a  margin of S i l  l IS7. The Board ot Direc­
tors  in a c c o rd a n c e  with CFABs by-laws, ap p l ie d  th a t  
am o u n t to  reduce  th e  unallocated  a n d  und is t r ibu ted  p a ­
tronage  loss remaining from 1984 o p e ra t io n s

■\ year a g o  w hen  CFAB s 1984 Annual Report was p re ­
p a re d  the  1985 financial outlook was uncerta in  a t  bes t  It 
is m o re  p leasan t certainly to  be  a b le  to r e p o r t  a reversal 
ot t r e n d s  a n d  th a t  a d e g r e e  o f  stability h a s  b e e n  
achieved Nevertheless, a  co re  of difficult p ro b lem s  re ­
mains a n d  must b e  dealt with Borrower-ow ners  in te res ts  
continue to  b e  impaired, a n d  th e  fact th a t  tat least a t  
year-endi CFAB is not earn ing  o r  collecting in teres t  on  
nearly 2 1 percen t of its loans m e a n s  that pe .  forming b o r ­
rowers have been  unable  yet to receive th e  benefit  of 
interest ra tes  which a re  generally t rend ing  downw ard.

CFABs d irec to rs  m an ag em en t a n d  stall sh a re  with 
bor rower-ow tiers th e  frustrations of b ear in g  th e  b u rd e n s  
im posed  by a relative handful of non-perfo rm ing  loan a c ­
counts. While CFABs non-earn ing  loans total nearly 2 1 
percen t  ol its loan portfolio in dollars, they involve only 
nine percen t  Of its total loans  by num ber!



ate. both for participants and for their lenders.

W
ftat is in the future for CFAB and its 
borrower-owners?

' ' - ■ ‘ ' 1 * i ■ • ,

How d o  credit a n d  liquidity p rob lem s  g e t  resolved? 
What is in th e  future for CFAB and  its borrov  er-owners? 
The first quest ion  is easier  to  a d d re ss  than  the  seco nd . 
There is really only o n e  general s tra tegy  available to  a 
lender  confron ted  by a large n u m b er  of non-perform ing 
loan accoun ts :  A careful objective, one-by-one  analysis 
resulting in a n  es tab lishm ent of priorities a n d  the  devel­
o p m e n t  of a specific s tra tegy  for each  account. That in 
itself is a  time-consuming process . The corrective action  
assum ing o n e  is deve loped  in a particular case, usually 
takes t im e  also  — if a b o rrow er  has cash  readily available, 
the  loan presum ably  .vould no t b e  in default in the  first 
place! Even in those  ins tances  in which foreclosure is the  
only logical a lternative, the  realities ol the  legal p rocess  
involve ex traord inary  delays. We a re  p leased  within that 
-ontext. to  re p o r t  the  results of I9S5 with re spec t  to n o n ­
earn ing  loans. Those results • ’flee* unusual a n d  d e d i ­
ca ted  effort by every single m e m b e r  of CFAB s staff.

Y
our directors, management, and staff 
are totally committed...

CFABs future is a subject much more difficult to express 
with definition. Your directors. managem ent and  staff are  
totally committed to structuring an d  operating CFAB to meet 
the constructive needs  and  d em and  of its m andated m ar­
kets However. CFAB really cannot influence the extent or 
nature of those  markets The Alaska commercial fishing agri­
culture. and  timber industries are each affected — often d ra ­
matically — by a broad range of external uncontrollable, 
and often unforeseeable factors Each of them is an industry 
winch requires major commitments ot capital e ither owned 
or borrowed but in which financial and  operational stability 
over an extended period is an exception rather than a norm 
An individual operator and  his ability to service an obliga­
tion incurred years earlier can be severely a n d  detrimentally 
impacted by uncontrollable factors As an example, the ra­
tional business decisions by a  couple ol processors in a given 
area to not opera te  in a particular season can totally elimi­
nate what has been a  reliable market opportunity for do /ens  
of fishermen That Is a difficult environment in which to  oper-

CFAB was created to serve a genuine and  legitimate need: 
the  need  for commercial fishermen and others to have ac­
cess to a reliable source of credit The need continues to 
exist today However while it is a general need, neither CFAB 
nor any o ther lender can respond to it in a general way, The 
response, and the  delivery of credit services m u s t  be  predi­
cated upon the objective evaluation of the  credit worthiness 
of individual applicants. CFAB will make loans to  specific 
borrowers it will not make loans to the industry !

A
 member's overall interests are proba­
bly best served by avoiding unneces- 
arty new debt for the 1986 season.

As this message is written in the early spring of Ibtto, the  
immediate future seem s to hold special challenges for CFAB 
in its quest for sound growth, especially in commercial fish­
ing The outlook for certain species and certain products is 
questionable, and there are  indications that a number of 
processing plants will not operate. The cost and  availability 
of insurance has becom e a major problem for many opera­
tors In addition an d  as discussed earlier. CFAB s financial 
circumstances require that its interest rates b e  maintained at 
a level higher than those offered to som e applicants by some 
other  lenders Realistically and  in spite of the fact that 
CFAB s management is committed to positive progress in the 
institutions circumstances and  effectiveness a m e m b e rs  
overall interests are probably best served by avoiding unnec­
essary new deb t  for the  Phso season.

It is not unusual for CFAB m em bers  to visit with directors 
or with managem ent and  to com pare  CFABs current terms 
and programs with those  perceived to  be  widely offered by 
other institutions. Indeed, within CFAB itself we often lapse 
into discussions about the competition. The facts are. how 
ever that CFAB is unique: that there is no true competition 
There is no o ther  private lender committed a n d  m andated  
to exclusively serve the  commercial fishing agriculture and 
timber industries in Alaska There are o ther  lenders which 
have, m the interests of diversification a n d  corporate  respon­
sibility committed a po rtion  of their lending capacities to 
those industries or to segm ents of them. The basic respon­
sibilities ot those  lender s managements, however, a re  to 
protect and  enhance th e  interests of their owners  and. in 
som e instances their depositors  Accordingly, loan programs 
an d  terms are structured to attract a n d  accom m odate  the 
most stable industry participants



W e take pride in being a part of the 
Alasfm financial community as a

whole.

CFAB's p u rp o se s  a n d  objectives a r e  considerably  dif­
ferent. CFAB h as  no a lte rna tive  m arke ts  for its services It 
must s trive to a t t rac t  a b ro ad  cross-section of each  of the  
industr ies  it serves. While it m ust avoid the  m o re  spe cu la ­
tive loan p roposa ls  p re se n te d  to  it CFAB can n o t  on  the  
o th e r  h a n d  s truc tu re  its p rogram s a n d  policies to fit only 
those  app licants  who d o  have o th e r  financing a l te rn a ­
tives. We have a high regard  for o th e r  lenders  and  the  
services they provide; w e c o o p e ra te  a n d  partic ipa te  with 
o th e r  lenders  w h en ev e r  app rop r ia te :  a n d  we take p r ide  
in being a  p a r t  of the  Alaska financial com m unity  a s  a 
whole. H ow ever we a re  convinced th a t  success  for CFAB 
— no m atte r  w h a t  s ta n d a rd s  may b e  used to  m easu re  
tha t  success  — can b e  achieved only through constan t  
a n d  realistic evaluation of its own capabilities  a n d  of the  
viability of its b o rro w er /m em b ers .  Emulation of o th e r  in­
stitutions. or pursuit of objectives w h o se  only merits a re  
popular  and  te m p o ra ry  ap p ea l  a re  cou rses  that have 
proven them selves  unsuitable a t  best.

During 1985 CFABs foundations w ere  s t r e n g th e n e d  
its structural w e akn esses  w ere  ad d ressed ,  a n d  a f ram e­
work for m ore  effective and  meaningful service  to b o r ­
rower-owners w as  estab lished . Many of those  actions had  
an  im m ediate  a n d  high level ot visibility, while o th e rs  will 
attain significance o \ e r  a pe r iod  of time. S o m e  of the  
m ore  im portan t events  or act ions  were:

• T h e  closure of regional service offices in Cordova. 
H om er Ketchikan, and  Kodiak.

• T h e  d eve lopm en t of a differential interest rate p r o ­
gram. u n d e r  which unusually c red itw orthy  b o r ro w ­
e r s  may b e  offered lower in te rest rates

• In troduction ot a new Class B P re ferred  Stock p r o ­
gram, effective lanuary  1, 1986, which p rovides  for 
an  investm ent of genu ine  risk capital by CFAB's b o r ­
rower-owners.

• A d e te rm in e d  a n d  ongoing effort to p e rm an en tly  
red u ce  a n d  b e t te r  control CFAB s basic  o v e rhe ad  
expenses .

• Elimination of a llocated  p a tro n a g e  credits  from e a r ­
lier year 's  operations, reducing  th e  am o u n t  of the

1984 loss ca r r ied  o n  CFAB's books. While this a p ­
p e a re d  on th e  surface  to  b e  des truc tive  to th e  inter­
es ts  of th e  h o ld ers  of th o se  credits, th e  act ion  ac tu ­
ally c re a te d  o p p or tun i t ie s  for th o s e  m e m b e rs  to  
realize cash benefits  from a n  a sse t  of u n d e te rm in a ­
ble value with the  ex ten t of the  benef i t  d e p e n d in g  
upon  the  m e m b e r s  respec tive  Federal incom e tax 
situations.

•  Es tablishm ent of a m odified level p a y m e n t  p rogram  
for m any kinds of loans, enab ling  b o rro w ers  to  
m ake m o re  reliable provisions for cash req u ire ­
m ents.

•  A special, one-tim e, a r ra n g e m e n t  for a professional 
qualitative review a n d  analysis  of CFAB s total loan 
portfolio  by th e  S ta te  of Alaska s b a n k  examiners.

W e urge you to mark the appropriate 
date on your calendar now.

A m ajor d is a p p o in tm e n t  during  1985 w as  the  f.' ilure to  
achieve a q u o ru m  a t  CFAB s annual m eeting. Cor conclu­
sion has b e e n  th a t  the  failure w as  d u e  no t to  ap a th y  on  
the  p a r t  of m em b ers ,  bu t ra th e r  to  the  difficulty a n d  ex­
p e n s e  for m e m b e r s  th roughou t  Alaska to  a t t e n d  an a n ­
nual m ee t in g  at a single location. Accordingly, t h e  Board 
of Directors has d e c id e d  to  ho ld  CFABs 1986 annual 
m ee t ing  in th ree  sessions, with a p p ro p r ia te  recesses , a n d  
at th r e e  different locations: O c to b e r  9 a t  Ketchikan. O c to ­
b e r  I i a t  A nchorage  a n d  O c to b e r  I ? a t  Cordova We 
urge  you to  mark th e  a p p ro p r ia te  d a te  o n  your c a le n d a r  
now. F urthe rm ore ,  d u e  to  a  co incidence of even ts  in 1985 
a n d  early  I98t>, it is necessa ry  that a ll five o t  CFABs 
e le c ted  d irec to r  posi t ions  b e  subject to  election  in 1986 
The nom ination  p ro c e ss  lo r  d irec to r  c a n d id a te s  will begin  
in mid-1986 . a n d  it is vitally im portan t th a t  e a c h  CFAB 
m e m b e r  rake an  in terest a n d  play an active role. In th e  
election  of qualified d irec to rs

Paul A. H uppert

C hairm an Board of Directors 

Edward E. Crane

President
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1985 Loan Activity & Economic Impact

CFAB's founding s ta tu te  requ ires  tha t  its annual report 
include "...a descrip tion  of th e  ban k 's  loan activity during 
the  period.. . as well as  "...an analysis  of econom ic  a n d  
o th e r  effects of loan decis ions  on  th e  s t a t e s  com m ercia l 
fishing a n d  agriculture industries.

As shown in CFABs financial s ta te m e n ts  a n d  as  dis 
cussed  in th e  Executive M essage, th e re  was a significant 
decline in th e  total loan dollars  ou ts tan d in g  during  1985 
Loan b a lances  to ta led  a b o u t  $65.9 million on D e cem b er  
31 1985- a  year earlier  th a t  total had  b e e n  a b o u t  $9.|,8 
million.

That c o m p ar iso n  suggests  clearly a n d  accurately that 
much of CFAB s 1985 activity was focused  on th e  liquida­
tion of non-perfo rm ing  loans  a n d  on  th e  resolution of 
o th e r  loan p ro b le m s  In add it ion  the  genera l  dec line  in 
interest r a te s  offered by s o m e  o th e r  financial institutions 
during 1985 a t t ra c te d  a  n u m b e r  of CFABs b o rrow ers  
w hose  financial c ircum stances  vvculd perm it  re-financing 
by those  institutions

Although th e re  w e re  significant net reduc tions  in bo th  
th e  n u m b e rs  arc! a m o u n ts  of loans ou ts tand ing  CFAB did 
continue to  b e  responsive  to  th e  construct ive  financing 
n e e d s  of b o th  new  applicants  a n d  existing b o rrow ers  
CFAB m a d e  8 3 new loans during 1985- jo  of th e m  to ta l­
ing $3.1 million w e re  to new  m e m b e rs  while th e  rem ain ­
d e r  totaling $1.4 million w ere  to  existing m e m b e rs

CFAB co n tinues  to  b e  of special im p o rtan ce  to  individ­
ual partic ipants  of th e  com m ercia l fishing industry it is 
that general seg m en t  of th e  Industry which a p p e a r s  to 
have the  m ost limited access  to  a l te rna tive  sou rces  ot fi­
nancing. A large p a r t  - over 60  p e rc e n t  - ot th e  n e t  red u c ­

tion in CFAB's y ear-end  loan volum es was in th e  fish p ro c ­
essing po r t ion  of th e  industry  The resulting shift in the  
com posit ion  of CFAB's loan portfolio is show n below

Desp ite  th e  language  of th e  s ta tu te  m en tion ed  earlier, 
it would b e  specula tive  a n d  p e r h a p s  p re ten t iou s  to asser t  
that CFAB s loan decis ions  have  a m ajor  effect on its m a n ­
d a te d  industr ies  in total Those industr ies  a r c  b a s e d  on 
massive a m o u n ts  ot capital, b o th  b o r ro w ed  a n d  invested 
their p a r t ic ip an ts  a re  globally b a s e d  a n d  their  conditions 
and  t r e n d s  a rc  influenced by multi tudinous factors It is 
doubtful tha t  CFABs activities o r  th e  activities of any 
o ther  single financial institution exert much influence on 
d ev e lo p m e n ts  in th o s e  industries.

On th j  o th e r  h a n d  it is c lear  that CFAB s p re se n c e  and  
decis ions  have  a significant and  continuing effect on 
m e m b e r s  of th o se  industr ies  w h e th e r  they  a re  individ 
uals o r  c o rp o ra t io n s  Each new loan action by CFAB e s ­
tablishes  a m e a n s  w h ereb y  an  Alaskan individual o r  cor­
po ra tion  may par tic ipa te  m o re  effectively in the  fishing 
agriculture or t im be r  industry In add ition  to  the  direct 
im pact on  th e  b o rro w er  th e re  is a  cumulative effect on 
the  Alaska com m unit ie s  in which th e  particular  industry is 
c o n c e n tra te d  This is especially  ’ru e  of th e  commercial 
fishing industry  For exam ple  CFAB has 108 m e m b e rs  in 
th e  C o rdo v a /P r in ce  William S o u n d  a re a  183 in the  
Hom er Kenai Peninsula a rea ,  a n d  98  in th e  Dillingham 
Bristol Bay a r \ i  T h ere  a re  nu m ero us  o th e r  c o n c e n tra ­
tions th ro u g ho u t  the  s ta te  While CFAB b a se s  its loan  d e ­
c is io n s  s t r ic t ly  o n  a n  o b je c t iv e  e v a lu a t io n  of th e  
c red itw or th iness  of th e  Individual borrow cr/ap |)l icant it 
seem s  re a s o n a b le  to  co n c lu d e  that th e  collective impact 
of th o s e  decis ions h a s  e n h a n c e d  th e  stability of local p a r­
ticipation in th e  industries
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Report Of Independent Accountants

Toucfic Ross & Co.

lanuary  3 1 1986

Board of Directors 
Alaska Commercial Fishing a n d  

Agriculture Bank 
Anchorage. Alaska

We have exam ined  the  b a la n c e  s h e e ts  of Alaska Commercial Fishing a n d  Agriculture Bank as  
of D e c e m b e r  3 1. 1985 a n d  198-J a n d  th e  re la ted  s ta te m e n ts  of o p e ra t io n s ,  c h an g es  in capital 
an d  a lloca ted  unalloca ted  u n d is t r ib u ted  p a tro n a g e  ea rn in g s  llossi. a n d  ch an g es  in financial posi­
tion for the  years  th e n  e n d e d .  Our exam inations w ere  m a d e  in a c c o rd a n c e  with generally  ac­
c e p te d  aud iting  s ta n d a rd s  a n d  accordingly  included such tes ts  of th e  accoun ting  reco rd s  a n d  
such o th e r  auditing  p ro c e d u re s  a s  w e co n sid e re d  n ecessa ry  in th e  circum stances.

In o u r  opinion, th e  financial s ta te m e n ts  re ferred  to  ab o v e  p re se n t  fairly th e  financial position 
ot Alaska Commercial Fishing a n d  Agriculture Bank a s  of D e c e m b e r  3 1 1985 an d  1981 a n d  the  
results of its o p e ra t io n s  ar.d th e  c h a n g e s  in its financial position for th e  years  th e n  e n d e d  in 
conlorm ity  with generally  a c c e p te d  accoun ting  principles ap p lie d  o n  a consis ten t basis

Certified Public Accountants



ALASKA COMMERCIAL FISHING & AGRICULTURE BANK

Balance Sheets

D e c e m b e r  31,

1985 1984
A s s e ts

$ 106.773 $ 123.331
Certificates of d e p o s i t .................... 3 ,2 0 0 .0 0 0 8 .8 2 7 .865
Loans, n e t  of a llow ance for loan losses  of S3, 'M l,  130

a n d  $5 ,317,621 .............................................................  ............................ 62 ,4 9 5 ,8 0 6 8 9 .4 8 9 .0 1 2
Accrued in te res t  receivable:

Certif icates  of d ep o s i t 44 ,144 I 12 306
Loans ....................... 2 .071 ,202 3 .092 .629

Investm ent in S p o k a n e  Bank for C oopera t ives 5 ,252 .423 4 .7 3 8 .7 3 4
Bank p rem ises ,  furniture a n d  equ ipm en t,  net 4 7 1 .5 0 3 6 4 8 .23I
Acquired a s se t s  he ld  for resa le 1.606,164 2 .3 6 1 .305
O th er  a s se ts 9 0 .563 502 0 4 8

$ 7 5 ,3 3 8 ,5 7 8 S I 0 9 .8 9 5 .4 9 I

Liabilit ies
Accounts p a y a b le  a n d  accrued  ex p e n se s $ 3 0 8 ,0 1 6 $ 3 7 2 .0 16
Accrued in te re s t  p a y a b le 4 1 6 ,7 8 0 2.369 .853
Notes  p a y a b le 4 8 .2 6 8 .2 9 4 80 .5 7 4 .2 8 5

4 8 .9 9 3 .0 9 0 8 3 .3 I 6 . I 5 4

C om m itm ents  a n d  Contingent Liabilities (Note Hi

C ap ita l  a n d  P a t r o n a g e  E arn in g s
S h a re  c a p i t a l  —

Class C special p re fe r re d  stock S i 0 ,0 0 0  p a r  value au th o r ized
4 .0 0 0  sha res ,  ou ts tand ing  3 180 sh a re s 31 .8 0 0 .0 0 0 3 1.8 0 0 .0 0 0

Class B p re f e r re d  stock $100 p a r  value au thorized
4 0 0 .0 0 0  s h a re s  ou ts tand ing  65 .845  a n d  95 .177  s h a re s 6 .5 8 4 ,5 0 0 *9.517 700

L oans  rece ivab le  on  Class B p re f e r re d  stock (6.584,500) I9 .5 l7 .7 0 0 l
Class A m e m b e rsh ip  s tock SIO p a r  value, au tho r ized

10.000 s h a re s  ou ts tanding  931 a n d  888 sh a re s 9 ,3 1 0 8 .8 8 0

31 .8 0 9 .3 1 0 3 1 808  88 0
C S tock r e t i re m e n t  pool 92 .152 10 260
Capital in e x cess  of p«.r value 82 .9 8 0 7 9 . I I 0
C on tr ib u ted  capital 144 .626 144 62 6

32 .1 2 9 .0 6 8 32 .042  876
Allocated u n d is t r ib u ted  p a tro n a g e  ea rn in g s 1.045.365 4 .S | 1.237
Unallocated und is tr ibu ted  p a t ro n a g e  loss (6.828.9451 (9.977.7761

2 6 .3 4 5 .4 8 8 2 6 .579  337
$75 338  578 $ 1 0 9 ,8 95 ,4 91

S ee  n o te s  to  financial s ta tem e n ts



ALASKA COMMERCIAL FISHING & AGRICULTURE HANK

Statem ents of Operations

Year Ended December 31,

I n te r e s t  Incom e:
1985 1984

Interest o n  loans S 10,141 ,090 $ 11.992.708
Interest o n  certificates of deposi t 362 ,767 918.081

10,503,857 12.910.789

I n te r e s t  e x p e n s e 6 ,2 6 7 .0 0 3 8.386 .607
Loss o n  a s s e t s  he ld  for r e s a l e 9 1 .127 72.356
P rov is ion  fo r  loan  lo s se s 1,234,930 1 1.241.619

7 .5 9 3 .0 6 0 19.700.582
2 ,910 .797 (6.789.7931

O th e r  E x p e n se s :
Salaries a n d  benefits 1 ,705,780 1.785.281
O ccupancy  e x p e n se 2 5 2 .3 0 0 260.544
Office o p e ra t io n s 126,717 201.133
Advertising a n d  p ro m otio n 79.922 197.182
Travel, lodging a n d  m eals 136,675 192.661
D eprec ia tion  a n d  am ortization 160.279 180.127
Professional fees 150,191 148.654
T e le p h o n e  a n d  p o s ta g e 8 7 ,2 3 8 114.774
Directors fees 4 6 ,954 71.113
M iscellaneous 50,554 36.514

2 ,7 9 6 ,6 1 0 3.187.983

U nallocated  und is tr ibu ted  p a tro n a g e  ea rn in g s  (unallocated u n d is t r ibu ted  p a tro n a g e
lossi b e fo re  incom e tax e x p e n se  a n d  ex trao rd in a ry  credit 1 14.187 |9 .977,7761

Incom e tax  e x p e n se
U nallocated  und is t r ibu ted  p a t ro n a g e  ea rn ings  (unallocated u n d is t r ibu ted

32 .200

p a tro n a g e  lossi b e fo re  ex trao rd in a ry  cred it 8 1 ,987 |9 .9 7 7 .7 7 o |

E xtraord inary  c red it  — utilization of n e t  o p e ra t in g  loss  carry forw ard  
U nallocated  und is t r ibu ted  p a t ro n a g e  earn ings

32 .200

(unallocated und is tr ibu ted  p a t ro n a g e  loss) (Note Cl 

S ee  n o te s  to  financial s ta te m e n ts

S 114.187 $ (9,977.7761



ALASKA COMMERCIAL FISHING & AGRICULTURE BANK

Statements of Changes in Capital and Allocated I Unallocated Undistributed 

Patronage Earnings (Loss)

Balance lanuary I 1984 
Issuance (redem ption!  of stock during th e  )car 

Class B p re f e r re d  stock 8,655  sh a re s  net 
Class A stock 6 0  sha res  

C stock r e t i re m e n t  pool.
Class B p re fe r re d  stock a s se s sm e n ts  

Less: A ssessm en ts  receivable  
Reduction in loans  rece ivab le  on  Class B p re fe r re d  stock 
Loan principal ch a rg ed  against a lloca ted  und is tr ibu ted  

p a t ro n a g e
Unallocated und is tr ibu ted  p a tro n a g e  loss
Balance D e c e m b e r  31 1984 
Issuance (redem ption!  of stock during  th e  vear 

Class B p re f e r re d  stock 2'<3 2 3u s h a re s  net 
Class A stock 4 3 sh a re s  

Reduction in loans rece ivab le  on  Class B p re fe r re d  stock 
C stock re t i re m e n t  pool 

Class B p r e f e r re d  stock a sse s sm e n ts  
Less A ssessm en ts  rece ivab le  

Loan principal c h a rg e d  against a lloca ted  undis tr ibu ted  
p a t ro n a g e  earn ings  

Unallocated u n d is t r ibu ted  p a tro n a g e  earn ings  
Allocation to  una lloca ted  und is t r ibu ted  p a t ro n a g e  loss
B a lan ce  D e c e m b e r  31 1985

S h a re
C apita l

$ 3 1 ,8 0 8  280

1865 5001 
60 0

865 500

31 808  880

(2 933  2001 
4 30 

2 933  200

C S to c k  
R e t i r e m e n t  

Pool
S -

89 507 
(79 24"!

10 260

171 3‘Cs 
(89 5061

$31 8 0 9  310 $92,152

C ap ita l  In 
E x c e s s  Of 
P a r  V alue

$73 ,710

5 400

79 | ft)

3 870

$82 980

See notes to financial statements



C o n t r ib u te d
C ap ita l

S 144.626

A lloca ted
U n d is t r ib u te d

P a t r o n a g e
E arn in g s

$ 4 .7 0 4 .9 1 8

U n a l lo c a te d
U n d is t r ib u te d

P a t r o n a g e
E a rn in g s
$  -

U n al lo ca ted
U n d is t r ib u te d

P a t r o n a g e
L oss

12 50 6811
19.977.7761

144 626 1 5 1I 237 (9.977 776)

(434 2281

$144 626

(3 034 6 4 4 1 

$1,045 365

1 14.187 
1114 1871
S -

3 148.831 

$16,828 9451

T o ta l
S 3 6 .7 9 l .5 3 4

(865.5001
6.000

89.507  
(79 247)

8o5 .500

1250.6811 
|9 .v77  7 7 6 1

26 579.337

(2.933.2001 
4 .300  

2 933 200

171 398
189.5 j 6I

1431.2281
1 14.187

$26,345,488



ALASKA COMMERCIAL FISHING & AGRICULTURE BANK

Statem ents of Changes in Financial Position
eaan

Y ear E n d e d  D e c e m b e r  31,
1985 1984

S o u rc e  o f  Funds:
From  O p e ra t io n s  —

Allocated u n d is t r ibu ted  p a t ro n a g e  ea rn ings
(unallocated u n d is t r ib u ted  p a t ro n a g e  lossi S 114.187 $ 19.977.7761

Items not requir ing  th e  u se  of funds:
Deprecia tion  a n d  am ortization 160,279 180.127
Provision for loan loss 1,234,930 1 1.24 1.619
Gain o n  sale of a s se ts (8391

Funds p ro v id ed  from o p e ra t io n s 1.508.557 1.443.970
Net p r o c e e d s  from  saie of a s se ts 21',924
Net p r o c e e d s  from  stock issuance 4 ,3 0 0 6 .000
D e c re a se  in cash 16.558 568.945
D e c re a se  in certificate; of d eposi t 5 .627 .865
D e c re a se  in acq u ire d  a s se t s  held  for resa le 755.141
D e c re a se  in loans 28 .869 .727 8 .8 0 0 .3 4 9
D e cre ase  in o th e r  a s se ts 41 1,485
D e cre ase  in acc ru e d  in te res t  receivable 1.089.589 2 634 426
Increase  in acc ru e d  in te res t  p ay ab le 244 .769
Increase  in n o te s  p ay ab le 1 167 917
Increase  in Class B p re fe r re d  stock a s se s sm e n ts  net 81 ,892 10,260

$3 8 ,3 8 6 ,0 3 8 S I4 .8 7 6 .6 3 6

U se  of Funds:
Loans c h a rg e d  oil ne t  of recover ies $ 3 . II  1.420 $ 10.063.534
Loan principal c h a rg e d  aga ins t  a lloca ted  u n d is t r ib u ted  p a t ro n a g e  earn ings 4 3 4 .2 2 8 250.681
In c rease  In certificates of d ep o s i t 827 .865
In c rease  in inves tm en t  in S p o k an e

Bank for C o o pe ra t iv es 513 .089 1.030 091
Increase  in b an k  p rem ises ,  furniture a n d  e q u ip m e n t 3 637 106.400
Increase  in acq u ire d  a s se t s  held for resa le 2 148.813
Increase  in o th e r  a s se t s 275 644
D e c re a se  in acco u n ts  p a y a b le  a n d  a c c ru e d  e x p e n se s 64 0 0 0 131 348
D e c re a se  in a c c ru e d  in te res t  p ay ab le 1.953 073
D e c re a se  in n o te s  p a y a b le 32.305 991
D e c re a se  In p a t ro n a g e  d iv idend  p ayab le 4 2 .2 6 0

$3 8 ,3 8 6 ,0 3 8 S 14 8 7 6 .6 3 6

See notes to financial statements



ALASKA COMMERCIAL FISHING 6 AGRICULTURE HANK

Notes to Financial Statem ents

Note A — S u m m a ry  of Significant Accounting Policies:

(Jmiln'iis The Alaska Commercial Fishing and Agriculture Bank 
ICFAB) was incorpora ted  on May 4. 1979 to p rom ote  growth 
of Alaska agriculture and  fishing by providing deb t financing 
to resident-owned businesses engaged in harvesting process­
ing or marketing and  to p rom ote  its own growth as  a strong 
user-oriented institution through cooperative ownership  and 
self-governance

CFAB is a cooperative  corporation and intends to  refund 
any allocated undistributed pa tronage  earnings at such time 
as the Board of Directors finds that the financial condition of 
CFAB will so permit.

IdfiVi'jf k\in> The accrual of income on loans is discontinued 
when interest or principal is contractually past due more than 
90 days.

i’a'i.'i-.i.h' i ..M’i'J- Patronage dividends received from Spokane 
Bank for Cooperatives iSBCl. of which CFAB is a m em ber 
reduce interest expense  to SBC in the year declared

V \i\iiru /at Uin i T h e  allowance for loan losses is based  
upon specific identification of known uncollectible loans and 
a general reserve for those  loans not specifically identified

Aut 'iva a;n'ts lu’hi /cr ><: ilr Acquired assets  held for resale  in­
clude those assets  acquired through foreclosure These assets 
are  carried a t th e  lower of fair market value or the  recorded  
investment in the  related loan Holding costs a re  expensed  
when incurred unless such costs increase the fair market value 
ot the asset

iXiiv; vnr,;-. t..’r '.if.- un.i .viapirn! Kink premises, furniture and 
equipment a re  s ta ted  a t  cost less accumulated depreciation 
and amortization Depreciation and  amortization a rc  charg­
ed  to  operations  In use of the  straight-line m ethod  over 
es tim ated  useful lives of th ree  to  ten  years Expenditures for 
m aintenance a n d  repair-  a r e  charged  to  operating expense  
as  incurred Expenditures for renewals or improvements which 
extend the  life of an  asset a re  capitalized ,tt cost and  
dep rec ia ted  as s ta ted  above  Upon sale retirem ent o r  o ther  
dispositions ot property the  cost an d  accumulated dep rec ia ­
tion arc  rem oved  from the  respective accounts and  the 
resulting gain or loss is reco rded  In Income

I n o w  lines: Amounts provided for income tax expense  a re  
based  on earnings reported  lor financial s ta tem ent purposes, 
ra ther  than on the  taxable income shown on the corpora te  
income tax return. These amounts may differ because  certain 
items a re  reco rded  as income or expense  in different years 
for financial s ta tem ent and  tax return purposes.

CFAB uses the  flow-through m ethod  of accounting for in­
vestment tax credits, which results in a  reduction of income 
taxes in the  year credits a re  utilized. That portion of invest­
ment tax credit not utilized in any year is not available for ca r­
ry forward to a cooperative  organization

Rf’iliuji/iiiitioiis Certain reclassifications have been  m ade to the 
1984 financial s ta tem ents  to  conform with 1985 presentation

Note B — Loans:

CFAB s loan portfolio by major category is as  follows
D ecem ber  31.

1985 1984
Vessels $34,135,387 $46,450,679
Fish processors 14.172.810 29,506,571
Agriculture and  timber 16 221.453 19 | 10.057
C ear  entry permits  

and  o ther 7.991.786 9.257,056
72.521.436 104.324.363

Less loans receivable on 
Class B p re le r red  stock (6.584.500) (9,517.7001

65.936.936 04.806.663
Less allowance lor 

loan losses (3.441,1301 (5 317 621)
$62,495,806 S89.489.042

The loan portfolio Includes loans which have been  classified
as  nonaccrual Nonaccrual loans by major category a re  as
follows

D e cem ber  31.
1985 1984

Fish processors $ 5.246.914 $15 .069  775
Vessels 4.480,381 5.956.277
Agriculture and  timber 3.740.558 8.934.494
Gear en try  permits 

and  other 2.185.492 2.018.900
$15,653,345 $31 979.446



Notes to Financial S tatem ents (onllnutd

Activity In th e  allowance for loan losses is as follows:
D e c e m b e r  31 .

1985 1981
Balance at beginning

of year $ 5,317.621 $ 4 .139.536
Charged to expense 1.234.929 11.2 4 1.619
Recoveries on loans

previously charged off 374,889 470.093
6.927.439 15,851.248

Loans charged off 13.486,309) 110.533.6271

Balance at end of year S 3.441.130 S 5.3 17.621

CFAB serves  the  financial n e e d s  of th e  commercial fishing 
an d  agricultural industr ies  in th e  S ta te  of Alaska. T hese  in­
dustr ies  a r e  sub jec t  to  s e a so n a l  a n d  cyclical fluctuations 
which could affect th e  b o r ro w e rs '  ability to  re p a y  loans on 
a timely basis.
Related Pttrfu Leans' In th e  o rd inary  co u rse  of business  CFAB

m akes  loans  to  m e m b e r s  w ho  se rv e  on  CFAB's B oard  ot 
D irectors. Loans to  m e m b e r s  w h o  se rv e  on  th e  B oard  of 
D irectors  m ust b e  a p p r o v e d  by  the  SBC. Total loans to  
th e s e  m e m b e r s  w e re  SI .ol 3 .378 a n d  S3,182,794 in 1983 
a n d  1984. respectively .

N o te  C — Bank  P re m is e s .  F u rn i tu re  A nd E q u ip m e n t :

T he  following r e p r e s e n t s  a  classification of b an k  
p rem ises ,  furniture a n d  e q u ip m e n t  by  m ajor  category :

D e c e m b e r  31.

Furniture fixtures and
1985 1984

equipment S 889.432 S 976 203
Leasehold improvements 147.202 147.202

Less accumulated depreciation
1.036.634 1,123.405

and amorhzation 1565.1311 (475, | 741

S 471.503 S 648 231

N ote  D — N o te s  P a y a b le :

N otes  p a y a b le  consis ted  of th e  following:

S p o k an e  Bank for C o o p e ra t iv e s  iSBCl seaso n a l  loan, credit line of $ 2 9 ,0 0 0 ,0 0 0  ex ­
piring on  April I. 1986. b ea r in g  in te res t  a t 10 23% at D e c e m b e r  31 1983 
linterest pa id  q u a r te r ly  b a s e d  u p o n  floating ra tesl 

SBC m a tc h e d  funds  sh o r t - te rm  n o te s  with Interest ra te s  ranging from 8.7%  to
9 .l  o m aturing  a t  va r ious  d a te s  in 1986 

SBC long-term n o te s  Including m a tc h e d  funds  with in te rest r a te s  ranging from 
10.344% to  I 1.73% m aturing  a t  var ious  d a te s  to  lanuary  1993 

O ther  n o te s  p a y a b le  a n d  capita lized  e q u ip m e n t  lea ses  with various In te res t  r a le s  
a n d  m aturity  d a te s

D e c e m b e r  31.
1985 1984

$ 1.020.081 $ 15,535.000

19.200.000 3 5 ,0 0 0 .0 0 0

28,000.000 30.000  0 0 0

48,213 39.285
$48,268,294 $80,574,285

The loans a r e  s e c u re d  by  substan tia lly  all CFAB a s se ts



Nofcs to Financial Statem ents tonllimrtl

Principal payments required on notes payable a re  as follows:

Year Ending D ecem ber 3 1. Amount
1986 $23,263,294
1987 15.000,000
1988

1989 and  beyond 10,000 000

SBC s matched funding loan program  allows CFAB to b o r­
row both short-term and long-term funds under its establish­
ed  line-of-credit a t  fixed rates of interest, generally providing 
a lower cost of funds

CFAB must invest in SBC s Class C stock in an amount equal 
to at !er.st 5% of the cumulative average loan balance main­
tained with SBC. The amount of CFAB s investment in SBC's 
Class C stock and  equity in allocated suiplus was S5.252,423 
and $4,738,734 at December 31 1985 and 198 I respectively.

Note E — Income Taxes:

During the  year e n d e d  Decem ber 31 1985. $3,035,000 of 
unallocated undistributed pa tronage  loss was allocated to 
patrons. As a result of this allocation a n d  the use ot the  loss 
to  offset current year pa tronage  earnings the  remaining 
unallocated undistributed pa tronage  loss lor financial s ta te ­
ment purposes  is $6,830,000

There was no income tax benefit Irom the unallocated un­
distributed patronage loss for the  year e n d e d  Decem ber 3 1 
1984.

Note F — Pension a n d  Profit  S ha ring  Plans:

CFAB has pension and profit sharing plans covering substan­
tially all employees. The total cost charged to  operations for 
1985 and  1981 was $58,372 and  $82 73r> respectively

A comparison of accumulated plan benefits a n d  plan net 
assets  as  of (anuary I 1985 and  1984 of the Company s d e ­
lined benefit plan is as follows

1985 1984
Actuarial p resen t value of 

accumulated plan benefits:
Vested S — $ 702
Nonvested — —

S - ___ $ 702

Net assets  available for
benefits S 28.244 S 27,138

Assumed ra te  of return used 
in determining actuarial 
p resent value of
accumulated plan benefits 8% 8°o

Information with respec t to  the actuarial com puted  value 
of vested benefits and  pension fund assets  as of Decem ber 
31. 1985 is not available.

N ote  C — Capital a n d  P a t ro n a g e  Earnings:

Si.uit- Gwlinl Shares  purchased  by the  State  of Alaska must 
be  repurchased  by CFAB on or before  |uly 20 2000.

Preferential sha reho lders  rights on dissolution a rc  a ttach­
ed  in the  o rd e r  of Class C. Class B and  Class A

The following rights apply to  the th ree  categories of stock

Class C - No voting or dividend rights. Mav only b e  issued 
to  the  S ta te  of Alaska

Class B - No voting rights. Class B stock may only be  held 
by m em bers  of CFAB and dividends paid shall not 
exceed $10 per share annually. Prior to December 
3 1 19H5 all loans required  a purchase of Class B 
stock in an  am ount equal to 10% of the  loan 
balance: however this purchase  was not funded 
but was evidenced by notes On loans m ade subse­
quen t to Decem ber 3 1 1985. each borrow er will 
b e  required to  make a cash purchase of Class B 
stock in an am ount equal to 5% of the total loan.
I his Investment w ill remain in place until retired 
by the  Board of Directors

Class A - No dividend rights Each m em ber of CFAB must 
own one share of Class A stock Each share of stock 
carries o n e  vo te  To vo te  a m em ber must be  
engaged  in commercial fishing or agriculture and  
must b e  a  current borrow er or have borrow ed 
Irom CFAB during the preceding two years or have 
a minimum retained patronage earnings with CFAB 
of $2,500



Nofcs to Financial Statem ents ttwllnui'il

Unallocated Undistributed Patronage Lo.es At D e c e m b e r  3 1, 1984 
Alaska Com m ercial Fishing a n d  Agriculture Bank's  finan­
cial s t a te m e n t s  re flected  an  una lloca ted  und is tr ibu ted  
p a t ro n a g e  loss in th e  am o u n t  of $9 ,977 ,776 . During 1985. 
In a c c o rd a n c e  with Alaska Com m ercial Fishing and  
Agriculture Bank by-laws, th e  Board  of Directors  a c t e d  to  
red u ce  tha t am o u n t  a s  follows: 11 by allocating $3,034,64-1 
to  a lloca ted  und is t r ibu ted  p a t ro n a g e  ea rn in g s  of prior 
years: a n d  2l by  charging $1 14.187 to  1985 unallocated  
und is tr ibu ted  p a t ro n a g e  earn ings. At D e c e m b e r  31 1985 
the  rem ain ing  unalloca ted  u n d is t r ib u ted  p a t ro n a g e  loss 
am o u n t  w as  $6 ,828 ,915 .

d i m  C  Stxd Repwtlidse Plan In a c c o rd a n c e  with AS 
44.81 .OlOlbl. on  o r  b e fo re  July 20. 2000 CFAB is requ ired  
to  rep u rc ha se  its Class C stock issued to  the  S ta te  of Alaska 
On N ovem ber  10, 1982 an  a g re e m e n t  w as  s igned with the 
S ta te  of Alaska outlining the  principles of a plan which calls 
for th e  r e p u rc h a se  of o u ts tan d in g  Class C stock w ith CFAB 
capital funds to  b e  provided  by  CFAB's m em ber-bo rrow ers  
over a period  of future opera t ions  On D ecem ber  12 1983. 
CFAB im plem en ted  its Class C Stock R edem ption  Program

N o te  H — C o n t in g e n c ie s  a n d  C o m m itm e n ts :

Contingencies: CFAE is a  d e fe n d a n t  in severa l  legal actions 
arising from norma! business  activities including actions 
re la ted  to  de l inquen t  loans a n d  foreclosures . CFAB 
reserves  for potential losses on  delinquent loans as  describ­
e d  in Note A. As to  litigation o u ts ide  of de l inquenc ie s  a n d  
foreclosures , m a n a g e m e n t  be lieves  th a t  th o s e  ac t ions  a re  
without m erit o r  th a t  th e  ultimate liability, if any. resulting 
from them  will not materially affect CFAB's financial posi­
tion o r  its results  of o pera t ions .

C<M!inifii!t’i!ts, CFAB has  e n te r e d  into certa in  noncance lab le  
long-term o p e ra t in g  lease  a g re e m e n ts  for buildings. Ren­
tal e x p e n se  u n d e r  th e se  lea ses  to ta led  $231 ,549  a n d  
$234 07 6  for th e  y e a rs  e n d e d  D e c e m b e r  31 1985 a n d  
1984, respectively. Minimum annua l lease  p a y m e n ts  a re  
a s  follows

Y ear  E nd ing  D e c e m b e r  31. A m o u n t

1986 $ 6 8 ,0 0 0
1987 27 .000
1988 8 00 0
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‘JH i w:is a difficult a n d  eventful year for CFAB.
j f  It was a year o f  h e ig h te n e d  aw areness  and  

realization by its B oard  o f  Directors  a n d  by its 
m an a g e m e n t  team. It w as a year in w h ic h  dec is ions  
w e re  m ade, a n d  d irec t io n  given , by  th e  Board to 
realistically identify a n d  evaluate  th e  total c ir­
cu m s tan ces  an d  c o n d i t io n  o f  CFAB. T h e  results  o f  
th o se  effo rts  a n d  activities are set fo r th  in the  
f inancial s ta tem ents  sec t io n  o f  this r e p o r t ,  a n d  are 
d iscussed  in the  P residen t 's  Message.

C o o pe ra t iv es  are fo rm ed  a n d  in te n d e d  — in p r in ­
ciple. by statute, and  as a m a tte r  o f  p h i lo s o p h y  — to 
se rve  th e  interests  o f  the ir  m em bers .  T h ey  function  
m ost effectively an d  efficiently  w h e n  the  n e e d s  and  
interests o f  the  m em b ers  are hom o ge ne ou s ,  o r  nearly 
so. That p rem ise  places an unusual b u rd e n  o n  a 
c o o p e ra t iv e  fo rm ed  to  p rov ide  c red it  services, as is 
CFAB. W hile  the  n e e d s  o f  its m e m b e rs  have a basic 
but superficial sam eness  — each  o f  th em  requires, 
o r  is seek ing , an ex tens ion  o f  c red it  — each  o f  them  
in reality rep resen ts  a totally u n iq u e  c o m b in a t io n  o f  
factors a n d  c ircum stances, livery loan app lica tion  
requ ires  a subjec tive  analysis a n d  evalua t ion  o f  risk 
factors; risk factors w h ich  are differen t in each  case 
from  th o se  o f  any a n d  every o th e r  case. CFAB is 
ob liged  to m aintain an d  app ly  s tandards  an d  policies 
w h ich  are  rational anil ap p rop r ia te  for a f inancing  
in s t i tu t ion  a n d  against w h ich  each  m e m b e r 's  and  
each  app licant 's  cred it  w o r th iness  nvav b e  fairly and  
equ itab ly  evaluated. Hacli m em ber,  a n d  each  app li­
can t.  has th e  right to  suc h  an  evaluation . However, 
the re  is n o  feature inheren t to coo p e ra t iv e  structure, 
o r  co o p e ra t iv e  ph ilosophy, o r  co o p e ra t iv e  p r inc ip le  
w h ic h  p ro v id es  p ro tec t ion  f rom  th e  laws o f  na tu re  
o r  the  fundam enta l  rules o f  c red it  a n d  business  
econom ics ,  A lthough CFAB serves a specific p u rp o se  
an d  is c h a rg e d  w ith  a u n iq u e  m ission, it can n o t  
accep t risks w h ich  w o u ld  be  u n a c c e p ta b le  to  any 
o th e r  reasonab le  lender. As a m a tte r  o f  fact, s ince  In 
s tatute an d  by its Articles and  Bylaws CFAB is limited 
to  serv ing  a ver\ na rrow  m arket,  a c o n c e n t ra t io n  
w h ich  is avo ided  by m ost lenders, it might b e  argued 
that CFAB m ust be especially  s tr ingen t in its evalua­
t ion  and  accep tan ce  o f  individual risks

Historically. CFAB has a t tem p ted  to  b e  a c o m p a s  
s inua te  a n d  to lerant lender, b o th  in p ra c t ic e  an d  as 
a matter ot philosophy. It is difficult to take issue with 
that genera l  posture. However, it is c lear  — a n d  u

m ust be  reco g n ized  a n d  e n d o rs e d  by you. the  
m e m b c r -o w n e rs  — that each  t im e  CFAB makes an 
a d v e n tu ro u s  o r  specu la tive  c o n c e s s io n  to  a s ingle 
borrow er, it is an  ac t ion  erosive  to  th e  aggregate 
Interests of allot' you. CFAB's Board o f  Directors and  
its m an a g e m e n t  are  d e te rm in e d  that the  future 
app lica tion  o f  its c red it  po lic ies  will r e l i e d  the ir  
in tent a n d  ob liga t ion  to  p ro tec t  and  e n h a n c e  the  
interests  o f  its total o w nersh ip .

A  th o u g h tfu l  a n d  p e rcep t iv e  o b se rv e r  will
j l j L recognize m any  successes and  m any  elem ents  

o f  c o n s t ru c t iv e  serv ice  to  th e  Alaskan com m erc ia l  
fishing a n d  agricu lture  industr ies ; they  s h o u ld  not 
be  totally o v e rsh a d o w e d  by  th e  difficult c i r ­
cu m stan ces  o f  today. For example, nearly  90  percen t  
o f  the  ap p rox im ate ly  1.400 loans CFAB has m ad e  
th ro u g h  198-t have e i th e r  b e e n  pa id  in full o r  are  
being  paid  in acco rd an ce  w ith  the ir  respective terms. 
That CFAB serves a b ro a d  sp e c tru m  o f  Alaskans is 
d e m o n s t ra te d  by th e  fact that, if th e  loan  ba lances  
associa ted  w ith  th e  largest ten p e rcen t  o f  CFAB's 
b o r ro w e rs  are e l im inated  from the  calcula tion , the  
average loan ba lance is abou t  S-to.OOO. In th e  contex t 
o f  today 's  eco n o m y , a n d  especia lly  in th e  capital- 
in tensive industr ies  w h ich  CFAB serves. S4 6 .OOO is 
no t a " large" a m o u n t ;  a n d  it suggests  that CFAB is 
p ro v id in g  credit  s u p p o r t  for a large n u m b e r  o f  
ind iv idual f isherm en  a n d  farmers. A n o th e r  m o re  
subjective point of ten  overlooked  is that CFAB serves 
the  in terests  o f  e r e r y  eligible p e r so n  in its m arket, 
w h e th e r  l e o r  sh e  is a CFAB b o r ro w e r  o r  no t. That 
is because CFABs p re se n c e  th ro u g h o u t  all o f  the  
Alaskan com m ercia l  fishing an d  agriculture industries 
is .1 co m p e t i t iv e  factor w h ic h  altecis th e  availability 
a n d  cost i f loan  funds  o ffe red  by  every  lender.

It has b e e n  n ecessa ry  for CFAB to u n d e rg o  an 
inevitable ev o lu t ion ary  p ro cess  to  b r id g e  the  gap  
b e tw e e n  its c reative  a n d  v is ionary  fo u n d in g  s tatute 
an d  th e  hard  realities o f  renew ab le  te so u rc e  f inanc­
ing. That p rocess  has taken a toll, b o th  in dollars a n d  
in h u m a n  resources . As w ith  any evo lu tionary  p r o ­
cess. however, th e  e m erg in g  o rg an iza t ion  is o n e  
w h ic h  has been  te m p e re d  a n d  s h a p e d  by b o th  
successes  mil failures a n d  is now be tte r  suited than  
ever  b e fo re  to surv ive  and  p ro sp e r  w ith in  Its 
e n v iro n tm  nt

T h e  B o in l  o f  Directors is c o n f id e n t  ;f*d d e te r  
m in e d  that CFAB w ill b e  res to red  to  a p o s i t io n  o f



vigor a n d  p ro d u c t iv e  service  to  its m em b er-o w n ers .  
That will n o t  "just h a p p e n "  — it can  o n ly  he  the  
result o f  consistent a n d  long-term effort at th e  Board, 
m an ag em en t,  a n d  staff level. It will also requ ire  c o n ­
t inu ed  s u p p o r t  by each  o f  you; su p p o r t  in th e  form 
o f  c o n trac tu a l  p e r fo rm a n c e  in your  ro les as b o r ­
rowers, a n d  in the  form  o f  c o m m u n ic a t io n s  in y o u r  
roles as m em b er-b o rro w e rs .  As in any  co rp o ra t io n .  
CFAB's Directors are charged  w ith  p re se rv in g  an d  
fu r th e r in g  th e  interests  o f  the  m e m b e r -o w n e rs  as a 
b o d y  ra ther  than  w ith  r ep resen t in g  th e  in terest o f  
ind iv iduals  in their  dealings  w ith  CFAB; it is im ­
perative. th e n  that you  seek an  u n d e rs ta n d in g  an d  
p e rspec t ive  o f  CFAB's total m ission  and  c i rc u m ­
stances and  that you express  y o u r  views o n  th em  to 
th e  B oard  o f  Directors as o p p o r tu n i t ie s  arise o r  are  
c reated.

/ t is w ith  d e e p  regret that I m ust a n n o u n c e  
that, su b s e q u e n t  to vear-end . Frank H o m an  

te n d e re d  his res ignation  from  y o u r  Board o f  Direc­

tors. Frank was a fo u nd ing  D irec to r  o f  CFAB, ; id 
se rved  as its first C hairm an . His serv ice  c o n t in u e d  
th rough  re -ap p o in tm en t  to the  Board by G o v e rn o r  
Sheffield, a n d  his experience , judgm en t,  a n d  d e d ic a ­
tion have been  invaluable to his fellow Directors. His 
reco rd  o f  service is w o r th y  of  the  respect a n d  thanks 
o f  every p resen t  a n d  p ro sp ec t iv e  CFAB m em ber-  
ow ner.

Again. I urge each  o f  you  to look  to the  future, to 
partic ipate  in a posi t ive  way in the  e le c t io n  o f  
Directors and  in CFAB's annual m ee t in g  o n  O c to b e r  
12. 1985; a n d  to prov ide  your  s u p p o r t  in assuring the 
ultim ate  success  o f  y o u r  f inancing  cooperative .

•vr. ■'
Member Loan Analysis 12/3J/84 ; <
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A  l.iska C om m ercia l  Fishing a n d  Agriculture
j T jL Bank — y o u r  b a n k  — o p e n e d  its d o o rs  for 

business  in April, 1980. D e c e m b e r  31. 198 i, m arked  
tlie co m p le t io n  o f  over  four years o f  lend ing  activity. 
T h ey  have be e n  years o f  d ram atic  peaks  a n d  vuilevs. 
T h e  financial s ta tem ents  p re sen ted  in this  annual 
rep o rt  s h o w  clearly that, n o  m atte r  h o w  1984 m ight 
b e  evaluated a n d  charac te rized  as a single year o f  
o p e ra t io n ,  it was a y  ar  in w h ic h  th e  cum ula t ive  
effects o f  several forces genera ted  over th e  cou rse  o f  
p rev ious  years w ere  recogn ized , c o n f ro n te d ,  and  
ac k n o w le d g e d .  It was a year in w h ich  CFAB was 
aggressive in identifying  the  realities o f  w eaknesses  
a m o n g  its borrow ers , a n d  equally  aggressive in using 
all o f  the  too ls  a n d  m e th o d s  available to it in dealing  
w ith  th o se  w eaknesses  o n  an  u iuividual basis. 
I 'nfortunately . as is true  w ith a n y  lender, those  tools 
a n d  m e th o d s  are limited: and  th ey  te n d  to be  costly  
a n d  d es truc t ive  b o th  to the  b o r ro w e r  involved and  
to  CFAB as an insti tu t ion

As sh o w n  in th e  I98» s ta tem ent o f  Incom e. CFAB 
suffered a loss ot ab o u t  Slo.U m illion in th e  year just 
e n d e d .  T h e  principal c o m p o n e n t  o f t h a t  loss was 
ap p rox im ate ly  511.2 million u se d  to bu ild  th e  p r o ­
vision for loan losses to  a level w h ic h  w o u ld  a b so rb  
iden ti t ied  a n d  an tic ipa ted  shortfalls o n  loans to 
certain  borrow ers .

T h e  basic effect o f  the  |98-i loss is ;i d im in ishm cn t 
f o w n e rs '  equities  a n d  o th e r  interests As exp ressed  

m th e  Balance Sheet, th e  net b o o k  value ot o w n e rs '  
equities decreased  from 5.5(i,- 9 l , 5 3 i  at D e cem ber  51. 
198.5. to S J0 .5 “9.3.5“ at D e c e m b e r  31. 198 i liffec- 
lively, this m eans  that at ycar-eikl th e  o w n e rsh ip  
interest o f  each  m e m b e r  ow n e r  w as im paired: u w as 
a negative num ber. As w ith  any c o rp o ra t io n ,  this 
l ines  not m ean  that any m em ber-ow  nc r  has a f inan­
cial ob liga t ion  to  CI'AB (aside trom  any b o r ro w e r  
re la t ionsh ip  that may exist! However, u d o e s  m ean 
that had  CFAB been  liquidated at D e cem ber  31. 198 i. 
at o r  n ea r  the  b o o k  value o f  its assets, th e re  w ou ld  
have b e e n  n o n e t  p ro c e e d s  available for d is tr ibu tion  
to  m em b er-o w n ers .  More signifk antly. it m eans  ih.it 
CFAB has a m ajo r  deficit to o v e rc o m e  th ro u g h  the  
elfcctive  a n d  efficient m an ag em en t ol its op e ra t io n s  
in o rd e r  to  rebu ild  an o w n e rsh ip  interest for its 
m e m b e r  o w n e rs

Som e aspects  of CFAB's c ircum stances  today can 
be  best u n d e rs to o d  w ith in  th e  con tex t  o f  a review

o f  CFAB's origins, p u rpo ses ,  a n d  ph ilo so ph ica l  
foundations.  CFAB was c rea ted  to  fill a vo id  — to 
p ro v id e  cred it  facilities to  a m arket w h ich ,  w h e n  
ju d g ed  o n  th e  basis o f  d e m o n s t ra te d  c o m m itm e n t  
and  activity, had  been  found  unattractive by investor- 
o w n e d .  profit-oriented, lending  institutions. T h e  very 
ex is tence  o f  tha t  vo id  suggests  that th e re  h a d  been  
a cu m ula t ive  aw areness  o f  unusual risk by th o se  
tradit ional lenders. CFAB also  was fo u n d e d  to  sc ive  
only  th e  A laskan-ow ned seg m en ts  o f  tw o  basic 
industries  — comm e r c i a l  / i s b m g  a n d  agriculture — 
w hich are no t  on ly  inheren tly  volatile but are subject 
to a m yriad  o f  ex ternal a n d  o f ten  u n p red ic tab le  
pressures. T h e re  has been  n o  o p p o r tu n i ty  o r  p r o ­
vision for th e  r isk -m odera ting  effects  o f  d ivers if ica­
tion

P e rh a p s  th e re  is never  a "b es t  t im e '  — or  
even  a worst tim e ' '  — to  in t ro d u c e  a new 

c o n c e p t  o r  to  begin  a new business. For all en ti ties  
and  organism s, b ir th  a n d  c h i ld h o o d  involve an 
a b ru p t  e n try  into an  e n v i ro n m e n t  w h ich  can b e  
hostile. Looking backw ard  from  the  vantage po in t  o f  
early  1985. o n e  can  identify several factors o r  
c ircu m s tan ces  ol th e  late I9“ i»s a n d  early I980's 
w h ic h  in f luenced  th e  early a t t i tudes  a n d  jilnlos 
op il ie s  o f  CFAB. its suppor te rs ,  a n d  its m arkets  
D ur ing  that p e r io d ,  th e  accep tan ce  a n d  a s su m p tio n  
ot c o n t in u in g  inflation was w id e sp re a d  a n d  a 
" b o r ro w  to  p ro s p e r "  strategc was c o m m o n  to m any 
individuals, industries , a n d  businesses  A related 
factor was th e  relatively weak I s do lla r  o f  th o se  
y ears, e x p o r t  vo lu m es  w ere  grow ing, an d  th e  fu ture  
s e e m e d  brigh t \ m o n g  th o se  market seg m en ts  
im p o rtan t  to  CFAB, the  brightest l tit tire a p p e a re d  to 
most to  b e lo n g  to th e  King Crab  industry and  that 
industry  as a w hole  c o m m it te d  to  h o r re n d o u s  levels 
ot capital inves tm ent (m u ch  of it b o rro w ed ).  \ s  we 
know today, th o se  1980 o u t lo o k s  p ro v e d  to  be  ill 
fo u n d e d

A lthough  m ost it the  effo rts  a n d  c ircum stances  
w hich  have affected CFAB or  w h ich  e l  Alt has shaped  
have b e e n  positive, there  have b e e n  u n an tic ipa ted  
even ts  over  th e  past lour years w in c h  have p laced  
e x tre m e  negative p ressures  o n  o u r  b o r ro w e rs  an d .  
therefore , o n  CFAB A m o n g  th em  have b e e n

I File d ram a tic  s t re n g th e n in g  o l th e  I s dollar, 
w h ic h  has  greatly inh ib ited  e x p o r t  o p p o r t u n  
ities



.V Financial d istress o r  failure o f  n o n -b o r ro w e rs  
rendering  them  unable to fulfill their obligations 
to CFAB m e n .’-* rs

•t. T h e  c a n n e d  sa lm on  "botulism scare"  o f  1981, 
the  pervasive effects o f  w h ich  are significant yet 
today.

5. Maior f i sh e rm e n s  strikes w h ich ,  regardless o f  
th e ir  m erit , inevitably result in a r ed u c tio n  o f  
total industry  proceeds.

A  II o f  the  above are ex ternal a n d  largely
j l j L u n co n tro l lab le  factors lb  them  m ust be 

a d d e d  th e  fact o f  h u m a n  weaknesses: o f  im p ru d e n t  
ju d g m e n ts  b o th  by CFAB p erso n n e l  a n d  by b o r ­
rowers  Clearly, th e  e x u b e ra n c e  associated  w ith  
build ing , o r  pa troniz ing , a new  enti ty  c rea ted  a 
c l i m a te  c o n d u c i v e  i<> s p e c u l a t i v e  l e n d i n g  
relationships .

None i f these are offered as excuses o r  rationaliza­
tions. they  are  p re sen ted  as m atters  o f  reality a n d  o f  
(actual b a c k g ro u n d  A greater reality w h ic h  m us t be 
reco g n ized  by CFAB s Board o f  Directors, m a n a g e ­
m ent siatt. m em b er-o w n ers .  creditors, a n d  o th e r  in ­
terested parties ts that while the past provides lessons 
to be  h e e d e d ,  it is only th e  future w h ich  can b e  in ­
f luenced  a n d  m o ld e d

( FAB is o w n e d  by i ts m e m b e r  o w n e rs  a n d  by the  
Mate <>f Alaska I’arackixically. w hile  the  latter has the  
g reater  n u m b e r  o l  dollars  at risk, it is only the  
m em b e r -o w n e rs  w h o  h a w  the right (and  te sp o n  
sihility) to  vote and  to o th e rw ise  in f luence  th e  
d irec t io ns  an d  policies o t  CFAB This is .1 m o re  
fo rm idab le  a n d  b u rd e n s o m e  challenge th. .1 might 
a p p ear  to b e  s o

I nderiably . i F \B  is hand icapped  at present In the  
e ltec ts  o f  its c ied i t  losses in recent years l i re  
ha n d ic a p  will not lie qu ickly  o r  easily overcom e. 
However, th e  fundam enta l  bases for recovery  are in 
place: There is a c o n t in u in g  n e e d  a n d  m arke t lor its 
services, th e re  rem ains a reliable so u rc e  o f  loan 
funds, t l \B  s hm dam ent.i l  policies a n d  practic es 
particularly  as they have b e e n  m llu c n c c d  by events  
o f  th e  past few years are des igned  to p ro tec t  the  
in terests  <>t b o th  the  b o r ro w er  and  CFAB as an 
institu t ion , a n d  th e  Board, m an ag em en t,  a n d  stall 
have b e e n  s easo n ed  by the  stic.sses o f  CFA B 's "start 
up" years

J. Inconsistent management of'certain fisheries. leach o f  us prefers g o o d  new s  to bad . a n d  e ach  o f  
us is recep tive  to a p ro m ise  o f  be t te r  c ircum stances  
o n  an im m edia te  basis. T h e re  is a great tem pta t ion  
to c o m m it  to yo u  that 198s w ill b r in g  abou t  a sha rp  
reversal o f  trends  and  a m ajor recovery o f  past losses. 
This is not realistic, however. E n t re n c h e d  and  
e n d e m ic  cred it  p ro b lem s  ca n n o t ,  in general,  b e  
cu red  o r  resolved  w ith in  a p red ic tab ly  early t im e­
frame. P recip itous  ac t ions  te n d  to drastically  and  
negatively im pac t the  interests  o f  b o th  len d e r  a n d  
borrow er. Most massive efforts  are bes t  c o n d u c te d  
and  co n c lu d e d  by a tten tion  to  detail a n d  th ro u g h  the  
identif ica tion  o f  individual a n d  sm aller  s teps  im ­
p lem en ted  o n  the  basis o f  w e ll-chosen  priorities. 
CFAB is follow ing that general strategy. O ur c o m m it ­
m ent to  you is that CFAB's staff and  m anagem en t will 
diligently, professionally, a n d  rationally  p u rsu e  a 
co u rse  n f  m a x im u m  recovery an d  benefit  to  the  
institutii >n w hile  at the  same tim e seek ing  the  s o u n d  
and  construc t ive  expansion  o f  serv ice and  substance  
to new a n d  exis ting  m e m b e r  ow ners

C FAB is your ins ti tu t ion  It rep resen ts  a 
significant investm ent and  c o m m itm e n t  by 

each  o f  you T h e  im plication  ot that may well be 
difficult to ap p r ta . ia te «>n a routine, day-to-day basis; 
many m e m b e r o w  ners  may have occas io n  to th ink 
about CFAB only a c o u p le  o t  t im es a w a r  N ever­
theless. each  o f  vou has the  right a n d  the  o b lig a ­
tion to  objectively and  constructively  in f luence  
its direc tii ills There aie  many c hannels  of expression 
and  c o m m u n ic a t io n s  o p e n  to  you  We en co u rag e  
your p a r tic ipa tion  and  a t ten d anc e  at CFAB's annual 
m eeting  and  at i iccasion.il area meetings We urge you 
to join actively tn the  p ro cess  ot n o m in a t io n  and  
e lec tion  ot qualified individuals to se rve  as d irectors  
ot < TAB. and  to com m unica te  with those  iiuliv iduaN 
Your m an agem en t also  earnestly a n d  sinceielv 
solicits your observa tions ,  q u es t ions ,  and  sug g es ­
tions The ultim ate sin.cess o t this o rgan iza t ion  will 
on ly  b e  m easu red  bv th e  ex ten t to  w h ic h  it serves 
the  legitimate f inancing  n e e d s  and  p u rp o s e s  ot the 
Alaskan industr ies  to w h ic h  it is c o m m it te d

Edw ard  1 C rane 
President



r h c  198-1 loan  activ ity  o f  the  Bank reflected 
a m ark ed  ch an g e  from  th e  t r e n d  o f  g ro w th  

established over  the  p revious four  years. The decline 
in loan  v o lu m e  is c o n s id e re d  reflective o f  the 
generally  difficult e c o n o m ic  e n v iro n m e n t  be ing  
e x p e r ie n c e d  by the  fishing, ag ricu lture  and  tim ber  
industr ies  th ro u g h o u t  th e  state. A lthough th e re  are 
segm en ts  w h ich  have m ain ta ined  e c o n o m ic  stability, 
for the  m ost part the  industr ies  served  by the  Bank 
have e x p e r ie n c e d  significant challenges.

CFAB has c o m m it te d  itself to  p ro v id e  credit even 
d u r in g  these  difficult t im es Because o f  this c o m m it ­
m en t .  th e  Bank has had  a stabilizing in f luence  u p o n  
all sou rces  o f  c red it.  D ur ing  p e r io d s  o t  •conom ie  
d e p re ss io n  the  Alaska f isherm an  has o f ten  fo u n d  n o  
ready  sou rces  o f  cred it  CFAB has c o n t in u e d  to 
p rov ide  funds for those  Alaskans able to  dem onstra te  
credit w orth iness , thereby  he lp ing  them  to maintain 
a h igh level o f  p ro du c t iv i ty

T h e  fo llow ing is a su m m a ry  o f  th e  Bank's  loan 
p o rtfo lio  o u ts ta n d in g  at year en d . D e cem b er  s i .
I os |

Process* >rs 
I im ber
Vessels
Fishing i filler 
\g r icu l tu rc

Outstanding
Lo ans

S 2 6 .8 “ <>.l 9 )
I -.njo.oso

II .s ir . is i
s . “ 59.H m 

t i i . ' . J I '  
S9t.S06.665

P e rc e n ta g e

2 s,y\, 
i s o  
H  I 
9  2

______ I

10 0 . 0 %

' h e  year  e n d  loan  ba lance  w .r  d o w n  s  p e rc e n t  
I rom  th e  y e a r e n d  l o s s  ba lance  ot S lo s .n o ~ .o i  
I h e re  w e re  a total ol loans ou ts tanding , and  888

C oo pe ra t iv e  m em b ers ,  at year e n d  CFAB a p p ro v e d  
v i  loans  to  n e w  m e m b e rs  d u r in g  198-» to ta ling  S.V5 
m illion a n d  s o  loans  to  ex is t ing  m e m b e rs  for SI .V i 
million.

T h e  B ank 's  cred it  activities w e re  c o n c e n t r a te d  in 
areas o th e r  than  loan  ap p rov a ls  d u r in g  l98-». T h e  
m ajo r  em p h as is  d u r in g  th e  year w as  o n  th e  re so lu ­
tion  o f  p ro b lem  loans an d  o n  the  liqu ida tion  o f  loan 
a c c o u n ts  w h o s e  viability c o u ld  n o t  lie es tab lished .

T h e  eco n o m ic  im pact o f  cred it decis ions will vary 
from  area to  area a n d  a m o n g  indiv idual b o r ro w e rs .  
T h e  dec is ion  to  fo rec lose  o n  a vessel o r  to  m ake 
d e m a n d  o n  a p ro c e s s o r  h is a de f in ite  a n d  q u a n ­
tifiable im pact o n  b o th  the  b o r r o w e r  a n d  th e  Bank 
H o w ev er ,  for a g iv en  area  o r  for an industry  as a 
w hole, the  im pact o l these  an d  o th e r  decis ions is not 
felt to  be c o n c e n t r a te d  so  as to  be  m easurable . Both 
p ro cess in g  an d  h a rv es t in g  capaci ties  have  b e e n  an d  
sh o u ld  co n t in u e  to  be  sufficient to  ab sorb  the  effects 
o f  t h e  B ank 's  d e c is io n s  to  p ro c e e d  against n o n  
p e r to r m m g  b o r ro w e r s

T h e  m ost significant cha llenge  facing all segm en ts  
o f  th e  fishing and  tim ber  industries is the  s trong  I s 
do lla r  Both o f  these  industr ies  are d e p e n d e n t  o n  
foreign m arkets , mi the  p ro b le m  is particularly acute 
It is rea son ab le  to  e x p e c t  that the  value ot the  I s  
dollar  w ill be  realigned in the  future and  that d e m a n d  
a n d  p r ice  s h o u ld  b e  s t im u la ted

CFAB will c o n t in u e  to  tie a so u rc e  ot linatici.il 
se rv ices  tor th o s e  elig ible  app licants  w h o  can  
d e m o n s t ra te  the  a p p ro p r ia te  level o f  c re d i t -w o rth  
i n c s s  Although th e  Bank rem a in s  op tim ist ic  ab o u t  
the  fu tu re  for th e  f ishing industry ,  it wall m ain ta in  
a g u a rd e d  p o s i t io n  to w a rd  th e  sea foo d  p ro c e ss in g  
s ec to rs  a n d  to w a rd  the  t im be r  industrv

o



Hoard o f  Directors
Al;isk:i C o m m erc ia l  F ishing a n d  Agriculture Hank 
Anchorage, Alaska

We have ex am in ed  th e  ba lance  shee t o f  Alaska C om m erc ia l  Fishing and  Agriculture 
Hank as c if D e cem ber  31. IW -i ,  a n d  the  related statements o f  operations, changes  in capital 
a n d  allocated, u na l loca ted  u n d is t r ib u te d  pa tro n ag e  earn ings  (lossi. a n d  c h an g es  in 
financial p os i t ion  for th e  year th e n  e n d e d .  O u r  exam ina t ion  was m ad e  in a c c o rd a n c e  
vv ith generally  a c c e p te d  au d it in g  s tandards  an d . accordingly, in c lu d e d  such  tests o f  the  
a c c o u n t in g  reco rd s  and  such  o th e r  aud it ing  p ro c e d u re s  as w e  c o n s id e re d  necessa ry  in 
th e  c ircumstances T he  financial s tatements < >f Alaska C< unmereial Fishing a n d  Agra ulture 
Hank for tne  year e n d e d  D e c e m b e r  31 ldH.3. w ere  e x am in ed  by  o th e r  aud ito rs  w h o se  
repo rt  da ted  Jan ua ry  2 ». l‘)S i. e x p ressed  an unuualif ictl  o p in io n  o n  th o se  s ta tem ents  
p r  »t to  the  resta tem ent as d e sc r ib e d  in Note 1.

In o u r  o p in io n ,  the  19H t financial s ta tem ents  referred  to  above  presen t fairly the  
financial p os i t ion  o f  Alaska C om m erc ia l  Fishing and  Agriculture Hank as o f  D e cem b er  
31. m s  i. a n d  th e  results  o f  its o p e ra t io n s  an d  the  ch an g es  in its financial p o s i t io n  for 
th e  year th e n  e n d e d ,  in conform itv  w ith  generally  a c c e p te d  a c c o u n t in g  p r inc ip les  
app lied  o n  a b a s i s  consis ten t  w ith  that o f  the  p re c e d in g  year alter g iving re troactive  
effect to  the  change , w i th  w h ic h  we concur ,  in the  m e th o d  ol re p o r t in g  Class It 
p re fe rred  s tock  as d e sc r ib e d  in Note I. to the  imancial s ta tem ents

We also rev iew ed  the  reclassifications d e sc r ib e d  in Note I. that w ere  applied  to  restate 
th e  l‘>N3 financial s ta tem ents  In o u r  o p in io n ,  suc h  reclassifications are ap p rop r ia te  and  
have b e e n  p ro p e r ly  app lied  to th e  I9K3 financial s ta tem ents

T ouche  Kos> \  t o .
C ertif ied  Pub lic  A ccountan ts



Y e a r  E n d e d  D e c e m b e r  31 .

1 9 8 4 1 9 8 3

A sse t s

Cash ........................................................................... .............................................. ....................... S 12 .3 ,01 S 6 9 2 .2 7 6
O p e ra t in g  reserve, at cos t ,  w h ic h

ap p ro x im a tes  m arket v a l u e ........................................................................ 8 .82~ .865 8 ,0 0 0 ,0 0 0
Inves tm en t  in S po k an e  Hank for C o o p e ra t iv e s ...................................... .......................  -4.738.73-1 3,"08.6-4.3
Loans, net o f  a l low ance  lot loan  losses o f  Ss.3l-.021

a n d  So .1.39.5.36.................................................................................................. .......................  S 0 . i 8 0 .0 i 2 99.-46~.-4~6
Accrued interest receivable:

O p e ra t in g  r e s e r v e ...................................................... ...................................... 112.300 ~.3.6-46
la >ans .................................................................................................................... 3 .002 .620 5 ,~ o 5 , - |  5

O rgan iza tion  costs ,  net o t  am ortiza tion  o f  51»1 .OHJ
a n d  SI2 “ " h a ....................................................................................................... 1-4.19"

Hank prem ises, fu rn i tu re  an d  e q u ip m e n t ,  n e t ................................. ..................... 0  18.231 -<)-.-<> 1
212.-402
226.-40-4

S 1 0 9 .8 9 5 .4 9 1 $ 1 1 8 ,8 6 8 ,6 1 0

L ia b i l i t ie s

Accounts  payable  a n d  a c c ru e d  e x p e n s e s . . . . .  S 165,103 S 16".43 3
A ccrued  Interest p a y a b l e ....................................... 2 . 360.8A 3 2.125.08-4
Notes p a v a b l o ...................................................... ........................................ .. ...............  S O .5~ i .285 "0.-4(16.308
s p o k a n e  Hank for C o o pe ra t iv es  pa rt ic ipa tion  payable .......................  2 0 6 .8 5 3 335.031
P atronage  d iv id e n d  payable •42.260

8 3 .3 1 0 .15-1 8 2 .Q—.tro
< n m m it iu c n t s  a n d  C o n t in g e n t  L ia b i l i t ie s  (N ote K ) 

C a p ita l A nd P a t r o n a g e  E a r n in g s  

S h a re  c a p it a l  —

Class ( special p re fe r re d  s tock . S lo .noo  par value, au tho r ized
i.ooo  shares, o u ts ta n d in g  3.180 shares 

t lass It p re fe r re d  s tock . $100 par value au tho r ized
31 .800 .000 3 1 .8 0 0 .0 0 0

to o .o o o  shares, o u ts ta n d in g  0 5 . | shares  a n d  103,s32 shares 9 .5  | “ ."0 0 10..383.200
lo a n s  receivable  oil Class It p re fc r tc d  stock 
( lass \  m e m b e rs h ip  s tock. $ |o  par value, au th o r ized

19.51 V 0 0 ) 110 .383 .200)

lo .ooo  shares, o u ts ta n d in g  8 8 8  a n d  8 2 8  shares 
c  s to c k  R etirem ent Pool

8 ,8 8 0 8 ,2 8 0

Class it p re fe r re d  s tock  a s s e s s m e n t s ......................... ..... 8 9 .5 0 " 86
l e s s  a s se s s m e n t '  r e c e i v a b l e ..................................................................... ( -0 .2 . |~ ) (86)

t apttal in excess  o f  p a r  value "9.1 10 " 3 ." 1 0
C o n tr ib u te d  capita l . , .  . . ............... ......................... ....................  . . . 1 4-4.626 1-14.626

3 2 .O i2 .8 ~ 6 3 2 .0 2 6 .6 1 6
Allocated u n d is t r ib u te d  p a tro n a g e  earn ings 4.51 1.2.3- 4 .7 6 4 .9 1 8
I 'n a l lo ca ted  u n d is t r ib u te d  p a tro n ag e  loss (9 .9~ ~ .— 6 )

26 .5~0 .33~ 3 6 .~ 9 1.5.34
$ 1 0 9 ,8 9 5 ,4 9 1 $ 1 1 8 ,8 6 8 ,6 1 0

See notes to linancial statement'



. i'
.Statements o f Operations

.  .    ____

Ye ar E n d e d  D e c e m b e r  31.

1 9 8 4  1 9 8 3

Interest Income:

In terest o n  lo an s ..................................................................................................................................... $ 11.992, 08 S 13.91*1,312
In terest o n  o p e ra t in g  r e se r v e ...........................................................................................................  918,081  s p _______ ^

12.910,'"89 1*1,666.091

Interest e x p e n s e ............................................................................................................................................  8.380.00  * -38;AJ.?

l .S J  i ,|82 ■*.431 .**21
P ro v is io n  fo r lo an  l o s s e s .....................................  .............................................................................  I I .2 »1,6I9 3.890,1 3s

( ( ) , "  I ~ .- i3"  I 3 .S-I 1,38o

Other Expenses:

Salaries anil b e n e f i t s .........................................
O c c u p a n c y  e x p e n s e ....................................
Office o p e r a t i o n s .................................................
Advertising an il p r o m o t i o n .............................
Travel, lodg ing  a n d  m eal - ...............................
Deprec ia tion  and  am ortiza tion  . . . .
Professional f e e s ....................................................
T e leph o n e  an d  postage  .................................
lo s s  o n  assets  he ld  for resale .....................
Directors ' f e e s ....................................................
M isc e l la n e o u s .................. ......................................

Allocated u n d is t r ib u ted  p a tro n a g e  earn ings  
(unalloca ted  u n d is t r ib u ted  p a tro n a g e  loss)

I ."’83.281 

200,s  h  
201.133 

19*". 182 

192.001 

180. 1 2 '  
I 18.0 s 1 
III.” 1 
*"2.330 

'  1. 113 
3 0 .Sl I

3 ,2 6 0 .3 3 9

S (9 .9 * ’6 )

I .“ o~ .3So  
200.82S  
100.333 
181.911 
180.2 11 
I "0.1 32 
302 .822  
I I i. i93

88.091 
S3.(>93 

3.232.1 13

3 0 9 . 4 7 3

See n o tes  to  financial s ta tem ents

9



Statements o f Changes, tn Capital and Aflocated, Unallocated Undistributed Patronage Earnings (Loss)
.  ; ' .

Class It Allocated Unallocated
Preferred Capital In Undistributed Undistributed

Share Stock Excess O f Contributed Patronage Patronage
Capital Assessment Par Value Capital Earnings Iaiss Total

Balance, Jan ua ry  1, 108.3............ S/p 1.80S,(vitl s S 49.930 S 1 -i 4.020 S i.S-0.5-10 s S 36.3“0.“02

Issuance ol s tock du r in g  th e  year.
(.'lass 1$ stock. 2“,3i9 shares, net . . 2.“3t.yno 2 .“ 3-i.'900
Class a  stock, 2 0 t  s h a r e s .................. 2.(110 23.“00 20,-tOO

l i ians  receivable  o n  Class B
p re fe rred  stock i s s u e d .......................... <2,“ 3 1.9(101 (2.“34.on ')

Class B p re fe rre d  s tock  assessm en ts  . . 8(i 80

It s s : Assessm ents  r e c e iv a b le ............. (SOI (HO)
D iv idends  p a v a b l e ....................................... (42.20(1) (42.200)

l o a n  p r incipal ch a rg ed  a g a in s t .............
a llocated  u n d is t r ib u ted  p a tro n ag e  . (“ 2 .8  i l ) ( " 2 .8 i  1)

1 nallocated  u n d is t r ib u ted
p a tro n a g e  earn ings  ............................... .309.4“ 3 309. i“ 3

Balance, D e c e m b e r  SI. 198 .3 .................. 31.808,28(1 “ 3.“  10 I t  1.020 4 .“ (11.018 3 0 .“ 9 1.3.34
Issiia iue  ( re d e m p tio n )  o l  stock

du r in g  th e  year:
Class B s tock. 8 .033  shares, net . (SOS.300) (8 0 3 ,3 0 0 .
Class A s tock . 00  shares  . 0 0 0 s.-too (i.(lllt)

Reduction in loans receivable
o n  Class B prelerre il  s tock

r e d e m p t i o n ................................. 80S.301) 803.300

( lass B p re le rre il  s tock
a s s e s s m e n t s ....................... so.str 89,3(1“
Itss Assessm ents  r e c e iv a b le ................ ("o.j n (“ 9 .2 4 “ )

1 nan  p rincipal ch a rg ed  against
a llocated  u n d is t r ib u ted  pa tro n ag e ( 2 S ( l .o S |) (230.081)

1 n a l lo c a te d  u n d i s t r ib u te d  p a t r o n a g e
loss . . . . (9 .9 “ “ .— Ol (9 .9 “ “ .“ “ (i)

Balance D e c e m b e r  >1. 1 9 8 4 .................... S31.808.880 S 10.260 S 7 9 . 1 10 SI <4.620 S 4 . S H .  237 5(9.977,776) $26,379,337

x t  noil 's  to  tiii.mi i.il s ta tem ents



S o u rc e  o f  F u n d s -

From  O p e ra t io n s  —
Allocated u n d is t r ib u ted  pa tro n ag e  earn ings  

(unalloca ted  u n d is t r ib u ted  pa tro n ag e  loss) 
Items n o t  requ ir ing  th e  use o f  funds:

D eprec ia tion  an d  a m o r t i z a t io n ...............
Provision for loan l o s s ...............................
G ain  o n  sale o f  a s s e t s ..................................

Funds p ro v id e d  from  o p e ra t io n s  . .
Net p ro c e e d s  from sale o f  a s s e t s .................................
Net p ro c e e d s  from  stuck i s s u a n c e . ..........................
Decrease  In —

Gash
Loans, n e t ...............................- ............................
Accrued  interest receivable  ....................

Increase  In —
Accrued  interest p a y a b l e ...............................
Notes  p a y a b l e ......................................................
Class B p re fe rred  stock assessments, net

Y ea r F .ndcd  D e c e m b e r  31 . 

1 9 8 4  1 9 8 3

9.9' *6)

180.12" 
1 l . i - t l . 6 1 9

I h 4.C9_o

0 .0 (H )

368.9-4 3 
8 .800 .3  t9 
2,63-4. (26

2 4 I.” 09 
l.l<>~.91~ 

________ 10.2(H)
$ 1 4 . 8 7 6 . 6 3 6

309,-4-3

I "0 ,1 3 2  
3 .8 9 0 .1 3 ?  

(8 .9 - 0 )
•4.360,-64 

230.2-4w 
2 ." 6 1 .3<Ml

319 .8 0 0  
2 8 . -2 ? .8 9 2

S 3 6 . 4 2 4 . 0 1 0

U se o f  F u n d s :

l o a n s  charged  off. net o f  r e c o v e r i e s ....................................
l o a n  principal charged  against

a lloca ted  u n d is t r ibu ted  pa tro n ag e  earn ings  
Patronage d iv id en d s  paid  payable . . .
Increase  In —

G a s h ...............................................................................

O p e ia t in g  reserve ...................................................
Investm ent in S pokane  Bank for 1 oopera tives
lo a n s  ..............................................  ............................................
Accrued interest r e c e i v a b l e .................................................
Bank premises, fu rn i tu re  a n d  eq u ip m e n t
Acquired assets held  for r e s a l e .................................
O th e r  a s s e t s ............................

D ecrease  In —
Accounts  payable  a n d  acc ru ed  ex p en ses
S pokane  Bank for C oopera t ives  p a rtic ipa tion  pavable
Patronage d iv id e n d  p a y a b l e ...............................

,5 ; 0.1103.33-4

23(1 .081

.> 2 -8 0 3  
1.030.l>‘)|

100, (00 
2.1 18.81 3 

2~3,0-‘ I

2.2 “o
129.1.-8

________ 42.24)0
5 1 4 . 8 - 6 . 6 3 6

5 1.-30.399

-2 .8 -41
( 2 . 2 o o

2 11 ,84 >0

1.328.193 
3o.033.3oo 

I." i . l ? -
2 .3 0 .9  4(1

I 30.301

18 4.193 

‘)9.309

______ 300.01 1

S.36.4 2-4,010

See no tes  to  linanci.il s ta tem ents
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Note A — S u m m a ry  o f  S ig n if ic a n t  A c co u n t in g  

P o l ic ie s :

Operations:  T h e  Alaska C o m m e rc ia l  F ish ing  a n d  
Agriculture Bank (CFAB) was inco rpo ra ted  o n  May t, 1979 
to p ro m o te  th e  sustained g ro w th  o f  Alaska agriculture and  
fishing th ro u g h  the  provision  o f  de* t f inancing  and  
financial services  to res iden t-ow ned  Businesses en gaged  
in harvesting, p rocess ing  o r  m a rk 'v . ig .  a n d  to p ro m o te  
its o w n  g ro w th  as a s t ro n g  use r-orien ted  insti tu t ion  
th rough  c o o p e ra t iv e  o w n e  ship a n d  self-governance.

CFAB i '  a cooperative  co rp ora t io n  and in tends to refund 
am  allocated und is tr ihu  ed  pa tronage  earn ings  at such 
tim e as the  Board o f  Du finds that the  financial 
c o n d i t io n  o f  CFAB will so port i 1

(iporatinx H o s o n o s  a m i  / n o n  10 Board des ignated  
op era t in g  reserve inves tm ents  in short  term  in s tru m en ts  
are stated at cost, w hich  app rox im ates  market
/Merest "ii loans The accrual o f  in co m e  o n  loans is 
d is c o n t in u e d  w h e n  interest o r  p r incipal is con trac tua lly  
past d u e  m o re  than  90  days (See Note 1.1
/VtPYif/oge Pit idoiuts Pain -nage d iv idends  received from 
sp o k a n e  Bank for C ooperat ives  isBCl. o f  w h ich  CFAB is 
a m em ber, are sh o w n  as a r ed u c tio n  o f  interest ex p en se  
to sBC in th e  year tn w hich  those  d iv id en d s  arc dec la red  
In MU

\ltnii a m r  for loan /.o.w’iv  Additions to the  allowance lor 
k o n  Ii issi-s are prov ided fr« >111 charges ii 11 v< une based on  
m an ag em en t 's  evaluation o f  the  loan po r tfo l io  u n d e r  
existing e c o n o m ic  co n d i t io n s
. \i'i/itn\'ti Assets ttnht /nr /( iw/ic Acquired assets h e ld  for 
u-s.ile are valued at the  low er o f  fair market value o r  the  
reco rded  investm ent in the  related loan Hi tiding cos ts  are 
ex p e n se d  w h e n  incurred  unless such  cos ts  increase  ilic 
tair market value o f  the asset
Hank' /’remises. t in nitiav a n d  ii/ai/nnent Bank premises, 
furniture a n d  equ ipm ent are stated at cost less accumulated 
depreciation and  amortization Depreciation and  aiiiortiza 
n o n  are  ch a rg ed  to o p e ra t io n s  In use o f  th e  straight line 
m e th o d  over  es tim ated  useful lives o f  th ree  to ten  years 
Fxp cn d itu re s  tor m ain tenance  and  repairs are charged  to 
opera ting  exp en se  a> incurred  F xpcnd itu res  for renewals 
or im p ro v em en ts  w h ich  e x ten d  th e  life o l an asset are 
capitalized at cost and  d ep rec ia ted  as stated above. I 'p o n  
sale, re t i rem ent o r  o th e r  d is p o s i t io n s «>; property, th e  cost 
and  accum ula ted  dep rec ia t ion  a re  rem o v ed  from  the 
respec tive  acco u n ts  and  th e  resulting gain 01 loss is 
r e c o rd e d  in in co m e
< iryaniziitnni (jists ce r ta in  cost related to the  feasibility, 
capital n eed s  and  inco rpo ra t ion  phases  o f  CFAB had  been

de fe r red  a n d  were be ing  am o r t iz ed  o v e r  6 () m o n th s .  At 
D e c e m b e r  31. |98-i all co s ts  h ad  b e e n  am o rt iz ed .  Such  
co s ts  co n sis ted  o f  legal a n d  adv iso ry  fees.

111011110 1axes  A m o u n ts  p ro v id e d  for in c o m e  tax 
ex p e n se  are based  o n  earn ings  rep o rted  for financial state­
m e n t  p u rpo ses ,  ra th e r  th a n  o n  th e  taxable in c o m e  sh o w n  
o n  th e  c o rp o ra te  in c o m e  tax re tu rn . T h ese  a m o u n ts  may 
differ becau se  c . r t a in  items are r e c o rd e d  as in c o m e  o r  
e x p e n se  in differen t years for financial s ta tem ent a n d  tax 
re tu rn  pu rposes .

CFAB uses  the  n o w - th ro u g h  m e th o d  o f  a c c o u n t in g  for 
inves tm ent tax credits , w h ic h  results  in a r e d u c t io n  o f  
in c o m e  taxes in th e  year c red its  are utilized.

Itoilassi/icatinns: Certain reclassifications have b e e n  m a d e  
to th e  1983 financial s ta tem ents  to c o n fo rm  w i th  th e  
classifications used  in I98-»

N ote B  — In c o m e  T axe s :

In c o m e  tax e x p e n se  consis ts  o f  the  fo llow ing  for the  
year e n d e d  D e c e m b e r  31. 1983

In co m e  tax e x p e n se  calcula ted
at s ta tu to ry  rates ...............................  . . . .  S IJ J .Io S

Tax effect of:
D ist r ibu t ion  o f  a llocated

p a tro n ag e  e a r n i n g s ............................................. (It 10.3081
Investm ent tax c r e d i t .............................................. t i l . 8 0 0 )

S -

I'liere was n o  in c o m e  tax benefit  from th e  una lloca ted  
und is tr ibu ted  pa tronage  loss lor the  year e n d e d  D e cem b er  
31. l‘>S-t

I" i. i.1' W a f B B O — C T W P — I

N ote C — R e la te d  P a r t y  T ra n sa c t io n s :

I11 the  o rd in a ry  co u rse  ot business , CFAB m akes  loans 
to m e m b e rs  vvlio serve  011 CFAB's Board o f  Directors  
l o a n s  to  m e m b e rs  w h o  serve o n  th e  Board o f  Directors  
m ust h e  a p p ro v e d  by th e  SBC Total loans to  these  
m e m b e rs  at D e c e m b e r  31. !‘>N 1 a n d  1983 w ere  S3 .IN-.“9  1 
and  So.J3-i.39-i, respec tively

M M M M H M a m K  1 n  " mi a o a a M

N ote I )  — Lo an s:

T h e  fo llow ing  rep resen ts  a classification o f  CFAB s loan 
p o r tfo l io  by m ajo r  category :
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 D e c e m b e r  31 ._______

1 9 8 4  1 9 8 3

V e s s e l s .................................. $ 4 0 .450 ,6 “ 9  $5 0 .5 2 0 ,9 “ 4
Fish p r o c e s s o r s ................ 2 9 ,5 0 6 .5 “ 1 .30.2*8.44“
A griculture an ti

t i m b e r ............................. 19 .110 .05“  2 t.-i2 1 . 8 8 4
Gear, e n t ry  perm its .

a n d  o  h e r ........................ 9 .25~.()36 S ,~ 98 .9()~
lo  t.32 t .303  113.990.212

less: Ijoans receivable  
o n  Class 15

p re fe r re d  stock . . i9 .5l~ .~ tnM  ( lo .383 .2Q Q )
9 » ,8 0 6 .6 6 3  103.60“  .012

Less: A l low ance  for
loan l o s s e s ..................... ( s .3 1" .0 2 1 1 l-t. 1.39.536)

S 8 9 . 4 8 9 . 0 t 2  S 9 9 .4 6 7 .4 T 6

As th  ; o n ly  the  fifth year o f  lend ing  activity for CFAI5. 
loan loss ex p e r ie n c e  has  been  limited and  no  similar le n d ­
ing ins t i tu t ion  exists o n  w h ich  to base an a l low ance  for 
ex p e c te d  loan losses. M anagem ent has es tab lished  the  
allow ance  for loan losses based  on  a specific provis ion  for 
loans iden tif ied  as a po ten tia l  loss. Additionally, m an ag e­
m en t has  in c lud ed  an a llow ance  o f  1.5% for loans not 
specifically identified as a potential loss ,.\ sum m ary  o f  the 
activ ity  in th e  a llow ance  for loan losses is a s  follows.

D c c e m b c r  .31. ___
1 9 8 4  1 9 8 3

balance  at b eg in n in g
ot year .............................  S 4 .139 .33o  $2,000.(100

C harge  10 e x p e n s e . . 1 1 ,241,619 3,890,1.33
Recoveries o n  loans 

previously ch a rg ed
o f f .....................................  4~p.po.3 H)~. 3 3 9

I 3 ,831 .2  t8  5 .99“  .0“ -*
lo a n s  c h a rg e d  o f f   11ii.533.Q2~)___ __ (1 .8 3 8 .158)
balance  at e n d  of year $ 5 .3 1 7 . 6 2 1  S 4 .1 3 9 .5 .3 6

T h e  fo llow ing  rep resen ts  a classification o f  CFAb's 
nonaccrti. il  loans  by m a jo r  category :

D e c e m b e r  .31,
1 9 8 4  198.3

Fish p ro c e sso rs  . . $ 1 3 .0 6 9 ,“ “5 $2,91.3,320
T i m b e r . , .  , 8 ,9 3 4 , 4 9 4
Vessels a n d  o th e r  

fishing related
a c t i v i t y ........................  ~ .9“ 5.1 ,3.440,990

$31.979.446 5 6.354.510

If interest o n  these loans had  been  accrued , such  incom e 
w o u ld  have a p p ro x im a te d  $ 4 ,3 8 0 ,0 0 0  for 198 *.

N onperfo rm ing  loans, but no t in th e  o p in ion  o f  m an ag e­
m e n t  c o n s i d e re d  to  b e  n o n a c c ru a l  loans, to ta led  
$1.48“  920.

CFAB serves  th e  financial n eed s  o f  the  com m erc ia l  
f ishing and  agricultural industr ies  in th e  State o f  Alaska. 
T h e se  industr ies  are sub jec t  to seasonal a n d  cyclical 
f luc tua t ions  w h ic h  c o u ld  effect the  b o r ro w e rs '  ability to 
repay loans  o n  a tim ely  basis

U H B f l B B I

N ote E — B a n k  P r e m is e s .  F u rn itu r e , a n d  E q u ip m e n t:

T h e  fo llow ing  rep resen ts  a classification o f  b an k  
prem ises, fu rn i tu re  a n d  e q u ip m e n t  by  m ajor  category :

D e c e m b e r  3 1 .

Furniture , f ix tures  a n d
e q u i p m e n t .......................

l e a se h o ld  im p ro v e m e n ts

1 9 8 4

.$  9 “ 6,20.3 

. 14~.2Q2
1 .123 .405

less: A ccum ulated  d e p rec ia t io n
a n d  am ortiza tion  ..................... (4“ 5.1'

1 9 8 3

$ 916 .0 8 3  
123.1.39 

1.041.213

__________  ( 3 .3 3 .4 5 2 )
$ 6 4 8 ,2 3 1  $T Q 7.76 l

4)

1 ' ~  -    ——

N ote F — L e a se  O b lig a t io n s :

CFAI5 has en te re d  in to  certain  long-term o p e ra t in g  lease 
ag reem en ts  for  build ings  a n d  e q u ip m e n t .  Rental e x p e n se  
u n d e r  th ese  leases to ta led  S 234 .0“0  a n d  $232,144 fi r the  
years e n d e d  D e c e m b e r  .31. 198 1 a n d  198.3. respectively. 
M in im um  an nua l  lease p ay m en ts  are  as follows:

Y ear e n d in g  D e c e m b e r  3 1 . A m o u n t

1983 $90 ,000
19 8 6  .35,000
198“ .30,000
1988 12,000

1.3



N o te  G — N o t e s  P .. ;  a b l e :

Notes payable co n s is ted  o f  th e  following:

1 9 8 4 1 983
b o r ro w in g s  against lines o f  c red it  w i th  S p o k an e  Bank for C oope ra t ives  (SBC): c u r re n t

agreem ent provides  for quarterly interest paym ents  based u p o n  Boating rates: Seasonal
loan  - credit line o f  S60,0 0 0 .0 0 0  exp ir ing  o n  March 1. 1985. bear ing  interest at

11."5% at D e c e m b e r  51. 198-4 ...................................................................................................S 15 .555 .900 S 19.300,000
SBC m atc he d  funds  sho r t- te rm  no tes  w ith  interest rates ranging f ro m  9 %  to  9 .5 5 %

m a tu r in g  at various dates  in 1985 ................................................................................................ 55 .000 ,000
SBC. m a tc h e d  funds  long-term  notes:

Interest at 10.655% . d u e  lulv 22. 1985 ...................................................................................... 5 .0 0 0 .0 0 0 5 .000 .000
Interest at 10.5-M%. d u e  lanuarv  20. 198“ .............................................................................. 5 .0 0 0 .0 0 0 5 .000 .000
Interest at 11.19.5%. d u e  lim e 1. 198“ ...........................................................  ....................... 5 .0 0 0 ,0 0 0 5 .000 .000
Interest at It)." 6 8 % .  d u e  S e p te m b e r  1. 198“ ........................................................................... 5 .0 0 0 .0 0 0 5 .000 .000
Interest at 11.28%. d u e  lanuarv  20. 1995 ................................................................................ 5 .0 0 0 .000 5 .000 .000
Interest at 11.2.52%. d u e  O c to b e r  21. 1991 .............................................................................. 5 .0 0 0 .0 0 0 5 .000 ,000

O th e r  no tes  payable  a n d  capitalized e q u ip m e n t  leases w ith  various in terest rates a n d
m atu r i ty  d a t e s .......................................................................................................................................... .59.285 106.368

S 8 0 . 5 7 4 . 2 8 5 S 7 9 . 4 0 6 . 3 6 8

Principal p a y m e n ts  req u ired  o n  n o te s  payable  are  as 
l'i)I lows:

Y ear en  l in g  D e c e m b e r  3 1 . A m o un t

IOSS S55,5"-4,825
1980
|  OS" IS.IK 1 0 .0 0 0

loss
lo s o  a n d  b e y o n d  lo .oo o .o o o

CPA If en te red  into s IH .s  m atched  funding  loan program  
in November, 1982 w h ereb y  (TAM may b o r ro w  b o th  s h o r t ­
term a n d  long-term  fu n ds  u n d e r  its es tab lished  line o f
credit at fixed rates o f  interest, generally  p ro v id in g  CIAB 
with  a low er cos t  o f  funds.

(TAM m ust invest in SBC's Class C s tock  in an  am o u n t 
equal to  at least 5%  o f  the  cum ulative  average loan balance 
m ain ta ined  w ith  SMC. T h e  a m o u n t  o f  (TAB * inves tm ent 
m SMCs ( 'lass C stock a n d  e q u ity  in a llocated su rp lus  was 
S-i,".38,“ .5-i a n d  $3."08 ,6-t3  at D e c e m b e r  .51 198-1 a n d  
1983, respectively. T h e  m a x im u m  a m o u n t  d u e  SMC d u r ­
ing 198*1 was $9 1.955.000, T h e se  loans are s e c u re d  by 
substantially  all (TAM assets.

CPAM m ainta ins  an u n se c u re d  line o f  credit w ith  a local 
bank  o f  S2.000.000. At D e c e m b e r  (I. 1 9 8 1 th e re  w ere  no  
draws ou ts tand ing .

N o t e  H — S h a r e  C a p i t a l :
Shares p u rc h a se d  by the  s ta te  o f  Alaska m ust be  

rep u rc h a se d  w ith in  tw e n ty  years by CPAM.

Preferential sh a re h o ld e rs  r ights  o n  d isso lu t ion  are 
a ttach ed  in th e  o rd e r  o f  Class C. Class M a n d  Class A

I 'p o n  issue, th e  fo llow ing  r ights  will attach to  the  th ree  
categories  o f  s tock:
Class C — No vo ting  o r  d iv id e n d  rights. May o n ly  be 

issued  to the State o f  Alaska

Class M — No v o tin g  rights. Class M stock m ay o n ly  be  
he ld  by m e m b e rs  ol CPAM. a n d  d iv id en d s  paid 
shall n o t  ex ceed  S io  p e r  sha re  annually  b o r ­
row ers  m ust p u rc h a se  a n d  maintain  Class M 
s tock  in an am o u n t  equal to  10% o f  their  loan 
p ro ceed s .  This a m o u n t  is a d d e d  to the  loan 
p ro c e e d s  in d e te rm in in g  th e  loan balance.

Class A — No d iv id e n d  rights. I-ach m e m b e r  o f  Cl-AM 
m ust o w n  o n e  sha re  o f  Class A stock, latch 
sha re  o f  s tock  carr ies  o n e  vote. To vote, a 
m e m b e r  m ust be  en g ag ed  in com m erc ia l  fish 
ing o r  agr icu lture  a n d  m ust be  a cu rren t  b o r ­
ro w er  o r  have b o r ro w e d  from  CPAM dur ing  the 
p reced ing  tw o  years o r  have retained patronage 
earn ings  w ith  CPAM o f a t  least S2.5t)ti.

11
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Notes to Financial Statements continued

Note I — Pension Plans:
CFAB has tw o  p e n s io n  plans. Benefits for em ployees  

w ere  p ro v id e d  th ro u g h  c o n t r ib u t io n s  o f  556.881 and  
S50.BH) in I 9 8 t  a n d  1983, respectively, for the  d e f in ed  
c o n t r ib u t io n  plan.

CFAB also has a n o n c o n t r ib u to ry  d e f in ed  benefit  plan. 
Total p e n s io n  cos ts  for 198i and  1983 w e re  525 .855  a n d  
S23.095. respectively. A c o m p a r iso n  o f  accu m u la ted  
benefits  b ased  u p o n  a w e igh ted  average rate o f  re tu rn  o f  
8"i, a n d  plan net assets ad justed  fot ba lance  sheet accruals  
as o f  D e c e m b e r  31. 1983 is p re sen ted  be low :

Actuarial p resen t value o f  
ac cu m u la ted  p lan  benefits:

V e s t e d ....................................................................... 5 1,61"
N o n v e s t e d .............................................................. ...................

S 1 ,6 1 7

Net assets available for b e n e f i t s ..............................S 1 2 ,0 0 0

In form at ion  w ith  respect to th e  actuarial c o m p u te d  
value o f  vested benefits  a n d  p en s io n  fu n d  assets  as o f  
D e c e m b e r  31. 198 i is n o t  available.

NoteJ — Class C Stock Repurchase Plan:
In a c c o rd a n c e  w ith  AS t i.81.010(b), o n  o r  b e fo re  Ju ly  

is .  2000. CFAB is req u ired  to r ep u rc ha se  its Class C stock 
issued to the  State o f  Alaska. O n  N o v e m b e r  lo. 1982 a 
co n trac t  was s igned  w ith  th e  State o f  Alaska o u tl in in g  the  
p r inc ip les  o f  a p lan  w h ic h  calls for  the  rep u rc ha se  o f  
o u ts ta n d in g  Class C s tock  w ith  CFAB capital fu n d s  to b e  
p ro v id ed  by CFAB's m em b e r -b o r ro w e rs  over  a p e r io d  o f  
future o pera t ions .  O n  D e c e m b e r  12. 1983, CFAB im ­
p le m e n te d  its Class C Stock R e d em p tio n  Program .

Note K — Commitments and Contingent Liabilities:
In the  n o rm a l  co u rse  o f  business , CFAB m akes various 

c o m m itm e n ts  an d  incurs certain co n tin g en t  liabilities. T he  
c o m m itm e n ts  inc lude  ob liga t ions  to e x te n d  credit.  At 
D e c e m b e r  31. 198-r, o u ts ta n d in g  loan  c o m m itm e n ts  
aggregated  512.1"3.<>2 i .

CFAB is a d e fen d an t  in legal ac t ions  arising from  norm al 
business  activities. M anagement believes that those  actions 
a re  w i th o u t  m erit  o r  that the  ultim ate  liability, if any. 
resulting  from  th em  will not m aterially affect CFABs 
financial pos i t ion .

Note L — Accounting Changes:
In 198 * CFAB a d o p te d  the  po licy  o f  r e p o r t in g  loans 

receivable app licable  to  Class B p referred  s tock  p u rchases  
as a red u c t io n  to  Class B p re fe rre d  s tock  equity. CFAB 
believes that re p o r t in g  in this m a n n e r  m o re  accurate ly  
reflects  th e  e c o n o m ic  sub s tan ce  o f  th e  Class B s tock  
pu rchases .  T h e re  is n o  effect o f  the  c h a n g e  to c u r re n t  o r  
p r io r  years incom e. File financial s ta tem ents  for  the  year 
e n d e d  D e c e m b e r  31. 1983 have b e e n  restated to  inc lude  
th e  change.

Also, loans contractually  past d u e  m ore  than  90  days will 
m > Ii m ger  be  reflected as ea rn in g  assets. Accrual o f  interest 
o n  n o n -p e r fo rm in g  loans in years p r io r  to 198 * was 
allowed if. in m an agem en t 's o p in io n ,  collectibility o f  such  
in c o m e  was assured . T h e  new  m e th o d  o f  recogn iz ing  
in c o m e  was a d o p te d  to follow a consis ten t,  conserva t ive  
a p p ro a c h  to accrual o f  interest incom e. T h e  effect o f  th e  
c h a n g e  in I9S-i was to d ecrease  interest in c o m e  by 
approx im ate !!  S2,()()“.<)00. T h e re  is n o  material effect o n  
in c o m e  in the  years p r io r  to 1 9 8 1
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Missing the benefits
TH E MESSAGE is sharp  

and clear when Jim  Camp­
bell, chairm an of the North 
Pacific Fishery M anage­
ment Council, talks about 
bottom fishing in Alaska.

He says Alaskans “ are  
doing a good job of promo­
tion but we a re  falling on our 
face when it com es to reap ­
ing the benefits.”

In the past 10 years, bot­
tom fishing has grown from 
a production of 1,000 tons a 
y ear to a projected two m il­
lion tons in 1987. That e- 
flects the action of the coun­
cil last D ecem ber in making 
the w ater from three miles 
to 200 miles offshore an ex­
clusive fishing a rea  for 
A m erican fisherm en.

The growth has been phe­
nomenal, with investm ents 
surging as world m arkets 
showed a need for m ore and 
m ore bottom fish. Am erican 
fisherm en w ere skeptical 
about the new fishery- in the 
beginning, but they have 
gone all out for it recently.

•U nder the council’s new 
rules, the Am ericans will 
catch  94 per cent of all the 
fish in that exclusive zon^.

TH E DISMAYING part of 
the development is the fact 
that 53 percent of the indi­
viduals in the fish business 
receive no dividend checks 
from the state. They a re  
non-residents who com e 
north for the quick buck and 
head back home as  soon as 
they get it.

Campbell said estim ates 
show that 1986 gross ex-ves­
sel revenue from bottom 
fishing in 1986 was $300 mil­
lion. Of this, only $40 million 
went to Alaska fishermen.

It is equally disturbing 
that the shoreside proces­
sors, mostly in Kodiak, Aku- 
tan and Dutch Harbor, took

only 3 percent of the total 
value of landings of ground- 
fish off Alaska. This esti­
m ate was exclusive of $62 
million in halibut landings, 
the m ajority  of which was 
landed in Alaska.

These figures show anew 
the fact that Alaska’s big­
gest industry in point of em ­
ployment is one of the worst 
offenders in its failure to 
hire Alaskans and in its pa­
tronizing of local processors.

TH E REM EDY sug­
gested by the council chair­
man requires cooperation:

He said the s ta te  should 
take a position of leadership 
in bringing it about. The 
combined efforts, concern 
and talents of s ta te  govern­
m ent and private en terpr'se , 
along with active participa­
tion by the university and 
the federal government, 
must plan it together.

The plan must resolve 
questions involving the fac­
tors that limit development 
efforts, stem  from limited 
entry  law and allocations. 
There is need for diversifica­
tion to include provisions for 
pen-reared salmon, im­
proved service support, 
transportation and m arket­
ing.

Probably the m ost s ir -  
prising disclosure in Cam;*- 
bell’s report, which he made 
to the Cham ber of Com­
m erce, was that Gov. Steve 
Cowper has told fishing in­
terests  that the s ta te  has no 
policy in regard  to develop­
m ent, and will not have one 
for a t least a  y ear and a half.

This is a shocking disclo­
sure. Fisheries are too im- 

rtant to too many Alas- 
ns as well as the markets 

of the world to wait a year 
and a half for the state to de­
velop a policy.
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P U R P O S E  A N D  S C O P E  O F  T H E  R E V I E W

T h e  p u r p o s e  o f  o u r  r e v i e w  w a s  to d e t e r m i n e  if the p e r f o r m a n c e  
o f  the 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) 
is e f f i c i e n t ,  e f f e c t i v e ,  a n d  e c o n o m i c a l .  O u r  s c o p e  i n c l u d e d  
a r e v i e w  o f  t h e  B o a r d  of D i r e c t o r s '  p r o c e e d i n g s ,  o p e r a t i n g  
e x p e n d i t u r e s ,  a n d  t h e  l o a n  p o r t f o l i o .  C F A B ' s  f i n a n c i a l  
s t a t e m e n t s  for t h e  y e a r  e n d e d  D e c e m b e r  31, 19 8 0  w e r e  a u d i t e d  
b y  a c e r t i f i e d  p u b l i c  a c c o u n t i n g  firm.

STATE OF ALASKA 1 DIVISION OF LEG ISLATIVE AUDIT
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O R G A N I Z A T I O N  AND FU NCTION

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) 
w a s  c r e a t e d  b y  C h a p t e r  159/ S L A  1978 (AS 4 4 . 8 1 . 0 1 0 )  as a 
p u b l i c  c o r p o r a t i o n  a n d  g o v e r n m e n t  i n s t r u m e n t a l i t y  of the 
State, b u t  w i t h  a l e g a l  e x i s t e n c e  i n d e p e n d e n t  of and s e p a r a t e  
f r o m  t h e  State. Its p u r p o s e  is to p r o v i d e  f i n a n c i n g  for 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  i n d u s t r i e s  in A l a s k a .

In F i s c a l  Y e a r  1979, the C o m m i s s i o n e r  o f  the D e p a r t m e n t  of 
R e v e n u e  p u r c h a s e d  $ 2 , 0 0 0 , 0 0 0  (200 shares) of s p e c i a l  p r e f e r r e d  
c l a s s  C s t o c k  in a c c o r d a n c e  w i t h  A S  4 4 . 8 1 . 0 1 0 ( c ) .  T h e n  in 
M a r c h  1980, t h e  D e p a r t m e n t  of R e v e n u e  l o a n e d  C F A B  $ 3 0 , 0 0 0 , 0 0 0  
at  9 1 / 2 %  p e r  annum. In J u l y  1980, the l o a n  a g r e e m e n t s  w e r e  
c a n c e l l e d  t h r o u g h  t h e  i s s u a n c e  of an  a d d i t i o n a l  3,000 s h a r e s  
of c l a s s  C s t o c k  to the S t a t e  and the p a y m e n t  of i n t e r e s t  
f r o m  M a r c h  1980, t o t a l l i n g  $ 4 8 0 , 2 0 5 .  T h e  c l a s s  C s t o c k  
r e c e i v e s  no v o t i n g  or  d i v i d e n d  rights. C F A B  m u s t  r e p u r c h a s e  
t h e  c l a s s  C s t o c k  f r o m  the S t a t e  w i t h i n  20 ye a r s .

C F A B  m a d e  136 l o a n s  f r o m  A p r i l  2, 1980 t h r o u g h  M a r c h  13,
1981. A s  of M a r c h  13, 1981, t h e r e  w e r e  130 o u t s t a n d i n g  
loans, t o t a l l i n g  $ 2 4 , 2 8 7 , 6 8 7  (see A p p e n d i x  A).

STATE OF ALASKA 2 D IVISION OF LEG ISLATIVE AUDIT



F I N D I N G S  A N D  RECOM'IENDATIONS

C F A B  s h o u l d  r e q u i r e  t h a t  i n v e n t o r i e s  u s e d  as c o l l a t e r a l  be 
i n s u r e d ,  n a m i n g  C F A B  as the loss payee.

C F A B  has d e v e l o p e d  p r o c e d u r a l  m a n u a l s  for the p r o c e s s i n g  and 
a c c o u n t i n g  o f  l o a n s  and for c o l l a t e r a l  con t r o l .  T h e s e  
m a n u a l s  are w e l l  w r i t t e n  and are u s e f u l  m a n a g e m e n t  tools.

W e  r e v i e w e d  67 (49%) of the 136 l o a n s  m a d e  f r o m  A p r i l  1980 
t h r o u g h  M a r c h  13, 1981. T h e  lo a n  files, in g e n e r a l ,  w e r e  
w e l l  o r g a n i z e d  a n d  c o n t a i n e d  r e q u i r e d  i n f o r m a t i o n .  H o w e v e r ,  
w e  d i d  n o t e  a n  a r e a  o f  w e a k n e s s  in c o l l a t e r a l  c o n t r o l  th a t  
n e e d s  to b e  a d d r e s s e d .

O u r  t e s t  i n c l u d e d  e i g h t  l o ans for w h i c h  C F A B  has a s e c u r e d  
i n t e r e s t  in the i n v e n t o r i e s  as c o l l a t e r a l  'or t h e  lo a n  
a d v a n c e s .  F i v e  o f  t h e s e  loans d i d  n o t  h a v e  i n s u r a n c e  o n  the 
i n v e n t o r i e s ,  n a m i n g  C F A B  as the loss payee.

C F A B  c o u l d  lo s e  its s e c u r i t y  o n  the l o a n  a d v a n c e s  t h r o u g h  
s p o i l a g e ,  a c c i d e n t ,  fire, etc. T h e r e f o r e ,  C F A B  s h o u l d  
r e q u i r e  that i n s u r a n c e  b e  o b t a i n e d  by the b o r r o w e r ,  n a m i n g  
i t  as the loss payee, o n  i n v e n t o r i e s  in  t r a n s i t  a n d  i n v e n t o r i e s  
n o t  h e l d  in b o n d e d  w a r e h o u s e s .

R e c o m m e n d a t i o n  No. 2

C F A B  s h o u l d  c o m p e n s a t e  m e m b e r s  of the B o a r d  of D i r e c t o r s  for 
t r a v e l  e x p e n s e s  i n  c o m p l i a n c e  w i t h  A l a s k a  S t a t u t e s .

C F A B  r e i m b u r s e s  m e m b e r s  o f  the B o a i d  for a c t u a l  t r a v e l  
e x p e n s e s  r a t h e r  th a n  a f i x e d  p e r  d i e m  r a t e  e s t a b l i s h e d  by 
the C o m m i s s i o n e r  of A d m i n i s t r a t i o n .  D u r i n g  F i s c a l  Y e a r  
1980, B o a r d  m e m b e r s  w e r e  r e i m b u r s e d  for $ 3 3 , 8 0 7  in a c t u a l  
t r a v e l  e x p e n s e s .

A S  4 4 . 8 1 . 1 1 0  s t a t e s  the B o a r d  m e m b e r s  a r e  to r e c e i v e  c o m p e n s a t i o n  
a t  a r a t e  d e t e r m i n e d  by the B o a r d  for e a c h  d a y  the B o a r d  
m e e t s  if th e y  a t t e n d  the m e e t i n g .  In a d d i t i o n ,  th e y  are 
e n t i t l e d  to p e r  d i e m  and tr a v e l  a l l o w a n c e s  as p r o v i d e d  by 
la w  for m e m b e r s  o f  S t a t e  b o a r d s  a n d  c o m m i s s i o n s .  AS  3 9 . 2 0 . 1 8 0 ( 2 )  
s t a t e s  the m e m b e r s  of b o a r d s  a n d  c o m m i s s i o n s  arc e n t i t l e d ,  
for e x p e n s e s  o t h e r  th a n  t r a n s p o r t a t i o n ,  to a per d i e m  a l l o w a n c e  
p r e s c r i b e d  b y  the C o m m i s s i o n e r  of A d m i n i s t r a t i o n .

R e c o m m e n d a t i o n  No. 1
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C F A B  s h o u l d  g i v e  p u b l i c  n o t i c e  of its B o a r d  a n d  m e m b e r s h i p  
m e e t i n g s  in a c c o r d a n c e  w i t h  A l a s k a  S t a t u t e s .

C F A B  h a s  not g i v e n  p u b l i c  n o t i c e  of the d a t e s  a n d  p l a c e s  o f  
i ts B o a r d  a n d  m e m b e r s h i p  m e e t i n g s .

A  m e m o r a n d u m  d a t e d  M a y  13, 1 981 f r o m  the o f f i c e  o f  the A t t o r n e y  
G e n e r a l  s t a t e s  the O p e n  M e e t i n g s  A c t  (AS 4 4 . 6 2 . 3 1 0  - 4 4 . 6 2 . 3 1 2 )  
is a p p l i c a b l e  to CFAB. A S  4 4 . 6 2 . 3 1 0 ( e )  r e q u i r e s  r e a s o n a b l e  
p u b l i c  n o t i c e  be g i v e n  for all m e e t i n g s  r e q u i r e d  to b e  o p e n  
u n d e r  t h e  Act. S i n c e  a c t i o n  t a k e n  a t  m e e t i n g s  h e l d  c o n t r a r y  
to the A c t  m a y  b e  void, it w o u l d  be p r u d e n t  o f  C F A B  to c o m p l y  
w i t h  the p u b l i c  n o t i c e  r e q u i r e m e n t  for f u t u r e  m e e t i n g s .

O t h e r  I n f o r m a t i o n

T h i s  s e c t i o n  of the r e p o r t  a d d r e s s e s  the r e s u l t s  of  o u r  r e v i e w  
of C F A B  e x p e n d i t u r e s  f r o m  i n c e p t i o n  t h r o u g h  A p r i l  30, 1981. W e  
h a v e  i n c l u d e d  this i n f o r m a t i o n  b e c a u s e  a s i g n i f i c a n t  n u m b e r  of 
t he e x p e n d i t u r e s  m a y  b e  i n a p p r o p r i a t e  for a n  e n t i t y  s u b s i d i z e d  
b y  p u b l i c  funds.

T h r o u g h o u t  the a u d i t  C F A B  m a n a g e m e n t  h a s  m a i n t a i n e d  it is a 
p r i v a t e  c o o p e r a t i v e  entity. T h e y  b e l i e v e  t h e y  a r e  r e s p o n s i b l e  
o n l y  to t h e i r  m e m b e r s ,  e a c h  of w h o m  has p u r c h a s e d  a s i n g l e  
s h a r e  o f  c l a s s  A  c o m m o n  s t o c k  for $100, a n d  c l a s s  B c o m m o n  
s t o c k  i n  an a m o u n t  e q u a l  to ten p e r c e n t  o f  the m e m b e r ' s  l oans 
(the a m o u n t  n e c e s s a r y  to p u r c h a s e  the B s t o c k  is a d d e d  to the 
l o a n  a m o u n t  r e q u e s t e d ,  d e d u c t e d  f r o m  loan p r o c e e d s  by C F A B  at 
c l o s i n g ,  and c a p i t a l i z e d . )

C F A B  is p r i m a r i l y  c a p i t a l i z e d  t h r o u g h  a p u r c h a s e  o f  n o n v o t i n g  
c l a s s  C s t o c k  by the S t a t e  of A l a s k a .  P a i d - i n  c a p i t a l  at 
A p r i l  30, 19 8 1  is s h o w n  as f o l l o w s  o n  C F A B  f i n a n c i a l  s t a t e m e n t s

C l a s s  A  C o m m o n  S t o c k  $ 1 , 7 7 0
C l a s s  B C o m m o n  S t o c k  2 , 5 3 4 , 9 0 0
C l a s s  C C o m m o n  S t o c k  3 2 , 0 0 0 , 0 0 0
C a p i t a l  in E x c e s s  of P a r  V a l u e  ______ 15 , 3 0 0

T o t a l  P a i d - I n  C a p i t a l  $ 3 4 , 5 5 1 , 9 7 0

E a c h  A l a s k a n  has an i n t e r e s t  in the m a n n e r  in w h i c h  p u b l i c  
f u n d s  a r e  spent. C F A B  has b e e n  g i v e n  a s p e c i f i c  m i s s i o n  by 
the L e g i s l a t u r e ;  that of  e n h a n c i n g  c o m m e r c i a l  f i s h i n g  and 
a g r i c u l t u r a l  a c t i v i t i e s  in A l a ska. T h e y  h a v e  b e e n  p r o v i d e d  
w i t h  t h e  a u t h o r i t y  a n d  the w h e r e w i t h a l  to a c c o m p l i s h  this 

m i s s i o n .
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A s  a n  e n t i t y  t h a t  r e c e i v e s  a l a r g e  S t a t e  s u b s i d y ,  w e  b e l i e v e  
i t  is i n c u m b e n t  u p o n  C F A B  m a n a g e m e n t  to e x e r c i s e  a h i g h e r  d e g r e e  
o f  p r u d e n c e  w i t h  t h e i r  s p e n d i n g  h a b i t s  th a n  if th e y  w e r e  
c o m p l e t e l y  p r i v a t e l y  funded.

T h e  f o l l o w i n g  i t e m s  r e p r e s e n t  a s a m p l i n g  o f  C F A B  e x p e n d i t u r e s  
f r o m  i n c e p t i o n  t h r o u g h  A p r i l  30, 1981, s o m e  of w h i c h  a r e  
q u e s t i o n a b l e :

A. F u r n i t u r e ,  F i x t u r e s ,  a n d  L e a s e h o l d  I m p r o v e m e n t s

T h e  b a l a n c e  o f  C F A B ' s  f u r n i t u r e  a n d  f i x t u r e s  a c c o u n t  as of 
D e c e m b e r  31, 1980, C F A B ' s  f i s c a l  y e a r  end, t o t a l l e d  $ 3 1 3 , 9 6 6 .
O f  t h i s  a m o u n t ,  $ 2 4 6 , 8 3 5  w a s  for e x p e n d i t u r e s  for the A n c h o r a g e  
o f f i c e .  T h e  t o t a l  e x p e n d e d  for l e a s e h o l d  i m p r o v e m e n t s  as of 
the s a m e  d a t e  w a s  $65 , 8 5 0 ,  w h i c h  w a s  for p u r c h a s e s  of c a r p e t ,  
w a l l p a p e r ,  etc. T h e  f o l l o w i n g  is an e x a m p l e  o f  the type of 
f u r n i s h i n g s  p u r c h a s e d  for t h e  A n c h o r a g e  o f f i c e .

1. P r e s i d e n t ' s  O f f i c e

S o f a  $ 3,631
F i v e  s w i v e l  u p h o l s t e r e d  c h a i r s  7,717
T e a k  b o o k c a s e / c a b i n e t  u n i t s  w i t h

r e f r i g e r a t o r  and l i q u o r  c a b i n e t  4,232

2. E x e c u t i v e  A s s i s t a n t ' s  O f f i c e

N a t u r a l  o a k  d e s k  $ 2,302
N a t u r a l  o a k  c r e d e n z a  3,150

3. o e n i o r  V i c e - P r e s i d e n t s '  O f f i c e s

T w o  t e a k  e x e c u t i v e  d e s k s  $ 2 ,903
T w o  t e a k  c o f f e e  t a b l e s  1,812
T w o  t e a k  b o o k c a s e / c a b i n e t  u n i t s  5,453

4. E x e c u t i v e  C o n f e r e n c e  R o o m

R o s e w o o d  c o n f e r e n c e  t a b l e  $ 1 6 , 2 2 5
C o n f e r e n c e  c h a i r s  (14) 1 0 , 4 7 0
S o a p s t o n e  c a r v i n g  o f  a land

o t t e r  w i t h  a c r a b  2 , 000

In a d d i t i o n ,  C F A B  m a i n t a i n s  an a p a r t m e n t  in J u n e a u  for w h i c h  
$ 4 , 2 1 8  in f u r n i s h i n g s  w e r e  p u r c h a s e d ,  s u c h  as two beds, dre s s e r ,  
c o l o r  t e l e v i s i o n ,  d i n e t t e  set, desk, etc. L e a s e h o l d  i m p r o v e m e n t s  
w e r e  m a d e  t o t a l l i n g  a p p r o x i m a t e l y  $2,254, i n c l u d i n g  new c a r p e t  
a n d  w a l l p a p e r .
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B. A r t  W o r k

A s  of  D e c e m b e r  31, 1980, the b a l a n c e  o f  the n o n - d e p r e c i a b l e  
a s s e t s  a c c o u n t  t o t a l l e d  $ 1 3 , 3 5 3 .  T h i s  r e p r e s e n t s  p u r c h a s e s  o f  
p r i n t s  and p a i n t i n g s  for the A n c h o r a g e  o f f i c e .  A  s a m p l e  of t h e  
p a i n t i n g s  are:

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

1 . " B r o w n  B e a r "  w a t e r c o l o r $ 3, 400
2. " M u s k  O x "  w a t e r c o l o r 1 , 750
3. "Cows" w a t e r c o l o r 1 , 850
4 . S i x  a d d i t i o n a l  w a t e r c o l o r s  on  r i c e

p a p e r ,  s u b j e c t  m a t t e r s  a r e  f i s h i n g
a n d  a g r i c u l t u r e 2 , 1 5 0

5. " A l a s k a  F i s h e r m a n  and F a r m e r " 800
6. " T o a s t  o f  A l a s k a n  H o l i d a y " 800

7. " A l a s k a n  L o g g e r " 950

lutomobiles

1 . 19 8 0  C h e v r o l e t  C i t a t i o n  f o r  a b r a n c h
o f f i c e $ 7,918

2. 1 9 8 1  C h e v r o l e t  M a l i b u  for a b r a n c h
o f f i c e 8,874

3. 1 9 8 0  S u b a r u  4x4 S t a t i o n  W a g o n  for
the A n c h o r a g e  o f f i c e 7 , 8 4 2

4. 1 9 8 1  S u b a r u  4x4 S t a t i o n  W a g o n  for
the S e n i o r  V i c e - P r e s i d e n t /
A d m i n i s t r a t i o n 9 , 3 5 0

Total $ 3 3 . 9 8 4

In a d d i t i o n  to the b a n k  o w n e d  v e h i c l e s ,  C F A B  p a y s  t h e  $168 
p e r  m o n t h  l e a s e  c h a r g e  for the P r e s i d e n t ' s  v e h i c l e .
M a i n t e n a n c e  and r e p a i r  c o s t s  for t h e  l e a s e d  a n d  b a n k  o w n e d  
v e h i c l e s  t o t a l l e d  $ 4 , 5 4 3  d u r i n g  F i s c a l  Y e a r s  19 8 0  a n d  1981, 
t h r o u g h  A p r i l  30. G a s o l i n e  e x p e n s e  is p a i d  for the l e a s e d  
v e h i c l e ,  t h e  b a n k  o w n e d  v e h i c l e s ,  a n d  t h e  p e r s o n a l  v e h i c l e  
o f  the S e n i o r  V i c e - P r e s i d e n t / C r e d i t ,  i n c l u d i n g  g a s o l i n e  
c o n s u m e d  f o r  p e r s o n a l  use. T h e  s t a f f  e m p l o y e e s  a r e  r e i m b u r s e d  
for the b u s i n e s s  use of t h e i r  p e r s o n a l  v e h i c l e s  a t  a r a t e  of 
25 c e n t s  p e r  mile.

D. S a l a r i e s  and B e n e f i t s

1. S a l a r i e s ,  B o n u s e s ,  a n d  S t a t e  B e n e f i t s

S a l a r y  a n d  b e n e f i t  e x p e n d i t u r e s  t o t a l l e d  $ 9 9 6 , 6 9 2  
for F i s c a l  Y e a r  1980. I n c l u d e d  in this unount w a s  
$ 1 0 8 , 1 9 2  for y e a r - e n d  b o n u s e s .  In a d d i t i o n ,  two 
C F A B  e m p l o y e e s  r e c e i v e d  a t o t a l  o f  $ 1 , 5 6 5  in c a s h  
b o n u s e s  d u r i n g  the y e a r  a n d  $ 2 , 3 9 0  w a s  p a i d  
d i r e c t l y  to a t r a v e l  a g e n c y  for a b o n u s  t r i p  to 
H o n g  K o n g  for the S e n i o r  V i c e - P r e s i d e n t /
A d m i n i s t r a t i o n  a n d  h i s  spouse.
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C F A B  o f f i c e r s  a n d  e m p l o y e e s  a r e  in t h e  e x e m p t  
s e r v i c e  o f  the S t a t e  p e r s o n n e l  s y s t e m .  T h e y  
a r e  c o v e r e d  b y  the S t a t e  i n s u r a n c e  a n d  r e t i r e m e n t  
p r o g r a m s .  T h e y  a r e  a l s o  e x e m p t e d  f r o m  t h e  S o c i a l  
S e c u r i t y  Act, as a r e  o t h e r  S t a t e  e m p l o y e e s ,  a n d  
i n s t e a d  p a r t i c i p a t e  in the S t a t e  S u p p l e m e n t a l  
B e n e f i t  P r o g r a m .  E m p l o y e r  c o n t r i b u t i o n s  for t h e s e  
b e n e f i t s  a r e  p a i d  f r o m  C F A B ' s  o p e r a t i n g  funds. 
O f f i c e r s  r e c e i v e  f o u r  w e e k s  a n n u a l  l e a v e  and 
e m p l o y e e s  r e c e i v e  t h r e e  we e k s .  In a d d i t i o n ,  
b o t h  o f f i c e r s  a n d  e m p l o y e e s  a c c r u e  s i c k  l e a v e  at 
a r a t e  o f  o n e  d a y  p e r  m o n t h .

O t h e r  B e n e f i t s ,  F i s c a l  Y e a r  1980

S t a f f  r o o m  c o s t s  (coffee, h o t  c h o c o l a t e ,
tea, sugar, d i s h  soap, etc.) $ 2 , 9 4 3

S e a s o n  t i c k e t s  to the A l a s k a  R e p e r t o r y
T h e a t r e  $ 376

S t a f f  C h r i s t m a s  p a r t y  at  the A n c h o r a g e  
W e s t w a r d  H i l t o n :

F o o d  $ 2 , 3 5 3
L i q u o r  2,197
E n t e r t a i n m e n t  600
F l o r a l  c e n t e r p i e c e s  211

CFAB is p r e s e n t l y  a ccru i n g  $22,000 to $24,000
per m o n t h  for bonus expense. T h e  Fiscal Year
1981 total b u d g e t e d  bonus accrual is $282,356.

$ 5 , 3 6 1

T u r k e y s  for C F A B  o f f i c e r s  a n d  e m p l o y e e s $ 415

B a n q u e t  for a s t a f f  m e e t i n g  at the 
S h e r a t o n  H o t e l $ 773

T h e  P r e s i d e n t ,  S e n i o r  V i c e - P r e s i d e n t /  
A d m i n i s t r a t i o n ,  a p r o s p e c t i v e  e m p l o y e e  
a n d  t h e i r  s p o u s e s  had d i n n e r  at  the 
C a p t a i n  C o o k  H o t e l  in A n c h o r a g e . $ 2 ^ 5

A  b r a n c h  m a n a g e r  a n d  h i s  s p o u s e  had 
two d i n n e r s  w i t h  two C F A B  e m p l o y e e s  
a t  t h e  M e c c a  L o u n g e  in Kodiak. $ 320

T h e  t otal c h a r g e d  to the o t h e r  e m p l o y e e  
b e n e f i t  a n d  t h e  o t h e r  p e r s o n n e l  e x p e n s e  
a c c o u n t s  in F i s c a l  Y e a r  1980 w a s  $ 6 , 0 7 6  
and $13 , 8 1 0 ,  r e s p e c t i v e l y .
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E. O f f i c e  S p a c e

T h e  A n c h o r a g e  o f f i c e  is a p p r o x i m a t e l y  7 , 0 0 0  s q u a r e  f e e t  
w h i c h  i n c l u d e s  two k i t c h e n s  e a c h  e q u i p p e d  w i t h  o a k  c a b i n e t s ,  
m i c r o w a v e  oven, d i s h w a s h e r ,  a n d  r e f r i g e r a t o r .  A l s o ,  o n e  
k i t c h e n  h a s  a b u i l t - i n  s t o v e  top. C F A B  p u r c h a s e d  a d i n e t t e  
set for $ 1 , 1 0 8  a n d  a n a t u r a l  o a k  c o n f e r e n c e  t a b l e  a n d  u p h o l s t e r e d  
c h a i r s  for $ 4 , 3 6 0  for k i t c h e n / s t a f f  r o o m  f u r n i s h i n g s .  In 
ad d i t i o n ,  the P r e s i d e n t ' s  o f f i c e  i n c l u d e s  a b a t h r o o m  w i t h  a 
s h o w e r  stall.

F. D i r e c t o r s '  F e e s

In F i s c a l  Y e a r  1980, $ 3 2 , 4 7 9  w a s  p a i d  to m e m b e r s  o f  C F A B ' s  
B o a r d  of D i r e c t o r s .  O r i g i n a l l y  in M a r c h  1979 the B o a r d  set 
its r a t e  of  c o m p e n s a t i o n  a t  $100 p e r  d a y  d u r i n g  B o a r d  m e e t i n g s  
in a d d i t i o n  to p e r  d i e m  and t r a v e l  e x p e n s e s  s e t  f o r t h  by 
S t a t e  law. In A p r i l  1 9 7 9  t h e  B o a r d  v o t e d  to i n c r e a s e  the 
c o m p e n s a t i o n  r a t e  to $ 2 5 0  p e r  d a y  f o r  the C h a i r p e r s o n  a n d  
$ 2 0 0  p e r  d a y  for t h e  m e m b e r s .  A g a i n ,  in F e b r u a r y  19 8 0  the 
r a t e  of c o m p e n s a t i o n  w a s  in' e a s e d  to  $5 0 0  a n d  $ 4 0 0  p e r  day 
for the C h a i r p e r s o n  a n d  m e m b e r s ,  r e s p e c t i v e l y .  In a d d i t i o n ,
C F A B  has r e i m b u r s e d  B o a r d  m e m b e r s  f o r  a c t u a l  e x p e n s e s  r a t h e r  
th a n  p a y i n g  a per d i e m  rate, s e e  Pvecommendation Ho. 2.

In M a y  1980 t h e  B o a r d  v o t e d  to c o m p e n s a t e  m e m b e r s  for w o r k  
c o n c e r n i n g  CFAB, o t h e r  t h a n  a t t e n d a n c e  a t  m e e t i n g s ,  at  a 
r a t e  of $62 p e r  h o u r  f o r  t h e  C h a i r p e r s o n  a n d  $50 p e r  h o u r  
for the m e m b e r s .  D u r i n g  t h e  p e r i o d  N o v e m b e r  1979 t h r o u g h  
A p r i l  1981, a B o a r d  m e m b e r  has b e e n  p a i d  $ 1 2 , 4 3 8  for o r g a n i z a t i o n  
an d  c o n s u l t a t i o n  s e r v i c e s .

G. T r a v e l ,  L o d g i n g ,  a n d  M e a l s

D u r i n g  a r e v i e w  o f  B o a r d  a n d  s t a f f  m e m b e r s '  m o n t h l y  e x p e n s e  
r e p o r t s  for t h e  p e r i o d  O c t o b e r  1979 t h r o u g h  M a r c h  1981, w e  
n o t e d  the f o l l o w i n g :

1. P r e s i d e n t ' s  F o r e i g n  T r a v e l

a. A  E u r o p e a n  tour, f r o m  O c t o b e r  24 t h r o u g h  
N o v e m b e r  17, 1980, to D e n m a r k ,  E n g l a n d ,
Rome, a n d  Paris: the p u r p o s e  o f  the
t r i p  w a s  to to u r  t h e  D a n i s h  f i s h i n g  
i n d u s t r y ,  v i s i t  the B r i t i s h  b a n k s  and 
the W h i t e  F i s h  A u t h o r i t y ,  e x a m i n e  the 
B r i t i s h  d a i r y  i n d u s t r y ,  a t t e n d  the 
I n t e r n a t i o n a l  F i s h e r i e s  C o n f e r e n c e ,  
a n d  the F i s h e r i e s  P r o d u c t s  E x p o s i t i o n .
(Cost i n c l u d e s  a i r f a r e ,  t o t a l l i n g
$1,881, f o r  the P r e s i d e n t ' s  spouse,
as w e l l  a s  an  u n d e t e r m i n e d  a m o u n t  for
h e r  m e a l s  and l o d g i n g  e x p e n s e . )  $ 8 , 8 0 5
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b. A n  a g r i c u l t u r e  t o u r  f r o m  J a n u a r y  28 
t h r o u g h  F e b r u a r y  12, 1981, to De n m a r k ,  
N o r w a y ,  Sweden, and F i n l a n d :  (Cost 
i n c l u d e s  I n t e r n a t i o n a l  F i s h e r i e s  
C o n f e r e n c e  fees for the P r e s i d e n t ' s  
s p o u s e  and the s p o u s e  of the C h a i r p e r s o n  
o f  the Board, t o t a l l i n g  $376.)

c. A t  the N o v e m b e r  25, 1980 B o a r d  m e e t i n g ,  
the P r e s i d e n t  a p p r i s e d  t h e  B o a r d  o f  
h is t e n t a t i v e l y  s c h e d u l e d  t r i p s  for 
1981:

J a n u a r y  - D e n m a r k  
(Same as  b. above)
S p r i n g  o r  S u m m e r  - J a p a n  
O c t o b e r  - M u n i c h

2. S e n i o r  V i c e  P r e s i d e n t / A d m i n i s t r a t i o n  -
F o r e i g n  T r a v e l

a. A  t r i p  to L o n d o n ,  E n g l a n d  in 
J a n u a r y ,  1981

3. D i n n e r s

a. T h e  f o l l o w i n g  d i n n e r s  w e r e  r e p o r t e d  o n  
the e x p e n s e  r e p o r t s  of the P r e s i d e n t  
a n d  S e n i o r  V i c e - P r e s i d e n t / A d m i n i s t r a t i o n :

1) A  d i n n e r  a t  the C o r s a i r  in 
A n c h o r a g e  a t t e n d e d  b y  f o u r  C F A B  
e m p l o y e e s  a n d  t h e i r  sp o u s e s .

2) T h r e e  C F A B  o f f i c e r s  and t h e i r  
s p o u s e s  h a d  d i n n e r  a t  S i m o n  & 
S e a f o r t ' s  S a l o o n  & G r i l l  in 
A n c h o r a g e .

3) T h e  P r e s i d e n t  a n d  S e n i o r  V i c e -  
P r e s i d e n t / A d m i n i s t r a t i o n  and s p o u s e s  
h a d  d i n n e r  w i t h  a l o c a l  b u s i n e s s m a n  
a n d  s p o u s e  at the C o r s a i r  in 
A n c h o r a g e .

4) T h e  P r e s i d e n t ,  S e n i o r  V i c e - P r e s i d e n t /  
A d m i n i s t r a t i o n ,  and a p r o s p e c t i v e  
e m p l o y e e  h a d  d i n n e r .

$6,088

$ 2 , 6 8 1

$256

$ 1 9 1

$210

$164
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5) T w o  l e g i s l a t o r s ,  C F A B ' s  a t t o r n e y ,  $213 
a n d  a c o n s u l t a n t  h a d  d i n n e r  in
J u n e a u  w i t h  the P r e s i d e n t ,  S e n i o r  
V i c e - P r e s i d e n t / A d m i n i s t r a t i o n  and 
a s e c r e t a r y .

6) A  d i n n e r  at  Y a n c e y  D e r r i n g e r ' s  in $343 
J u n e a u  w i t h  four B o a r d  m e m b e r s  and
t h e  S e n i o r  V i c e - P r e s i d e n t /
A d m i n i s  c r a t i o n .

7) F i v e  m e m b e r s  of the Bo a r d ,  the t h r e e  $281
s e n i o r  e x e c u t i v e  o f f i c e r s ,  the V i c e -  
P r e s i d e n t / B r a n c h  M a n a g e m e n t ,  a n d
C F A B ' s  a t t o r n e y  had d i n n e r  at 
J o s e p h i n e ' s  R e s t a u r a n t  in A n c h o r a g e .

8) T h r e e  d i n n e r s  at J o s e p h i n e ' s  $534
R e s t a u r a n t  for the f i v e  m e m b e r s  of 400
t h e  B o a r d  a n d  the S e n i o r  V i c e -  449
P r e s i d e n t / A d m i n i s t r a t i o n .

9) T h e  S e n i o r  V i c e - P r e s i d e n t /  $125
A d m i n i s t r a t i o n  a n d  the C h a i r m a n  of
t h e  B o a : d  h a d  d i n n e r  at the C a p t a i n  
C o o k  H o ^ e l  in A n c h o r a g e .

10) T h e  two S e n i o r  V i c e - P r e s i d e n t s  had $157
d i n n e r  at J o s e p h i n e ' s  R e s t a u r a n t  
i n  A n c h o r a g e .

A l l  told, t h e r e  w e r e  48 d i n n e r s  o n  the e x p e n s e  r e p o r t s  of the 
P r e s i d e n t  a n d  S e n i o r  V i c e - P r e s i d e n t / A d m i n i s t r a t i o n  e a c h  c o s t i n g  
in e x c e s s  o f  $ 1 0 0  d u r i n g  the p e r i o d  O c t o b e r  1979 t h r o u g h  M a r c h  
1981.

b. C o s t  o f  d i n n e r s  or l u n c h e s  n o t e d  o n  o t h e r  
p e r s o n s  m o n t h l y  e x p e n s e  r e p o r t s :

1) B r a n c h  M a n a g e r  took B r a n c h  A s s i s t a n t  $137
to l u n c h  on  five o c c a s i o n s .

2) T h e  two S e a t t l e  b r a n c h  o f f i c e  $127
e m p l o y e e s  a n d  six e m p l o y e e s  f r o m
o f f i c e s  in A l a s k a  d i n e d  i n  Se a t t l e .

3) T h e  two S e a t t l e  b r a n c h  o f f i c e  e m p l o y e e s  $448
a n d  s e v e n  e m p l o y e e s  f r o m  the o f f i c e s
in  A l a s k a  d i n e d  in Sea t t l e .

4) S t a f f  l u n c h  at C l i n k e r d a g g e r , $1 7 2
B i c k e r s t a f f  & P e t t s  P u b l i c  H o u s e  in 
A n c h o r a g e .
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c. B a n q u e t s  h e l d  in M a r c h  1 9 8 1  at the 
S h e r a t o n  H o t e l  i n  A n c h o r a g e .  C o s t s  
i n c l u d e  $398 for liquor.

4. M i s c e l l a n e o u s  E x p e n d i t u r e s

a. A l a s k a  A i r l i n e s  B o a r d  Room, U n i t e d  
A i r l i n e s  R e d  C a r p e t  a n d  U n i v e r s i t y  C l u b  
(San F r a n c i s c o )  m e m b e r s h i p  d u e s  on the 
e x p e n s e  r e p o r t s  of  the P r e s i d e n t  o r  
S e n i o r  V i c e - P r e s i d e n t / A d m i n i s t r a t i o n .

b. T u x e d o  rental.

c. L i q u o r  and m i x e s  for the b a r  in the 
P r e s i d e n t ' s  office.

d. G l a s s w a r e  a n d  c u t l e r y  p u r c h a s e d  at D e s i g n  
C r a f t  Ltd. in  A n c h o r a g e .

e. T o w e l s  and a c c e s s o r i e s  for the e x e c u t i v e  
b a t h r o o m  p u r c h a s e d  at N o r d s t r o m  in 
A n c h o r a g e .

f. T w o  g i f t  c e r t i f i c a t e s  for d i n n e r  at  
J o s e p h i n e ' s  R e s t a u r a n t  in A n c h o r a g e .

g. G i f t  c e r t i f i c a t e  at S t e p h a n  F i n e  A r t s  
g a l l e r y .

H. P r o m o t i o n a l  C o s t s

1. A n c h o r a g e  P r e - o p e n i n g  P a r t y  at  the S h e r a t o n  H o t e l

64 d i n n e r s  $1,325
19 b o t t l e s  C h e n i n  B l a n c  186
18 b o t t l e s  P i n o t  N o i r  124
H o s t e d  bar - 283 d r i n k  t i c k e t s  814
F l o w e r s  180

M e a l s  a n d  l o d g i n g  for: t h r e e  m e m b e r s  o f  the
Board, two C F A B  e m p l o y e e s ,  t h r e e  b u s i n e s s  
a s s o c i a t e s ,  a n d  fi v e  spouses.

T o t a l  A n c h o r a g e  C o s t s

$400

$40

$243

$158

$100

$200

$100

$ 2 , 6 2 9

1 ,153

$1,331

3,782
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2. P r e-ope ning Parties at Branch O f f i c e s

a. Kodiak:

P a r t y  r o o m  r e n t a l  a n d  p e r m i t  $ 160
F o o d  450
Bar 621
G r a t u i t y  130

T o t a l  f o o d  a n d  b a r  c o s t s  1 , 3 6 1
A i r  c h a r t e r  for
C F A B  e m p l o y e e s  2,711

T o t a l  K o d i a k  C o r t s  4 , 072

b. Co r d o v a :

E l k s  C l u b  7 , 6 1 0

c. Homer:

F i n g e r  fo o d  f o r  200 p e r s o n s  $ 900
Bar 934
Tax 18

T o t a l  H o m e r  C o s t s  1 , 8 5 2

d. A i r  c h a r t e r  for C F A B  e m p l o y e e s  
to C o r d o v a  a n d  H o m e r  p r e - o p e n i n g
p a r t i e s .  2 , 5 4 1

e. S e a t t l e  (costs a r e  b a s e d  on 
an e s t i m a t e  p r e p a r e d  b y  the 
B r a n c h  M a n a n e r ) :

I n v i t a t i o n s  $ 89
S e afood:

C r a b  le g s  160
P r a w n s  90

C a t e r e r  1,100
L i q u o r  a n d  m i x  600

T o t a l  e s t i m a t e d  S e a t t l e  C o s t s  2 , 039

T o t a l  C o s t  o f  P r e - o p e n i n g  P a r t i e s  $ 2 1 , 8 9 6
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c L e g i s l a t i v e  C o c k t a i l  P a r t y  a t  the B a r a n o f  H o t e l  
in J u n e a u  (100 quests)

F o o d  $ 1 , 7 7 0
L i q u o r  932

$ 2

4. S i x t y - s i x  E d d i e  B a u e r  G o r t e x  m o u n t a i n  p a r k a s
w i t h  C F A B  logo p u r c h a s e d  for e m p l o y e e s  and 
m e m b e r s  of the Board. $5

'5. G i f t  p a c k s  of B l a k e ' s  F a n c y  S m o k e d  S a l m o n
f o r  c u s t o m e r s .

6. 5 , 7 5 0  D o t ' s  T i d e  T a b l e  b o o k s  p r i n t e d  w i t h
C F A B  l o g o  for c u s t o m e r s .  $4

7. C o o k b o o k s .  $1

8. 1 , 0 0 0  1980 A n n u a l  R e p o r t s  (cost i n c l u d e s  
c o l o r  setups, s l i des, p r i n t i n g ,  d e s i g n
w ork, etc.) $27

r
V

(

,064

$555

,573

,984

,466

,752
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A P P E N D I X  A

A L A S K A  C O M M E R C I A L  FISHING AND A G R I C U L T U R E  B A N K
SU MMARY SCHE DULE OF LOANS

For the period 04 /02/80 - 03/13/81

P u rpose of L o a n_________

E ntry Permit Pu rchase

E n t r y  Permit Refinance

U s e d  V essel Pu rchase

N e w  Vessel Purchase

V e s s e l  Ref inance

Ve s s e l  Repair

Gear Pur chase

N e w  or Use d Vessel 
Equipment Purchase

Mi s c e l l a n e o u s  Debt 
Refinance

Fi s h e r m a n  W o r k i n g  
Capital

F i s h  P r o c essor W o r k i n g  
Capical

Totals

Total 
N umber 
of Loans 
Made

4

7

34 

20

35 

2

8

8

6

2

10

136

Total 
O r i g inal 
A m oun ts 
(See Notes 

1 & 2)

$ 184,800

217,200

3,587,155

3,918,596

8,708,721

40,900

443,300

327,820

409,877

10,750

37,757,000

$55,606,119

Total
O u t s t a n d i n g  
Balance 
as of 3/13/81 
(See Note 3)

$ 176,600

217,200 

3,492,258 

1,968,703 

8,427,605

40,900 

408,339

311,615

409,859

10,750

8,823,857

$ 24,287,686

See A c c o m p a n y i n g  Notes to the Summary Schedule o f  Loans
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A P P E N D I X  B

ALASKA COMMERCIAL FISHING AND AGRICU LTURE BANK
NOTES T O  THE SUMMARY SCHEDULE OF LOANS

For the p eriod 04/02/30 - 03/13/81

Note 1

Borrowers are required to pu rchase CFAB class B stock in an 
amount equal to 10% of the loan proceeds. The original loan
amount listed includes the amount loaned for the p u r c h a s e  of
the class B stock.

Note 2

Certain portions of the Fish Processor Working Capital loans 
are guaranteed by the State of Alaska under the a u t h o r i t y  of
SLA 1980, Chapter 32.

Note 3

On May 14, 1980, CFAB signed a loan agreement with the 
Spokane Bank for Cooperatives (SBC) w h i c h  established a line 
of credit to finance CFAB's current lending activity. As 
amended on June 18, 1980, CFAB m a y  b o r r o w  up to $30,000,000.
The agreement is for a one-year terra from June 1, 1980, 
bearing interest at a floating rate prescri bed by SBC.
Interest is payable the last day of each quarter. The loan 
is secured by all CFAB notes evidencing loans to members.
The loan agreement is to be renegotiated annually. The
outsta n d i n g  loan balance at March 13, 1981 totalled $1,000,000.

Further, CFAB is required, in accordance with the Farm
Credit Act to purchase SBC class C stock in an amount equal
to 15% or a lessor amount prescribed by SBC of the quarterly 
interest payable. The amount of CFAB's investment in SBC 
class C stock at March 13, 1981 totalled $47,784.
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APPENDIX C

ALASKA GOTOvKCIAL FISHING AND ACRICUL'ILJRE RAIJK 
SCHEDULE OK LOANS BY HKAtX.1l OFFICE (S ec t b t e  1) 

f o r  th e  P e r io d  0 4 /0 2 /t i0  -  0 3 /1 3 /8 1  
(im 'O IT E D )

Anchorage Cordova I’exiiak Itcnor*•*ft•4 tJunlvor
o f O rig in a l O utstanding

tluniier
o f O rig inal O utstanding

Niniier
of O rig inal Outstanding

1 Hr her
of O rig inal (Xitstanding

0 Ijo.ii is Loan Ha lance loans loan III la  nee loans Loan Hi lance lesins loan Hi lance
ft Puroose of Loan Hide /mount as  of 03/13/81 tilde Amount as o f  03/13/81 Hide /mount as o f 03/13/81 Hide Aroiint a s  o f 03/13/31r>>» E ntry I’en m t IVirchase -0- 5 -0- 8 -0 - -0- 8 -0 - 8 *0“ 1 8 39.600 8 39,616 3 8 145,200 S 137,000

l i . t r y  I 'e m it hcfitiancc 2 49,500 49,500 3 74,200 74,200 -0- -0- -0- 2 93,500 93,500

Used Vessel I\ircliase 13 1,974,795 1,890,982 9 461,530 450,446 6 397,330 397,330 6 753,500 753,500

New Vessel Purclinse 10 1,756,488 1,279,453 5 399.600 231,844 3 1,592,008 286,906 2 170,500 170,500

Vessel Refinance 13 5,686,750 5,516,936 7 346,510 310,426 4 1,519,450 1,444,306 9 1,156,01) 1,155,937

Vessel Ue|i.i 1 r 1 5,000 5,000 -C- -0 - -0- -0 - -0 - -0- 1 35,900 35,900

c lienr I'urch.ise A 277,200 260,506 1 33,000 33,000 -0- -0 - -0- 3 133,100 114,833
<5
0i

Hew o r Used Vessel 
Equipment I'urch.ise 2 65,070 64,485 3 89,450 73,368 1 24,200 24,200 a 149,100 149,562

rmC#
M iscellaneous Delit 

Kef inance 2 165,000 165,000 2 192,227 192,209 -0- -0- -3- a 52,650 52,650
ft
<m

Fisherman Working 
C ap ita l 1 7,950 7,950 1 2,800 2,800 -0 - -0 - -0- -0- -0- -0

C05 Fish Processor Working 
C ap ita l 10 37,757,000 8,823.857 -0- -C- -0 - -0 - -0 - -0- -0- -0- -0 -

T o ta ls 60 847.744.753 818,063,669 31 81,599,317 81.368,293 15 S 3 .572,588 52.192,342 30 S2,689,461 82.663.332

S ic  Act'inpnnying (vales to  the ScIk.mlute o f  lea n s  hy Branch O ffice .



A P P ENDIX D

ALASKA COMMERCIAL FISHING AND A G R I C U L T U R E  BANK
NOTES TO THE SCHEDULE OF LOANS BY BRANCH O F F I C E

For the period 04/02/80 - 03/13/81

Note 1

CFAB has two additional branch offices; one in Seattle and 
another located in Ketchikan. The Seattle office does not 
process loans. The Ketchikan office o p e n e d  in November 1980 
and as of March 13, 1981 had not made any loans.
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SRA90-B
Homer, A laska 99803 
(907)235-8234

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

LEG IS LA T E
AU33T

• IMoore

August 27, 1981

Mr. Paul V. Harris, CPA
Anchorage Office Manager
State of Alaska
Division of Legislative Audit
P.O. Box 1231
Anchorage, Alaska 99510

Dear Mr. Harris:

The report entitled, A Performance Review of the 
Commercial Fishing and Agriculture Bank dated May 22, 
1981, to which you have requested our reply, is essentially 
the same as that submitted to us by the auditors themselves. 
We are, therefore, submitting our reply to that original 
submission. It remains applicable with the following modifi­
cations.

1. The reference to open board meetings is new to 
this report, and

2. The auditors have removed references to actions 
taken by the board of directors.

Since the completion of the audit, legislation has been 
passed clarifying CFAB's status and its relationship to 
the State. That legislation causes the majority of points 
covered in the audit, and indeed, the focus of the audit 
itself, to be currently moot.

The Board of Directors and the Management of CFAB 
look forward to working with the Committee in the future.

Sincerely,

. x '
, * )  C t
Roseleen "Snooks" Moore

sd

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
- 1 9 -



J u n e  12, 1981

M r .  P a u l  V.  H a r r i s ,  CPA
A n c h o r a g e  O f f i c e  M a n a g e r
S t a t e  o f  A l a s k a
D i v i s i o n  o f  L e g i s l a t i v e  A u d i t
P .  0 .  B o x  1231
A n c h o r a g e ,  A l a s k a  99510

D e a r  M r .  H a r r i s :

I t  i s  a p p a r e n t  f r o m  y o u r  l e t t e r  t h a t  t h e  a u d i t  h a s  f a i l e d  t o  
g r a s p  t h e  m a n d a t e  g i v e n  t o  CFAB b y  t h e  L e g i s l a t u r e .  I t  h a s  a l s o  
b e e n  u n a b l e  t o  p r o p e r l y  e v a l u a t e  t h e  c o m p l e x i t i e s  a n d  i n t r i c a c i e s  o f  
o p e r a t i o n  d e m a n d e d  o f  a  p r i v a t e  c o m p a n y  o p e r a t i n g  i n  t h e  p r i v a t e  
m a r k e t .  T h e s e  s t a n d a r d s  a r e  i m p o s e d  u p o n  CFAB i n  o r d e r  to f u l f i l l  
t h e  m i s s i o n  s p e l l e d  o u t  i n  t h e  e n a b l i n g  l e g i s l a t i o n .

T h e  f u n d a m e n t a l  c o n c e p t  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) i s  t h a t  i t  i s  a  p r i v a t e ,  c o o p e r a t i v e l y  
o w n e d  a n d  m a n a g e d  f i n a n c i a l  i n s t i t u t i o n .  T h i s  d e s i g n  w a s  m a n d a t e d  
b y  t h e  L e g i s l a t u r e  f o r  t h e  p u r p o s e  o f  l i n k i n g  w i t h  t h e  n a t i o n a l
c o o p e r a t i v e  b a n k i n g  s y s t e m  to b r i n g  o u t s i d e  c a p i t a l  t o  A l a s k a n  
f i s h e r m e n  a n d  f a r m e r s .  T h e  d e s i g n e r s  o f  CFAB r e c o g n i z e d  t h a t  i t  
m u s t  b e  a  p r i v a t e  c o r p o r a t i o n  i n  o r d e r  t o  q u a l i f y  f o r  p a r t i c i p a t i o n  
i n  t h e  n a t i o n a l  s y s t e m .  T h e  B a n k s  f o r  C o o p e r a t i v e s  a r e  p r o h i b i t e d
b y  l a w  f r o m  a f f i l i a t i n g  w i t h  o r  l e n d i n g  m o n e y  t o  a  g o v e r n m e n t  
o r g a n i z a t i o n .  If  CFAB h a d  n o t  b e e n  o r g a n i z e d  t o  o p e r a t e  a s  a  
p r i v a t e  o r g a n i z a t i o n ,  i t  w o u l d  n o t  h a v e  b e e n  a b l e  t o  l e n d ,  i n  16
s h o r t  m o n t h s  o f  o p e r a t i o n ,  o v e r  $30,000,000 t o  i t s  o v e r  225 m e m b e r  
s t o c k h o l d e r s  w h o  a r e  A l a s k a  f i s h e r m e n  a n d  f a r m e r s ,  a n d  o v e r  
$50,000,  COO t o  i t s  m e m b e r  s t o c k h o l d e r s  w h o  a r e  p r o c e s s o r s ,  a s  r e q u i r ­
e d  b y  t h e  L e g i s l a t u r e .  N o r  c o u l d  w e  h a v e  p r o v i d e d  e m p l o y m e n t
o p p o r t u n i t i e s  t o  A l a s k a n  w o r k e r s  w h o  c r e w  t h e  v e s s e l s ,  t i l l  t h e  
l a n d ,  o r  p r o c e s s  A l a s k a ' s  f i s h  a n d  f a r m  p r o d u c t s .

E v e n  i n  CFAE?‘ s  s h o r t  h i s t o r y ,  i t  h a s  f u l f i l l e d  t h e  i n t e n t  o f  
b r i n g i n g  i n  o u t s i d e  c a p i t a l  t o  f i n a n c e  o u r  f i s h e r m e n ,  f a r m e r s  a n d  
p r o c e s s o r s .  T o d a y ,  t h e  c o m m i t m e n t  of  t h e  B a n k s  f o r  C o o p e r a t i v e s  f a r  
e x c e e d s  t h a t  o f  t h e  o r i g i n a l  S t a t e  c o m m i t m e n t .  A d d i t i o n a l l y ,  w e  h a v e  
i n c r e a s e d  t h e  n e t  w o r t h  o f  t h e  C o o p e r a t i v e  b y  m o r e  t h a n  $4 m i l l i o n  
d u r i n g  t h a t  s a m e  s h o r t  p e r i o d .  We h a v e  i n  e x c e s s  o f  $40 m i l l i o n  i n  
p e n d i n g  l o a n  a p p l i c a t i o n s  a n d  f u l l y  e x p e c t  t o  e x c e e d  $300 m i l l i o n  i n  
l o a n s  t o  f i s h e r m e n ,  f a r m e r s  a n d  p r o c e s s o r s  b y  t h e  y e a r  1985.

A l a s k a  C o m m e r c i a l  F i z h i n f t  a n d  A g r i c u l t u r e  D a n k
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I n  t e s t i m o n y  b e f o r e  t h e  S t a t e  L e g i s l a t u r e  o n  s e v e r a l  o c c a s i o n s ,  
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  h a s  t e s t i f i e d  t h a t  t h e y  h a v e  a n  
e x c e l l e n t  r e l a t i o n s h i p  w i t h  CFAB a n d  h o l d  i t s  m a n a g e m e n t  a n d  
o p e r a t i o n s  i n  h i g h  r e g a r d .  T h e y  h a v e  r e m a r k e d  t h a t  t h e  p r o g r e s s
m a d e  b y  t h e  C o o p e r a t i v e  d u r i n g  i t s  b r i e f  p e r i o d  o f  o p e r a t i o n  h a s  
e x c e e d e d  t h e i r  e x p e c t a t i o n s  f o r  u s  a t  t h e  e n d  o f  f i v e  y e a r s .  I n  t h a t  
t e s t i m o n y ,  t h e y  p l a i n l y  s t a t e d  t h a t  t h e y  w o u l d  n o t  b e  a b l e  to l e n d  
to CFAB i f  w e  w e r e  n o t  a  p r i v a t e  c o o p e r a t i v e .  I f  CFAB w e r e  n o t  a  
p r i v a t e  c o o p e r a t i v e ,  i t  w o u l d  c e a s e  t o  b e  p a r t  o f  t h e  n a t i o n a l  
c o o p e r a t i v e  b a n k i n g  s y s t e m  a n d  h u n d r e d s  o f  m i l l i o n s  o f  d o l l a r s  
w o u l d  b e  l o s t  t o A l a s k a n  f i s h e r m e n  a n d  f a r m e r s .  I n  t h e i r  p l a c e ,  t h e  
L e g i s l a t u r e  w o u l d  h a v e  t o  f u n d  t h e  o p e r a t i o n s  o f  CFAB i n  t h e  -
a n n u a l  b u d g e t  d o c u m e n t  a n d  a l l o c a t e  t h o s e  m i l l i o n s  f o r  t h e  s a m e
l o a n s ,  t h u s  r e d u c i n g  t h e  f u n d s  a v a i l a b l e  t o  t h e  p e o p l e  o f  t h e  s t a t e  
f o r  e t h e r  p u r p o s e s  a n d  c o s t i n g  t h e m  m i l l i o n s  o f  d o l l a r s  i n  s u b s i d i e s .

O u r  b a s i c  i n s t r u c t i o n s  f r o m  t h e  G o v e r n o r ,  t h e  L e g i s l a t u r e ,  a n d  
t h e  c o n s u l t a n t s  a t  t h e  t i m e  o f  C F A B ' s  c r e a t i o n  w e r e  t o  f o r m  a
p r i v a t e ,  c o o p e r a t i v e  f i n a n c i a l  i n s t i t u t i o n .  I f  t h a t  i s  n o t  t h e  c a s e ,  
a s  y o u  s u g g e s t  b y  y o u r  c o m m e n t s  a n d  t h e  s t a n d a r d s  a p p a r e n t l y  
u s e d  i n  f o r m u l a t i n g  y o u r  a u d i t ,  t h e n  t h e  i n t e n t  o f  t h e  l e g i s l a t i o n  
c a n n o t  b e  c a r r i e d  o u t ,  o u t s i d e  f u n d s  c a n n o t  b e  b r o u g h t  i n  t o
b e n e f i t  f a r m e r s  a n d  f i s h e r m e n  t h r o u g h  CFAB,  a n d  t h e  L e g i s l a t u r e  
w i l l  b e  f o r c e d  t o  a p p r o p r i a t e  n e c e s s a r y  f u n d s  f r c r r  t h e  G e n e r a l
F u n d .  T h i s  vs i 11, o f  c o u r s e ,  p l a c e  t h e  S t a t e  d i r e c t l y  b a c k  i n t o  t h e  
l o a n  b u s i n e s s  a g a i n s t  t h e  w i s h e s  o f  t h e  L e g i s l a t u r e  a n d  t h e  f i n a n c i a l  
c o m m u n i t y .

T h e  L e g i s l a t u r e  a l s o  i n t e n d e d  t h a t  CFAB b e  a u d i t e d  a n d
r e q u i r e d  i n  t h e  o r i g i n a l  l e g i s l a t i o n  t h a t  t h e  b o a r d  o f  d i r e c t o r s  h a v e  
a n  a n n u a l  a u d i t  p e r f o r m e d  b y  o u t s i d e ,  i n d e p e n d e n t  a u d i t o r s ,  a n d  
t h a t  t h e  a u d i t  r e p o r t  b e  made- a v a i l a b l e  to t h e  G o v e r n o r ,  m e m b e r s  o f  
t h e  L e g i s l a t u r e ,  a n d  t h e  g e n e r a l  p u b l i c .  CFAB h a s  e m p l o y e d  t h e
n a t i o n a l  f i r m  o f  P r i c e  W a t e r h o u s e  & Co .  f o r  t h a t  p u r p o s e .  T h e y  h a v e  
c o m p l e t e d  a u d i t s  f o r  t h e  y e a r s  1979 a n d  1980. A c o p y  o f  t h e  1980 
r e p o r t  i s  a t t a c h e d .  T h i s  a u d i t  c l e a r l y  s h o w s  CFAB t o  b e  f o l l o w i n g  
p r o p e r  p r a c t i c e s  a n d  p r o c e d u r e s .

I n  d e t e r m i n i n g  p e r f o r m a n c e ,  o n e  m u s t  l o o k  a t  a c h i e v e m e n t s  
t o w a r d  a  s t a t e d  g o a l .  I n  i t s  b r i e f  h i s t o r y ,  C F A B ' s  a c h i e v e m e n t s  a r e  
m a n y .  A m o n g  t h e m  a r e :

1. E s t a b l i s h m e n t  o f  a  w e l l  o r g a n i z e d ,  s y s t e m a t i c a l l y  r u n
b u s i n e s s  w h i c h  i s  m a n a g e d  a c c o r d i n g  to g e n e r a l l y  a c c e p t e d
m a n a g e m e n t  p r a c t i c e s ,  i n c l u d i n g :
a .  S t a t e d  m i s s i o n ,  g o a l s ,  o b j e c t i v e s ,  a n d  a c t i o n  p l a n s ;
b .  C o m p l e t e  a n d  a c c u r a t e  a c c o u n t i n g  s y s t e m s ;
c .  D e t a i l e d ,  w r i t t e n  p o l i c i e s  a n d  p r o c e d u n  c o v e r i n g

t h e  w h o l e  o f  o u r  o p e r a t i o n ;
d .  C o m p l e t e  b u d g e t i n g  a n d  f i n a n c i a l  r e p o r t i n g  s y s t e m ;
e .  E m p l o y e e  p o l i c i e s ,  p a y  s c a l e s ,  j o b  d e s c r i p t  i o n s ,

a n d  e v a l u a t i o n  s y s t e m s ;

P a u i  V. H a r r i s
J u n e  12, 1981
P a g e  2
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J u n e  12, 1981
P a g e  3

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

£  t h e  C o o p e r a t i v e .

2. A c t i v e  i n v o l v e m e n t  o f  t h e  m e m b e r s  o f  t h e  B o a r d  o f  D i r e c t o r s  
i n  t h e  p o l i c y  d e v e l o p m e n t  a n d  c o n t r o l  o f  t h e  o r g a n i ­
z a t i o n ,  p l u s  a  h i g h  l e v e l  o f  a t t e n d a n c e  b y  t h o s e  m e m b e r s
a t  m e e t i n g s .

3.  D e v e l o p m e n t  o f  a  f u l l  a n d  p r o f e s s i o n a l  c a d r e  o f  a c c o u n t i n g ,  
l e g a l ,  i n s u r a n c e ' ,  t a x ,  a n d  m a n a g e m e n t  a d v i s o r s  o f  n a t i o n a l  
s t a t u r e .

4.  C o m p l e t i o n  o f  a  p r o c e d u r a l  a u d i t  b y  a  n a t i o n a l  f i r m  
o f  C P A s  u s i n g  b o t h  t h e i r  a u d i t o r s  a n d  m a n a g e m e n t  a d v i s o r y  
g r o u p s  to i n s u r e  t h e  c o n t i n u i t y  o f  o u r  p r o c e d u r a l  a n d  
c o n t r o l  s y s t e m s .  T h i s  f o r m  o f  a u d i t  i s  s c h e d u l e d  to 
b e  p e r f o r m e d  o n  a n  a n n u a l  b a s i s .

5.  D e v e l o p m e n t  o f  32 s p e c i a l i s t s  i n  v a r i o u s  a s p e c t s  o f  f i s h e r i e s  
f i n a n c e .  T h e s e  a d d  t o  a n  e x t r e m e l y  l i m i t e d ,  i f  n o t  a l m o s t  
n o n - e x i s t e n t ,  f i e l d  o f  e x p e r t i s e .

6.  O p e n i n g  f i v e  b r a n c h  o f f i c e s ,  o f f e r i n g  t h e  f u l l  s e r v i c e s  o f
t h e  C o o p e r a t i v e ,  i n  k e y  a r e a s  t h r o u g h o u t  t h e  s t a t e .  
B r a n c h e s  a r e  n o w  l o c a t e d  i n  K o d i a k ,  H o m e r ,  C o r d o v a ,  
K e t c h i k a n ,  a n d  S e a t t l e .

f  7.  M a i n t e n a n c e  o f  a n  a c t i v e  c a l l i n g  p r o g r a m  t o  a r e a s  o u t s i d e
^  o f  t h e  l o a c t i o n s  o f  o u r  e s t a b l i s h e d  o f f i c e s .

8 .  A t t r a c t i n g  a n d  f i n a n c i n g  n e a r l y  250 m e m b e r  s h a r e h o l d e r s
f r o m  g e o g r a p h i c a l l y  d i s p e r s e d  a r e a s  w i t h i n  t h e  s t a t e .

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

10. D e v e l o p m e n t  o f  c r e d i t  l i n e s  n e c e s s a r y  t o  m e e t  C F A B ' s
f i n a n c i a l  n e e d s  a n d  i t s  c o m m i t m e n t s  t o  m e m b e r s .

11. A c h i e v e m e n t  o f  m o r e  r a p i d  t u r n a r o u n d  o f  l o a n  a p p l i c a t i o n s .

12. A c h i e v e m e n t  o f  p r o f i t s  i n  e a c h  o f  i t s  a c c o u n t i n g  p e r i o d s  
d e s p i t e  e x p e n s i n g  a l  I o p e n i n g  a n d  o p e r a t i n g  c o s t s .  P r o f i t s  
f o r  t h e  f i r s t  q u a r t e r  o f  t h i s  f i s c a l  y e a r  a r e  $800,000.

13. R e t u r n  o f  p a t r o n a g e  d i v i d e n d s  e q u a l  l o  9 j  p e r c e n t  o f  
t h e  i n t e r e s t  p a i d  b y  m e m b e r s  d u r i n g  1980.

14. T h e  f i r s t  i n s t a l l m e n t  i n  t h e  r e t u r n  o f  t h e  S t a t e ' s  i n i t i a l  
c a p i t a l  i n v e s t m e n t  w a s  m a d e .

<
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P a g o  A

15. S u p p o r t  o f  a g r i c u l t u r e  a n d  f i s h e r i e s  d e v e l o p m e n t  t h r o u g h :
a .  s u p p o r t  o f  A-H a n d  F F A ;
b .  c r e a t i o n  o f  t h e  Y o u n g  A l a s k a  F a r m e r s  F i n a n c i n g

C o o p e r a t i v e  t o  p r o v i d e  f i n a n c i n g  f o r  y o u t h  a g r i c u l t u r a l  
p r o j e c t s ;

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

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

16. E n h a n c i n g  o t h e r  f i n a n c i a l  a g e n c i e s '  a b i l i t i e s  a n d  o p p o r t u n i ­
t i e s  t o  f i n a n c e  b o t h  f i s h e r i e s  a n d  a g r i c u l t u r e .  CFAB 
i s  c u r r e n t l y  f i n a n c i n g  t h e  c u s t o m e r s  o f  t h e  A g r i c u l t u r e  
R e v o l v i n g  L o a n  f u n d  d u r i n g  a  p e r i o d  i n  w h i c h  i t  i s  
o u t  o f  f u n d s ,  e n a b l i n g  f a r m e r s  t o  p l a n t  c r o p s  a n d  a d v a n c e  
p r o j e c t s  i n  t h e  c r i t i c a l  s u m m e r  m o n t h s .

We h a v e  a l s o  p r o v i d e d  t h e  n e c e s s a r y  a d d i t i o n a l  f u n d s  
a n d  c o n t r o l s  o f  c r e d i t  t o  a l l o w  o t h e r  A l a s k a  b a n k s  t o  
s a f e l y  b e c o m e  i n v o l v e d  w i t h  o r  c o n t i n u e  t h e i r  i n v o l v e m e n t  
w i t h  A l a s k a  p r o c e s s o r s .

17. A d d i n g  a  p o i n t  o f  f i n a n c i a l  p r o f e s s i o n a l i s m  t o  t h e  A l a s k a  
f i s h i n g  a n d  a g r i c u l t u r e  i n d u s t r i e s  t o  w h i c h  f o r e i g n  
a n d  " L o w e r  A8" f i n a n c i a l  i n s t i t u t i o n s  c a n  r e l a t e  a n d
o n  w h i c h  t h e y  c a n  r e l y .

I n  t h e  f o r m u l a t i o n  o f  y o u r  l e t t e r ,  y o u  h a v e  f a i l e d  t o  r e l a t e  
t o  s p e c i f i c  k e y  p o i n t s  a b o u t  C F A B ' s  o p e r a t i o n .  I t  i s  o w n e d  a n d
o p e r a t e d  b y  p r i v a t e  s h a r e h o l d e r s  w h o  b e a r  t h e  f u l l  r i s k  o f  i t s
o p e r a t i o n  a n d  w h o s e  i n v e s t m e n t s  a r e  s u b o r d i n a t e d  t o  t h o s e  o f  
t h e  S t a t e .  I t  i s  t h e s e  s h a r e h o l d e r s  w h o ,  b y  l a w ,  h a v e  t h e  m a n a g e ­
m e n t  a n d  c o n t r o l  o f  t h e  C o o p e r a t i v e .  M o n e y s  e x p e n d e d  b y  t h e  
C o o p e r a t i v e  i n  t h e  a c h i e v e m e n t  o f  i t s  b u s i n e s s  p u r p o s e s  a r e  n o t  
t h o s e  o f  t h e  S t a l e .  U n l i k e  a  S t a t e  o r  o t h e r  p u b l i c  b o d y ,  C F A B ' s  
e x p e n d i t u r e s  d o  n o t  r e p r e s e n t  a n  i r r e v o c a b l e  l o s s  o f  t h o s e  f u n d s  
t o  t h e  p e o p l e  o f  t h e  s t a t e .  E x p e n s e s  a r e  p a i d  b y  t h e  i n c o m e  o f
t h e  C o o p e r a t i v e  d e r i v e d  f r o m  i t s  o p e r a t i o n s  w h i c h ,  b y  d e f i n i t i o n  
a n d  f e d e r a l  t a x  l a w ,  a r e  t h e  p r o p e r t y  o f  t h e  m e m b e r  s t o c k h o l d e r s .  
CFAB i s  g o v e r n e d  n o t  o n l y  b y  t h e  s p e c i f i c  s t a t u t e  c r e a t i n g  i t ,  
b u t  a l s o  t h e  c o o p e r a t i v e  l a w s  o f  t h e  s t a t e  a n d  t h e  f e d e r a l  t a x
l a w  s p e c i f i c a l l y  d e a l i n g  w i t h  l e n d i n g  c o o p e r a t i v e s .  CFAB p a y s
f u l l  f e d e r a l  t a x e s ,  u n l i k e  a  S t a t e  a g e n c y  o r  d e p a r t m e n t .

We  a p p r e c i a t e  t h a t  p e r f o r m a n c e  of a n  a u d i t  o f  CFAB h a s
p o s e d  a  d i f f i c u l t  p r o b l e m  f o r  y o u .  W h i l e  s o m e w h a t  u n i q u e  t o  A l a s k a ,  
o r g a n i z a t i o n s  s u c h  a s  CFAB  a r e  w i d e s p r e a d  i n  P  • l o w e r  s t a t e s .  
T h e y  a r e  c e r t a i n l y  t h e  b u s i n e s s  o f  t h e  B a n k  f o r  C o o p e r a t i v e s
a n d  a r e  a m o n g  t h e  c l i e n t s  o f  o u r  CPA f i r m ,  P " i c e  W a t e r h o u s e  
& C o .  I n  f a c t ,  P r i c e  W a t e r h o u s e  i s  c o n s i d e r e d  t o  P e  a m o n g  t h e

t
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b e s t  i n  t h e  p r a c t i c e  o f  c o o p e r a t i v e  a c c o u n t i n g ,  m a n a g e m e n t  a n d  
t a x  p r a c t i c e .  I t  l i s t s  a m o n g  i t s  c l i e n t s  s o m e  o f  l a r g e r  c o o p e r a t i v e s
i n  t h e  U n i t e d  S t a t e s .  U s i n g  t h e i r  e x p e r i e n c e ,  a n d  w i t h  a  n u m b e r  
o f  c o m p a r i s o n s  t o  d r a w  f r o m ,  t h e y  h a v e  a u d i t e d  CFAB a n d  f o u n d
e v e r y t h i n g  t o  b e  i n  o r d e r  a n d  w i t h i n  t h e  c o n t e x t  o f  p r o p e r  o p e r a t i o n .

B e i n g  a  CPA y o u r s e l f ,  y o u  a r e  w e l l  a w a r e  o f  t h e  G e n e r a l l y
A c c e p t e d  A u d i t i n g  S t a n d a r d s  i m p o s e d  u p o n  m e m b e r s  o f  y o u r  p r o f e s s i o n .  
A m o n g  t h e s e  a r e  t h e  m a t t e r s  o f  r e l e v e n c e ,  m a t e r i a l i t y ,  a n d  c o n t e x t .
I t  a p p e a r s  t h a t  i t e m s  r e p o r t e d  i n  y o u r  l e t t e r  h a v e  b e e n  t a k e n
o u t  o f  c o n t e x t  a n d  i n c l u d e d  w i t h o u t  r e v i e w  a n d  f u l l  u n d e r s t a n d i n g
o f  t h e  c i r c u m s t a n c e s  s u r r o u n d i n g  t h e m .  T h e r e  i s  n o  s t a t e d  s t a n d a r d
o f  c o m p a r i s o n  u s e d  i n  t h e  d e t e r m i n a t i o n  o f  s i g n i f i c a n c e .

D e v e l o p m e n t  o f  y o u r  r e p o r t  o n  t h e  b a s i s  o f  i n a d e q u a t e  u n d e r ­
s t a n d i n g  o f  CFAB,  i t s  p u r p o s e s ,  a n d  t h e  r e q u i r e m e n t s  o f  o p e r a t i o n
i m p o s e d  u p o n  i t  c a u s e s  t h e  B o a r d  o f  D i r e c t o r s  o f  CFAB t r e m e n d o u s  
c o n c e r n .  P r e s e n t e d  i n  t h e  f a s h i o n  o f  y o u r  l e t t e r ,  w i t h o u t  s t a n d a r d s
o f  a c c e p t a b l e  c o m p a r i s o n ,  p r o v i d e s  t h e  p u b l i c  r e a d e r  n o  b a s i s
u p o n  w h i c h  t o  d r a w  j u d g m e n t .  T h i s  m a y  u n j u s t l y  t a r n i s h  t h e
r e p u t a t i o n  o f  M a n a g e m e n t  a n d  o f  t h e  m e m b e r s  o f  t h e  B o a r d ,  a s
w e l l  a s  d i m i n i s h  t h e  w i l l i n g n e s s  o f  s o m e  b o r r o w e r s  to d o  b u s i n e s s
w i t h  t h e  C o o p e r a t i v e .  I n  t u r n ,  t h e  p r i v a t e  s t o c k h o l d e r s  o f  CFAB 
w i l l  b e  i n j u r e d .

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

R e c o m m e n d a t i o n  No .  1 i s  a  g o o d  p o i n t  a n d  o n e  p r e v i o u s l y
r a i s e d  b y  o u r  C P A ' s  i n  t h e  c o u r s e  o f  c o m p l e t i n g  t h e i r  p r o c e d u r a l
a u d i t .  T h a t  p o i n t  h a s  b e e n  c o r r e c t e d  b o t h  b y  r e q u i r e m e n t  o f  b o r r o w e r -  
p r o v i d e d  i n s u r a n c e  a n d  b y  CFAB o b t a i n i n g  a  b l a n k e t  p o l i c y .

R e c o m m e n d a t i o n  No .  2 r e g a r d s  t h e  c o m p e n s a t i o n  o f  B o a r d
m e m b e r s  f o r  p e r  d i e m  e x p e n s e s .  T h e r e  i s  a n  a l t e r n a t e  t o  f i x e d
p e r  d i e m  p r o v i d e d  f o r  i n  t h e  r e g u l a t i o n s  p u r s u a n t  t o  w h i c h  CFAB 
h a s  e s t a b l i s h e d  i t s  p o l i c i e s  f o r  b o a r d  r e i m b u r s e m e n t .  We h a v e
a s k e d  o u r  a t t o r n e y s  t o  r e v i e w  t h a t  s e c t i o n  i n  t h e  c a s e  w e  h a v e
m i s i n t e r p r e t e d  t h e  d e t a i l s  o f  a p p l i c a t i o n .  I f  w e  f i n d  t h a t  w e  h a v e ,
w e  w i l l ,  n a t u r a l l y ,  c o r r e c t  p r o c e d u r e s  i n  t h e  f u t u r e .

I n  t h e  e v a l u a t i o n  o f  e x p e n s e s ,  o n e  m u s t  r e l a t e  t h e m  t o  t h e
m i s s i o n ,  g o a l s ,  o b j e c t i v e s ,  a n d  t h e  b u s i n e s s  f r a m e w o r k  i n  w h i c h
CFAB p e r a t e s .  W h i l e  CFAB h a s  i n i t i a l  i n v e s t m e n t  f u n d s  f r o m  t h e
S t a t e ,  i t  r e c e i v e s  n o  o t h e r  s u p p o r t  a n d  m u s t  r e p a y  t h e  S t a t e  w i t h i n
a  s p e c i f i e d  p e r i o d  o f  t i m e .  V i e w e d  a s  a  b e n e f i t  o n  t h e  o n e  s i d e ,  
i t  i s  a  l a r g e  f i n a n c i a l  o b l i g a t i o n  o n  t h e  o t h e r .  CFAB m u s t  d e v e l o p  
a n  o p e r a t i o n  c a p a b l e  o f  a t t r a c t i n g  t h e  h u n d r e d s  o f  m i l l i o n s  o f  
d o l  l a r s  f r o m  o u t s i d e  l e n d e r s  n e c e s s a r y  t o  f u l f i l l  i t s  m i s s i o n  a n d
P ’» r p o s e .  W h i l e  t h e  m i s s i o n  o f  p r o v i d i n g  l o a n s  t o  f i s h i n g  a n d
a g r i c u l t u r e  m a y  a p p e a r  t h e  s a m e  o s  t h o s e  g i v e n  t o  a  S t a t e  l o a n
p r o g r a m ,  o r  t o  AIDA,  t h e  r o a d  t o  t h e i r  a c c o m p l i s h m e n t  i s  m u c h
m o r e  c o m p l e x  g i v e n  t h e  l a c k  o f  S t a t e  f u n d i n g  o r  S t a t e  g u a r a n t e e s .

P a u l  V. H a r r i s
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I n  a d d r e s s i n g  t h e  m i s s i o n  i m p o s e d  b y  t h e  L e g i s l a t u r e  a n d  
i n  c r e a t i n g  t h e  o r g a n i z a t i o n  to m e e t  t h a t  m i s s i o n ,  t h e  B o a r d  o f  
D i r e c t o r s  h a s  e s t a b l i s h e d  p o l i c i e s ,  p h i l o s o p h i e s ,  a n d  p r o c e d u r e s  
w h i c h  i n s u r e  t h e  l o n g  t e r m  v i a b i l i t y  o f  t h e  o r g a n i z a t i o n .  T h i s
s a m e  o r g a n i z a t i o n  i s  e s t a b l i s h e d  to m e e t  t h e  s t a n d a r d s  a n d  t h e  
e x p e c t a t i o n s  o f  t h e  n a t i o n a l  a n d  i n t e r n a t i o n a l  f i n a n c i a l  c o m m u n i t i e s  
u p o n  w h i c h  w e  m u s t  r e l y  n o w  a n d  i n t o  t h e  f u t u r e .  I t  s h o u l d
b e  n o t e d  t h a t  CFAB n o w  h a s  c o r r e s p o n d e n t  r e l a t i o n s h i p s  w i t h
D e n m a r k ,  D a n i s h  b a n k s ,  a n d  N o r w e g i a n  f i n a n c i a l  i n s t i t u t i o n s ,  
a n d  i s  o p e n i n g  n e g o t i a t i o n s  w i t h  J a p a n e s e  a n d  C a n a d i a n  b a n k s ,  
a s  w e l l  a s  l a r g e  c o m m e r c i a l  b a n k s  i n  t h e  " L o w e r  A 8 . "

To e s t a b l i s h  i t s  s t a n d a r d s  o f  o p e r a t i o n ,  t h e  b o a r d  h a s
c l o s e l y  e x a m i n e d  t h e  s t a n d a r d s  o f  o t h e r  s i m i l a r  i n s t i t u t i o n s .  We 
h a v e  d e t e r m i n e d  t h a t  C F A B ' s  s t a n d a r d s  a r e  i n  a l l  c a s e s  w i t h i n  
c o m p a r a b l e  s t a n d a r d s ,  a s  a r e  i t s  e x p e n s e s .  Al l  e x p e n s e s  a r e
d e e m e d  n e c e s s a r y  t o  C F A B ' s  b u s i n e s s  p u r p o s e  a n d  a r e  a c c o r d i n g  
t o  b u d g e t s  e s t a b l i s h e d  i n  c o n j u n c t i o n  w i t h  M a n a g e m e n t .

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

A.  F u r n i t u r e ,  F i x t u r e s  a n d  L e a s e h o l d  I m p - o v e m e n t s

T h e  e x p e n s e s  o f  f u r n i s h i n g  t h e  e x e c u t i v e  o f f i c e s  o f  t h e  C o o p e r a ­
t i v e  a r e  i n  l i n e  w i t h  s i m i l a r  e x p e n s e s  a 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  a n d  o t h e r  f i n a n c i a l  i n s t i t u t i o n s .  N e i t h e r  t h e  c o s t
n o r  t h e  d e c o r  i s  i n c o n s i s t e n t  w i t h  t h e  s t a n d a r d s  o f  o t h e r  i n s t i t u t i o n s  
i n  A n c h o r a g e  o f  c o m p a r a b l e  s i z e .

T h e y  a r e  i n t e n d e d  to e s t a b l i s h  t h e  p r o p e r  d e c o r u m  a n d  t o
r e l a t e  t o  t h e  t y p e  o f  v i s i t o r  f r e q u e n t i n g  t h e  o f f i c e s .  T h e s e  i n c l u d e  
t r a d e  m i s s i o n s ,  a m b a s s a d o r s ,  p r e s i d e n t s  o f  l a r g e  c o r p o r a t i o n s ,  
a n d  e x e c u t i v e s  f r o m  a m o n g  t h e  i n t e r n a t i o n a l  f i n a n c i a l  c o m m u n i t y .  
W h i l e  S t e e l  C a s e  d e s k s  m a y  w e l l  s e r v e  t h e  n e c e s s a r y  b u s i n e s s
e n v i r o n m e n t  o f  a  p u b l i c  a g e n c y ,  t h e y  d o  n o t  s e r v e  t h e  d e m a n d s
of  t h i s  C o o p e r a t i v e .  D e c o r  o f  t h a t  n a t u r e  w o u l d  o n l y  s e r v e  t o
r e i n f o r c e  a  " p o o r  c o u n t r y  c o u s i n "  i m a g e .  I n  c r e a t i n g  t h e  o f f i c e
e n v i r o n m e n t ,  CFAB t o o k  g r e a t  c a r e  i n  i t s  d e s i g n  a n d  d e c o r a t i o n  
t o  m e e t  t h e  n e e d s  o f  i t s  m a n y  c a t a g o r i e s  o f  u s e r s .  I t  i s  d e s i g n e d
t o  b e  a  c o m f o r t a b l e  p l a c e  t o  w o r k  f o r  t h o s e  w h o  s p e n d  t h e  m a j o r i t y  
o f  t h e i r  d a y s  h e r e ;  a  r e l a x i n g ,  w a r m  p l a c e  t o  v i s i t  f o r  t h e  b o r r o w e r
w h o  i s  n o r m a l l y  i n t i m i d a t e d  b y  b a n k s  a n d  b a n k e r s ;  a n d  a  t a s t e f u l ,
p r o f e s s i o n a l  e n v i r o n m e n t  f o r  t h e  e x e c u t i v e  b u s i n e s s m a n .

A c a r e f u l  w a t c h  w a s  m a d e  o f  e x p e n s e s ,  a n d  a  g r e a t  d e a l
w a s  a c h i e v e d  b y  t h e  u s e  o f  h i g h l y  q u a l i f i e d  d e c o r a t o r s  w i t h  e x p e r ­
i e n c e  i n  o f f i c e  d e c o r .

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

Hau l  V. H a r r i s
J u n e  12, 1981
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T h e  J u n e a u  a p a r t m e n t  i s  w i d e l y  u s e d  b y  t h e  B o a r d  a n d  s t a f f  
o f  t h e  B a n k .  I t  w a s  o r i g i n a l l y  r e n t e d  d u r i n g  t h e  f o r m a t i o n  s t a g e s  
o f  t h e  C o o p e r a t i v e  d u r i n g  w h i c h  t i m e  t h e  B o a r d  a n d  t h e  s t a f f  
w e r e  s p e n d i n g  l a r g e  a m o u n t  o f  t i m e  o n  a  c o n t i n u i n g  b a s i s  i n  
J u n e a u .  I t  p r o v i d e d  a  m e e t i n g  p l a c e  a n d  p r o v e d  c o s t  b e n e f i c i a l
a g a i n s t  t h e  u s e  o f  h o t e l s .  R e t e n t i o n  o f  t h e  a p a r t m e n t  h a s  b e e n  
r e v i e w e d  p e r i o d i c a l l y  a n d  w i l l  b e  a g a i n  i n  t h e  f u t u r e .  H a v i n g  
d e c i d e d  t o  o p e n  o u r  S o u t h e a s t e r n  o f f i c e  i n  K e t c h i k a n ,  b u t  h a v i n g
n e e d  t o  c o n d u c t  b u s i n e s s  i n  J u n e a u  o n  a  r e g u l a r  b a s i s ,  i t  h a s
b e e n  d e t e r m i n e d  t h a t  CFAB r e q u i r e s  s o m e  f o r m  o f  p e r m a n e n t  l o c a t i o n
f r o m  w h i c h  t o  o p e r a t e  a n d  h o l d  m e e t i n g s  w h i l e  i n  t h a t  t o w n .  
T h e  c o m b i n a t i o n  o f  a p a r t m e n t  a n d  o f f i c e  s h o w e d  c l e a r l y  t o  b e
t h e  m o s t  e c o n o m i c a l  a l t e r n a t i v e  v e r s u s  r e n t i n g  a n  o f f i c e  o n  a  
p e r  s q u a r e  f o o t  b a s i s  a n d  u s i n g  h o t e . s .  T h e  w a l l p a p e r  i t s e l f  
w a s  h u n g  b y  s t a f f  a n d  v a r i o u s  i t e m s  o f  s p a r c e  d e c o r a t i o n  h a v e  
b e e n  c o n t r i b u t e d  b y  t h e  B o a r d  a n d  t h e  s t a f f .

B.  A r t w o r k

I t  s h o u l d  b e  n o t e d  t h a t  y o u  h a v e  l i s t e d  a l l ,  n o t  a  s a m p l e ,  
o f  t h e  a r t w o r k  p u r c h a s e d  b y  C FAB .  T h e  u s e  o f  t h e  w o r d  " S a m p l e "  
i s  e d i t o r i a l l y  m i s l e a d i n g .

T h e  a r t w o r k  i n  t h e  A n c h o r a g e  o f f i c e  w a s  p u r c h a s e d  o r  c o m m i s ­
s i o n e d  f r o m  l o c a l  a r t i s t s  t o  f i t  b o t h  t h e  d e c o r  a n d  t h e  o p e r a t i o n  
o f  t h e  o f f i c e .  T h e  e x p e n s e s  o f  t h e  w o r k s  a r e  c o n s i s t e n t  w i t h  t h e  
a r t  a n d  a r e  u n d e r  t h e  v a l u e  o f  t h e  p i e c e s  i n  t h e  p r e s e n t  m a r k e t .  
T h e  c o s t  o f  t h e  i n d i v i d u a l  w o r k s  d o e s  n o t  c o m e  c l o s e  t o  t h e  
c o s t  o f  t h e  w o r k s  c o n t a i n e d  i n  t h e  S t a t e  c o l l e c t i o n ,  s o m e  o f  w h i c h  
a d o r n  t h e  w a l l s  o f  l e g i s l a t i v e  o f f i c e s ,  n o r  i n  t h e  c o l l e c t i o n s  o f  o t h e r  
p r i v a t e  b u s i n e s s e s  i n  A l a s k a .  A l l  p i e c e s  i n  o u r  o f f i c e s  d e p i c t
a g r i c u l t u r e  o r  f i s h i n g ,  w i t h  A l a s k a  o v e r t o n e s .

C .  A u t o m o b i l e s

T r a n s p o r t a t i o n  i s  a  n e c e s s a r y  p a r t  o f  o u r  b u s i n e s s ,  a s
i t  i s  w i t h  m o s t .  No t  b e i n g  a  S t a t e  a g e r c y ,  CFAB d o e s  n o t  h a v e
a c c e s s  t o  S t a t e  p o o l  v e h i c l e s ,  n o r  w a s  s u c h  o  c e s s  i n t e n d e d .

I t  w i l l  b e  n o t e d  t h a t  t h e  c a r s  p u r c h a s e d  b y  t h e  C o o p e r a t i v e
a r e  s m a l l ,  e c o n o m y  v e h i c l e s  w h i c h  m e e t  t h e  d e m a n d s  o f  A l a s k a
c o n d i t i o n s .

P r o v i s i o n  o f  a u t o m o b i l e s  t o  m e m b e r s  o f  t h e  e x e c u t i v e  s t a f f ,  
b o t h  f o r  b u s i n e s s  a n d  p e r s o n a l  u s e ,  i s  a  n o r m a l  b u s i n e s s  p r a c t i c e  
a n d  o n e  n e c e s s a r y  t o  CFAB i f  i t  i s  to a t t r a c t  t h e  p e r s o n n e l  n e e d e d .
Yo u  w i l l  n o t e  t h a t  t h e  c a r  p r o v i d e d  t o  t h e  P r e s i d e n t  i s  n o t  t h e
h i g h  p r i c e d ,  l u x u r y  v e h i c l e  c u s t o m a r y  t o  p r e s i d e n t s  o f  o t h e r  A n c h o r ­
a g e  f i n a n c i a l  i n s t i t u t i o n s ,  b u t  r a t h e r  a  C h e v r o l e t  w i t h  a  m o n t h l y  
l e a s e  p a y m e n t  f a r  b e l o w  c o m p a r a b l e  c o s t s .  T h e  a u t o m o b i l e  p r o v i d e d  
f o r  t h e  u s e  o f  t h e  S e n i o r  V i c e  P r e s i d e n t - A d m i n i s t r a t i o n  i s  a l s o
a v a i l a b l e  f o r  g e n e r a l  B a n k  u s e  a n d  i s  a s s i g n e d  t o  h i m  i n  l i e u
o f  o t h e r  c o m p e n s a t i o n .  T h e  g a s o l i n e  o r o v i d c d  t o  t h e  S e n i o r  V i c e
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P r e s i d e n  t - C r e d i  t o n l y  p a r t i a l l y  o f f s e t s  t h e  l u x u r y  v e h i c l e  p r o v i d e d  
b y  h i s  p r e v i o u s  e m p l o y e r ,  a n o t h e r  A n c h o r a g e  b a n k .

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

D.  S a l a r y  a n d  B e n e f i t s

c

T h e  a t t r a c t i o n  a n d  r e t e n t i o n  o f  t h e  b e s t  p e o p l e  i s  d e e m e d
to b e  o f  v i t a l  i m p o r t a n c e  to t h e  b u s i n e s s  o f  t h e  C o o p e r a t i v e .  
I t  i s  a  h i g h l y  a c c e p t e d  b u s i n e s s  p r i n c i p a l  t h a t  p e o p l e  c a p i t a l  
i s  m o r e  i m p o r t a n t  t h a n  d o l l a r  c a p i t a l .  To  a t t r a c t  a n d  r e t a i n  t h e s e
p e o p l e  r e q u i r e s  t h a t  t h e  C o o p e r a t i v e  p r o v i d e  c o m p e t i t i v e  s a l a r i e s ,  
b e n e f i t s ,  w o r k i n g  c o n d i t i o n s ,  a n d  o p p o r t u n i t i e s .  I n  e s t a b l i s h i n g  
t h e s e  o e n e f i t s ,  t h e  B o a r d  a n n u a l l y  r e v i e w s  t h e  m a r k e t ,  b o t h  i n  
A l a s k a  a n d  i n  t h e  " L o w e r  48" ,  to d e t e r m i n e  l e v e l s  a n d  t r e n d s .

I t  s h o u l d  b e  n o t e d  t h a t  CFAB p a y s  t h e  f u l l  c o s t  o f  t h e  P ER S
c o v e r a g e ,  i n c l u d i n g  a n  a l l o c a t i o n  f o r  a d m i n i s t r a t i o n .  No c o s t  
i s  b o r n e  b y  t h e  S t a t e .  C F A B ' s  i n v o l v e m e n t  w i t h  P E R S  a n d  o t h e r
S t a t e  b e n e f i t  p r o g r a m s  w ’ ll b e  d e l e t e d  w i t h  p a s s a g e  o f  c u r r e n t  
l e g i s l a t i o n  s u p p o r t e d  b y  t h e  B o a r d .

T h e  b o n u s  p r o g r a m  h a s  b e e n  w i d e l y  c o v e r e d  a n d  e x p l a i n e d
i n  d e t a i l ,  n o t  o n l y  t o  t h e  B u d g e t  a n d  A u d i t  C o m m i t t e e  o f  t h e
L e g i s l a t u r e ,  b u t  a l s o  t o  a l l  S e n a t o r s  a n d  H o u s e  m e m b e r s .  I t  h a s
p r o v e n  t o  b e  a n  e f f e c t i v e  t o o l  r e s u l t i n g  i n  r a p i d  . a c c o m p l i s h m e n t  
o f  g o a l s  a n d  o b j e c t i v e s .  B o n u s e s  a r e  p a i d  f o r  p r o d u c t i v i t y ,  n o t  
f o r  t h e  m e r e  o c c u p a t i o n  o f  s p a c e .  I n  w i d e l y  r e a d  c o v e r a g e  o f
CFAB p a y  a n d  b o n u s  p r o g r a m s ,  t h e  A n c h o r a g e  T i m e s  r e p o r t e d  
t h a t  C F A B ' s  r e m u n e r a t i o n  t o  e m p l o y e e s ,  i n c l u d i n g  b o n u s e s ,  w a s  
n o t  o u t  o f  l i n e  w i t h  i n d u s t r y  s t a n d a r d s .

b u s i n e s s  
o f  m o s t  
i n c l u d e  
i t e r n s .

S t a f f  r o o m  e x p e n s e s  f o r  c o f f e e ,  t e a ,  e t c .  a r e  c o m m o n  f o r  
a n d  a  c o m m o n  c o u r t e s y  e x t e n d e d  t o  v i s i t o r s  a n d  s t a f f  

b u s i n e s s e s  a n d  e v e n  s o m e  S t a t e  o f f i c e s .  T h e  f i g u r e s  q u o t e d  
s t o c k i n g  o f  c u p s ,  p l a t e s ,  a n d  o t h e r  n e c e s s a r y  k i t c h e n

T i c k e t s  t o  t h e  R e p e r t o r y  T h e a t r e  w e r e  e r r o n e o u s l y  l i s t e d  
u n d e r  b e n e f i t s  a n d  s h o u l d  h a v e  b e e n  p o s t e d  t o  e n t e r t a i n m e n t . 
W h i l e  l i s t e d  u n d e r  o n e  e m p l o y e e  n a m e ,  t h e y  a r e  u s e d  b y  o t h e r  
m e m b e r s  o f  t h e  s t a f f  t o  e n t e r t a i n  c u s t o m e r s ,  c o n s u l t a n t s ,  a n d  
o t h e r  v e n d o r s ,  a s  w e l l  a s  s u p p o r t  t h e  t h e a t r e .  I f  y o u  w i l l  c h e c k  
t h e  l i s t  o f  d o n o r s  a n d  t i c k e t  h o l d e r s  t o  t h e  R e p  a n d  o t h e r  p e r f o r m i n g  
a r t s ,  y o u  w i l l  f i n d  a  l a r g e  p o r t i o n  o f  p a t r o n a g e  c o m e s  f r o m  b u s i ­
n e s s e s .

A C h r i s t m a s  p a r t y  i s  a l s o  a  n o r m a l  e v e n t  i n  t h e  p r i v a t e  
s e c t o r .  CFAB a l s o  u s e s  t h e  o c c a s i o n  t o  t h a n k  p a r t i c u l a r  v e n d o r s ,  
c o n s u l t a n t s ,  a n d  s u p p l i e r s ,  a s  w e l l  a s  t h e  s p o u s e s  o f  e m p l o y e e s
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w h o m  w e  f e e l  c o n t r i b u t e  t o  t h e  o r g a n i z a t i o n . F a c i l i t i e s  a v a i l a b l e
t o  a c c o m m o d a t e  g r o u p s  o f  a n y  s i z e  a r e  l i m i t e d  i n  A n c h o r a g e  a n d
n e v e r  i n e x p e n s i v e .  T h e  c o s t  o f  t h e s e  C h r i s t m a s  p a r t i e s  i s  p a r t  
o f  t h e  o v e r a l l  e m p l o y e e  r e l a t i o n s  p r o g r a m  w h i c h  h a s  p r o v i d e d  
t h e  C o o p e r a t i v e  w i t h  m e a s u r a b l e  a n d  h i g h  l e v e l s  o f  a c h i e v e m e n t .  
C o m p a r i s o n  w i t h  o t h e r  f i n a n c i a l  i n s t i t u t i o n s  w o u l d  r e v e a l  t h a t
n e i t h e r  t h e  f u n c t i o n  n o r  t h e  p e r  p e r s o n  c o s t  i s  o u t  o f  l i n e .

I n  t h e  l a s t  p a r a g r a p h  o f  t h i s  s e c t i o n ,  y o u  h a v e  l i s t e d  o t h e r
s t a f f  b e n e f i t s  o f  $6,076 a n d  o t h e r  p e r s o n n e l  e x p e n s e s  o f  $13,810.
I n  t h e  f o r m e r  f i g u r e ,  y o u  h a v e  d o u b l e  c o u n t e d  a n  a c c r u a l  o f
$4,551 f o r  t h e  p r e v i o u s l y  l i s t e d  C h r i s t m a s  d i n n e r  a n d  $345 f o r  
t i c k e t s  t o  t h e  R e p e r t o r y  T h e a t r e ,  a l s o  p r e v i o u s l y  m e n t i o n e d .  
Of  t h e  l a t t e r ,  t h e  m a j o r i t y  d o e s  n o t  r e p r e s e n t  d i n n e r s  w i t h  i n t e r ­
v i e w e e s  a n d  s t a f f ,  b u t  r a t h e r  t h e  e x p e n s e s  o f  b r i n g i n g  p e o p l e  
t o  A n c h o r a g e  f o r  i n t e r v i e w s ;  i n c l u d i n g  h o t e l ,  m e a l s ,  c a r  r e n t a l s ,
e t c .  N a t u r a l l y ,  s o m e  o f  t h e  n a m e s  a p p e a r i n g  i n  t h o s e  p o s t i n g s  
w i l l  n o w  a p p e a r  a s  e m p l o y e e s .  A l s o  i n c l u d e d  a r e  a  f e w  d i n n e r s  
i n c l u d i n g  e m p l o y e e s  a n d  p r i m a r i l y  i n v o l v e  o u r  b r a n c h  s t a f f s  w h i l e  
i n  A n c h o r a g e  f o r  l o a n  p r e s e n t a t i o n s ,  t r a i n i n g ,  e t c .  I f  y o u  w o u l d
h a v e  t h e  o p p o r t u n i t y  t o  e x a m i n e  t h e  e x p e n s e s  o f  o t h e r  b u s i n e s s e s ,  
y o u  w o u l d  f i n d  t h a t  i t  i s  c o m m o n  t o  c a r r y  o n  b u s i n e s s  o v e r  l u n c h  
i f  i t  i n v o l v e s  s o m e t h i n g  b e t t e r  d i s c u s s e d  a w a y  f r o m  t h e  o f f i c e
o r  t h e  p r e s s  o f  t h e  d a y ' s  s c h e d u l e  a l l o w s  o n l y  t h a t  t ;m e .

E .  R e n t

H e r e ,  t oo ,  y o u  h a v e  f a i l e d  c o m p l e t e l y  t o  d r a w  c o m p a r i s o n s  
o r  t o  c o n s i d e r  t h e  f u l l  c o s t s  o f  a n  o f f i c e .  I n  c o m m e n t i n g  u p o n
t h e  c o s t  o f  t h e  o f f i c e  s p a c e  ( a ' s o  m e n t i o n e d  i n  o u r  a n n u a l  r e p o r t )
y o u  h a v e  n o t  m e n t i o n e d  t h e  c o s t  o f  c o m p a r a b l e  s p a c e  i n  A n c h o r a g e  
o r  w i t h i n  t h e  s a m e  b u i l d i n g .  I n  m a k i n g  t h a t  c o m p a r i s o n ,  o n e
m u s t  a l s o  c o n s i d e r  a  n u m b e r  o f  f a c t o r s .  F i r s t  i s  t h e  c o s t  o f  m a k i n g
n e c e s s a r y  t e n a n t  i m p r o v e m e n t s  s u c h  a s  w a l l s  a n d  w i r i n g .  S e c o n d  
a r e  t h e  i n d u c e m e n t s  o f f e r e d  b y  t h e  l a n d l o r d  t o  o b t a i n  t h e  l e a s e .
T h i r d  i s  t h e  e x t r a  c o s t  o f  o c c u p a n c y  s u c h  a s  e s c a l a t o r  c l a u s e s ,
u t i l i t i e s ,  a n d  s e r v i c e s .  A n d  o f  e q u a l  i m p o r t a n c e  i s  t h e  a v a i l a b i l i t y
o f  e x p a n s i o n  s p a c e  d u r i n g  t h e  c o u r s e  o f  t h e  l e a s e .

A f t e r  l o o k i n g  a t  a  n u m b e r  o f  b u i l d i n g s  i n  A n c h o r a g e  a n d
r e c e i v i n g  b i d s  f r o m  s e v e r a l ,  t h e  a c t u a l  c o s t  o f  o u r  p r e s e n t  l o c a t i o n
w a s  n o t  o n l y  c h e a p e r  t h a n  t h e  a l t e r n a t i v e s ,  b u t  a l s o  o f f e r e d
m a n y  s i d e  b e n e f i t s ,  s u c h  a s  c e n t r a l  l o c a t i o n  t o  s t a f f ;  a d e q u a t e ,
f r e e  p a r k i n g  f o r  s t a f f  a n d  m e m b e r s ;  c l o s e  p r o x i m i t y  t o  o u r  C PA s ,
a t t o r n e y s ,  a n d  i n s u r a n c e  b r o k e r s  w h o  a r e  c o n t a c t e d  o n  a  f r e q u e n t
b a s i s ;  a n d  e a s e  o f  f i n d i n g  t h e  l o c a t i o n  f o r  o u r  m e m b e r s  a n d  o t h e r
v i s i t o r s .  E v e n  s o m e  S t a t e  a g e n c i e s ,  s u c h  a s  F i s h  a n d  G a m e ,  p a y
m u c h  h i g h e r  r e n t .  T h e  f o r e c a s t e d  c o s t  o f  a  S t a t e  o f f i c e  b u i l d i n g
i s  c o n s i d e r a b l y  h i g h e r  t h a n  t h e  f i g u r e  q u o t e d .  On? s h o u l d  c a u t i o n
t h a t  t h e  d i s c l o s u r e  o f  T h i s  r e n t  f i g u r e  i s  a  v i o l a t i o n  o f  o u r  a g r e e m e n t  
w i t h  t h e  l a n d l o r d ,  a s  r e n t s  i n  t h e  b u i l d i n g  a r e  n o t  t h e  s a m e
f o r  a l l  t e n a n t s .
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I n  d e s c r i b i n g  t h e  q u a r t e r s  a n d  a p p o i n t m e n t s ,  p a r t i c u l a r l y
i n  o u r  k i t c h e n e t t e s ,  y o u  h a v e  f o r g o t t e n  t o  a s k  q u e s t i o n s  t h a t
w o u l d  h a v e  p u t  m a n y  p o i n t s  i n t o  p e r s p e c t i v e .  F o r  e x a m p l e ,  w e
h a v e  d o u b l e d  t h e  o f f i c e  s p a c e  s i n c e  o p e n i n g  a n d ,  i n  s o  d o i n g ,
t o o k  o v e r  t h e  o f f i c e  s p a c e  p r e v i o u s l y  o c c u p i e d  n e x t  t o  u s .  T h a t  
t e n a n t  h a d  a  k i t c h e n e t t e  a l s o ,  w h i c h  w e  h a v e  c o n v e r t e d  i n t o  a
m u c h  n e e d e d  s e c o n d  c o n f e r e n c e  r e a .  T h e  c o s t  t o  r e m o v e  t h e  p r e v i o u s l y  
i n s t a l l e d  a p p l i a n c e s  e x c e e d e d  t h e  c o s t  o f  r e t a i n i n g  t h e m .  D u e
to t h e  c o s t  b e n e f i t  a n d  t h e  c o n v e n i e n c e  o f  t h e  f a c i l i t y  t o  t h e
s t a f f  a n d  c l i e n t s  o n  t h a t  s i d e  o f  t h e  b u i l d i n g ,  t h e y  w e r e  l e f t .
A d d i t i o n a l l y ,  t h e  t a b l e  i n  t h a t  c o n f e r e n c e  r o o m  i s  n o t  n a t u r a l
o a k ,  b u t  r a t h e r  f o r m i c a  i n  a n  o a k  p a t t e r n ,  a s  a r e  a l l  o f  t h e
d e s k s  i n  t h e  a r e a .

I f  y o u  h a d  s u r v e y e d  t h e  b u i l d i n g ,  y o u  w o u l d  h a v e  f o u n d
t h e  k i t c h e n e t t e s  t o  b e  c o m m o n  i n  t h e  b u i l d i n g  a n d  e q u i p p e d  s i m i l a r l y  
t o  o u r s .  A s  c a n  b e  s e e n  f r o m  t h e  o n e  t a k e n  o v e r  a n d  n o w  u s e d
a s  a  c o n f e r e n c e  r o o m ,  m a n y  a r e  l a r g e r  t h a n  t h e  o n e  m i s t a k e n l y  
l i s t e d  a s  t h e  e x e c u t i v e  k i t c h e n .  F u r t h e r m o r e ,  i f  y o u  h a d  o b s e r v e d  
o t h e r  f l c o r s  o f  t h e  b u i l d i n g  d u r i n g  t h e  l a s t  t h r e e  a n d  o n e  h a l f  
m o n t h s ,  i t  w o u l d  h a v e  b e e n  n o t i c e d ,  e v e n  c a s u a l l y ,  t h a t  o a k
i s  t h e  s t a n d a r d  m a t e r i a l  u s e d  i n  a l l  t r i m ,  e l e v a t o r s ,  c a b i n e t r y ,  
a n d  o t h e r  w o o d  s u r f a c e s  i n  t h e  b u i l d i n g .  I t  i s  a  s t a n d a r d  e s t a b l i s h e d  
a r c h i  t e c t u a l I y .

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

F .  D i r e c t o r s  F e e s

D i r e c t o r s  f e e s  a r e ,  b y  l a w ,  l e f t  t o  t h e  d i s c r e t i o n  o f  t h e
B o a r d  o f  D i r e c t o r s .  C F A B ' s  B o a r d  c o m p a r e d  c o m p e n s a t i o n  p a i d  
f o r  o t h e r  p r i v a t e  b o a r d s  a n d  e v e n  s o m e  S t a t e  b o a r d s ,  s u c h  a s  
t h e  P e r m a n e n t  F u n d .  A l s o ,  i n  t h e  c o n s i d e r a t i o n  w a s  t h e  a m o u n t
o f  t i m e  n e c e s s a r y  t o  c o m p l e t e  t h e  B o a r d  f u n c t i o n  ( t w o  d a y s  e a c h  
m o n t h  f o r  r e g u l a r  m e e t i n g s )  a n d  t h e  l o s t  t r a v e l  t i m e  o f  o n e  d a y  
e a c h  w a y  f o r  t h e  m a j o r i t y  o f  m e m b e r s .  You  s h o u l d  h a v e  a l s o  f o u n d
t h a t  t h e  B o a r d  s p e n d s  c o n s i d e r a b l e  t i m e  o u t s i d e  t h e  r e g u l a r  b o a r d
m e e t i n g s  o n  b e h a l f  o f  t h e  C o o p e r a t i v e .  R a l e s  f o r  t h i s  t i m e  w e r e  
c o m p a r e d  t o  c o n s u l t a n t  t i m e  r a t e s  a n d  t h e  d a i l y  m e e t i n g  r a t e .  
C l o s e r  Q u e s t i o n i n g  w o u l d  h a v e  r e v e a l e d  t h a t  i n d i v i d u a l  B o a r d
m e m b e r s  b i l l  o n l y  a  f r a c t i o n  o f  t h e  t i m e  t h e y  s p e n d .

You  h a v e  l i s t e d  a s  s i g n i f i c a n t  t h e  f a c t  t h a t  o n e  m e m b e r
r e c e i v e d  $12,430 i n  c o n s u l t i n g  a n d  o r g a n i z a t i o n  f e e s  d u r i n g  a n
18 m o n t h  p e r i o d .  You  a r e  r e f e r r i n g  t o  t h e  p r e v i o u s  C h a i r m a n  
o f  t h e  B o a r d .  D u r i n g  t h e  e a r l y  o r g a n i z a t i o n  p e r i o d  o f  t h e  C o o p e r a t i v e ,  
t h e  B a n k  h a d  l i m i t e d  s t a f f  a n d  t h o s e  i t  d i d  h a v e  w e r e  u n f a m i l i a r  
v \ ' t h  m u c n  o f  t h e  w o r k i n g s  o f  t h e  A l a s k a  b u s i n e s s  s y s t e m .  T h i s
i n d i v i d u a l ,  a t  t h e  r e q u e s t  o f  t h e  B o a r d ,  d e v o t e d  c o u n t l e s s  h o u r s  
t o  t h e  o r g a n  i z a t  i o n a  I e f f o r t s  a n d  b r o u g h t  t o  t h e  t a s k  k n o w l e d g e  
a n d  e x p e r i e n c e  n o t  e l s e w h e r e  a v a i l a b l e  i n  t h e  o r g a n i z a t i o n .  H i s
r e g u l a r  b u s i n e s s  i s  t h a t  o f  a  c o n s u l t a n t ,  t o g e t h e r  w i t h  o t h e r
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p a r t n e r s ,  a n d  h i s  i n c o m e  d e p e n d e n t  u p o n  h o u r l y  b i l l i n g s .  He
c o u l d  n o t  a f f o r d  t o  d e v o t e  t h e  t i m e  r e q u i r e d  w i t h o u t  p r o p e r  b i l l i n g  
n o r  w o u l d  h i s  b u s i n e s s  p a r t n e r s  h a v e  a l l o w e d  i t .  T h e  t i m e  b i l l e d
w a s  s u b s t a n t i a l l y  b e l o w  t h a t  a p p l i e d  a n d  t h e  r a t e s  b e l o w  t h o s e  c h a r g e d  
b y  o t h e r  c o n s u l t a n t s  a n d  p r o f e s s i o n a l s  e m p l o y e d  b y  t h e  o r g a n i z a t i o n .

G.  T r a v e l ,  L o d g i n g  a n d  M e a l s

F o r e i g n  t r a v e l  i s  a  n e c e s s a r y  p a r t  o f  C F A B ' s  b u s i n e s s .
We d e a l  w i t h  i n t e r n a t i o n a l l y  t r a d e d  c o m m o d i t i e s ,  b o t h  i n  f i s h e r i e s  
a n d  a g r i c u l t u r e .  L i k e w i s e ,  o u r  m e m b e r s  h a v e  i n t e r n a t i o n a l l y  r e l a t e d  
f i n a n c i a l  t r a n s a c t i o n s .  M a r k e t s  a n d  p r a c t i c e s  i n  o t h e r  p a r t s  o f  
t h e  w o r l d  h a v e  d i r e c t  i m p a c t  u p o n  t h e  f i n a n c i a l  w e l l  b e i n g  o f  
o u r  s t o c k h o l d e r s .

CFAB h a s  c o r r e s p o n d e n t  r e l a t i o n s h i p s  i n  S c a n d a n a v i a ,  h a s  
p u r c h a s e d  e q u i p m e n t  t o  a i d  A l a s k a ' s  f a r m i n g  c o m m u n i t y  f r o m  
D e n m a r k ,  a n d  i s  b e g i n n i n g  n e g o t i a t i o n s  w i t h  o t h e r  f o r e i g n  b a n k s .
T h e s e  r e l a t i o n s h i p s  a r e  u s e d  n o t  o n l y  to p r o v i d e  n e c e s s a r y  c r e d i t
i n f o r m a t i o n  o n  r e c e i v a b l e s  f i n a n c e d ,  b u t  a r e  e x p e c t e d  t o  r e s u l t
i n  l i n e s  o f  c r e d i t  e n h a n c i n g  o u r  l e n d i n g  a b i l i t i e s .  P r o v i s i o n  o f  
k n o w l e d g e a b l e  a n d  c o m p l e t e  l e n d i n g  s e r v i c e s  t o  A l a s k a n  f i s h e r m e n
a n d  f a r m e r s  c a n n o t  b e  a c c o m p l i s h e d  w i t h o u t  d e v e l o p m e n t  o f  a  
w i d e  r a n g e  o f  i n t e r n a t i o n a l  c o n t a c t s .

You  w i l l  f i n d  t h a t  o t h e r s  o n  t h e  t r i p s  l i s t e d  i n c l u d e d  r e p r e s e n ­
t a t i v e s  o f  S t a t e  g o v e r n m e n t  a n d  p r i v a t e  e n t e r p r i s e .  Y o u  s h o u l d  
a l s o  n o t e  t h a t  t h e  a g r i c u l t u r e  t r i p  t o  D e n m a r k  w a s  a t  D e n m a r k ' s  
i n v i t a t i o n  a n d  m o s t  w e r e  e x p e n s e s  f o r  t h e i r  a c c o u n t .  F u r t h e r
e x a m i n a t i o n  o f  o t h e r  p r i v a t e  a n d  g o v e r n m e n t  d e p a r t m e n t s  w i l l  
r e v e a l  a  w i d e  r a n g e  o f  f o r e i g n  t r a v e l .  T h e  s i g n i f i c a n c e  o f  i n t e r ­
n a t i o n a l  m a r k e t s  t o  A l a s k a  i s  e v i d e n c e d ,  i n  p a r t ,  b y  t h e  f a c t  
t h a t  t h e  S t a t e  i t s e l f  k e e p s  t w o  f u l l y  s t a f f e d  o f f i c e s  o v e r s e a s ,  
a n d  i s  c o n s i d e r i n g  a  t h i r d .

I t  i s  t h e  p o l i c y  o f  t h e  C o o p e r a t i v e  t o  a l l o w  t r a v e l  e x p e n s e s  
f o r  s p o u s e s  i f  t h e  f u n c t i o n s  a t t e n d e d  n o r m a l l y  i n c l u d e  s p o u s e s  
a s  a  p a r t  o f  t h e  a c t i v i t i e s .  Yo u  w i l l  f i n d  t h i s  t o  b e  a  s i m i l a r  
p r a c t i c e  a m o n g  m o s t  A n c h o r a g e  b a n k s ,  o t h e r  b u s i n e s s e s ,  a n d  t h e  
B a n k  f o r  C o o p e r a t i v e s .

You  h a v e  m i s t a k e n l y  l i s t e d  a  m i n o r  a m o u n t  o f  $376 a s  a n
e x p e n s e  o f  a  f o r m e r  t r i p .  I t  i s  a  p r e p a y m e n t  o f  t h e  M u n i c h  
I n t e r n a t i o n a l  F i s h e r i e s  C o n f e r e n c e  to b e  h e l d  t h i s  O c t o b e r .  T h a t  
c o n f e r e n c e  w i l l  b e  a t t e n d e d  b y  v a r i o u s  o f  o u r  p r o c e s s i n g  m e m b e r s ,  
a s  w e l l  a s  t h e  A l a s k a  S e a f o o d  M a r k e t i n g  I n s t i t u t e .  Y o u  m i g h t  
a l s o  b e  i n t e r e s t e d  t o  k n o w  t h a t  t h e  A l a s k a n s  a t t e n d i n g  t h e  p r e v i o u s  
c o n f e r e n c e  w e r e  h i g h l y  a p p r e c i a t i v e  o f  o u r  a t t e n d a n c e  a n d  r e m a r k e d  
t h a t  CFAB w a s  t h e  f i r s t  A l a s k a  f i n a n c i a l  i n s t i t u t i o n  t o  s h o w  s u f ­
f i c i e n t  i n t e r e s t  i n  b e c o m i n g  f u l l y  i n v o l v e d  i n  l e a r n i n g  t h e  i n d u s t r y .

T h e  S e n i o r  V i c e  P r e s i d o n t - A d m i n i s t r a t i o n  m a d e  o n l y  o n e  t r i p  
t o  E n g l a n d .  He  wa r .  a c c o m p a n i e d  b y  t h e  V i c e  P r e s i d e n t  o f  B r a n c h
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A d m i n i s t r a t i o n  w h o  i s  a l s o  a  v e s s e l  s u r v e y o r .  T h e y  w e r e  i n  L o n d o n  
t o  v i s i t  t h e  v a r i o u s  d e p a r t m e n t s  o f  L l o y d s  o f  L o n d o n ,  w h i c h  i s  
t h e  m a j o r  i n s u r e r  o f  v e s s e l s  i n  A l a s k a .  I n  a d d i t i o n  t o  l e a r n i n g  
a b o u t  t h e  i n t r i c a c i e s  o f  v e s s e l  i n s u r a n c e ,  t h e y  a l s o  i n v e s t i g a t e d  
p o s s i b l e  c r i t e r i a  f o r  c e r t i f y i n g  v e s s e l  s u r v e y o r s ,  a s  w e l l  a s  w a y s  
i n  w h i c h  t h e  r i s k  o f  A l a s k a  f i s h e r i e s  a s  p e r c e i v e d  b y  L l o y d s  
m i g h t  b e  d i m i n i s h e d .  T h i s  w o u l d  r e s u l t  i n  s u b s t a n t i a l  s a v i n g s  
t o  o u r  f i s h e r i e s  m e m b e r s .  C o m p e t e n c e  i n  b o t h  i n s u r a n c e  a n d  v e s s e l  
v a l u a t i o n  i s  a  v i t a l  p a r t  o f  o u r  b u s i n e s s .

D i n n e r s

I n  l i s t i n g  48 d i n n e r s  o v e r  $100, y o u  h a v e  n o t  c o n s i d e r e d  
t h e  n u m b e "  o f  p e o p l e  i n v o l v e d ,  t h e  p u r p o s e s  o f  t h e  d i n n e r s ,  o r  
t h e  r e l a t i o n s h i p  o f  t h o s e  e n t e r t a i n e d  t o  t h e  b u s i n e s s .  You  a l s o
s e e m  t o  m i s s  t h e  p r i c e s  c h a r g e d  b y  t h e  a v e r a g e  d i n n e r  h o u s e  
i n  A n c h o r a g e  t h a t  i s  c o n d u c i v e  t o  a  b u s i n e s s  d i s c u s s i o n .  I n  f a c t ,  
i t  i s  o n e  o f  t h e  i t e m s  t h a t  r a n k s  a m o n g  t h e  m o r e  s u b s t a n t i a l  
c o s t  o f  l i v i n g  d i f f e r e n c e s  b e t w e e n  A n c h o r a g e  a n d  e l s e w h e r e .

A l l  d i n n e r s  y o u  h a v e  l i s t e d  w e r e  i n  t h e  n o r m a l  c o u r s e  o f  
b u s i n e s s  a n d  i n v o l v e d  a  d e f i n e d  b u s i n e s s  p u r p o s e .  M o s t  o f  t h e
t e n  d i n n e r s  y o u  h a v e  l i s t e d  s h o u l d  b e  s e l f  e x p l a n a t o r y  g i v e n  
t h e  p e o p l e  a t t e n d i n g .  W i t h o u t  m o r e  d e t a i l e d  r e f e r e n c e  t o  d a t e s ,  
i t  i s  i m p o s s i b l e  t o  d e s c r i b e  e a c h  o n e .  H o w e v e r ,  s i n c e  s u c h  d i n n e r s  
a r e  n o t  t h a t  c o m m o n  a n  o c c u r r e n c e ,  I c a n  c l a r i f y  s p e c i f i c  o c c a s i o n s  
t o  h e l p  y o u  f u r t h e r  u n d e r s t a n d  o u r  b u s i n e s s .  I w i l l  r e f e r  t o  t h e m  
b y  t h e  n u m b e r  y o u  h a v e  a s c r i b e d .

1. T h i s  w a s  a  d i n n e r  t h a t  i n v o l v e d  t h e  V i c e  P r e s i d e n t -  
B r a n c h  A d m i n i s t r a t i o n  w h o  h a d  b e e n  o f f e r e d  t h e  j o b
i n  A n c h o r a g e ,  b u t  h a d  n o t  y e t  a c c e p t e d .  He  w a s  i n
A n c h o r a g e  t o  l o o k  o v e r  t h e  a r e a  w i t h  h i s  s p o u s e  a n d  
l o o k  f o r  a v a i l a b l e  h o u s i n g .  R a i s e d  i n  C o r d o v a ,  b o t h  
h e  a n d  h i s  w i f e  w e r e  u n s u r e  o f  t h e  m o v e  a n d  w a n t e d  
t o  b e c o m e  m o r e  c o m f o r t a b l e  w i t h  t h e  b u s i n e s s  c l i m a t e
o f  t h e  A n c h o r a g e  o f f i c e .  T h e  d i n n e r  w a s  t o  a l l o w  h i s
s p o u s e  t o  b e c o m e  a c q u a i n t e d  w i t h  o t h e r  s p o u s e s  a n d
g a i n  a s s u r a n c e s  o f  h e l p  a n d  a v a i l a b i l i t y  o f  n e c e s s a r y  
f a m i l y  s e r v i c e s .  I t  i s  c o m m o n  f o r  b u s i n e s s e s  t o  h a v e  
s u c h  d i n n e r s .  T h e y  a r e  a  s e l l i n g  f u n c t i o n  n e c e s s a r y  
t o  h a v e  t h e  r i g h t  p e o p l e  i n  t h e  r i g h t  p o s i t i o n s .

6.  T h i s  b i l l  a l s o  i n c l u d e d  c o c k t a i l s  a n d  d e s s e r t  f o r  a n
a s s o r t m e n t  o f  l e g i s l a t o r s ,  UFA r c p r e s e n t a t  i v e s ,  a n d
CFAB c o n s u l t a n t s .

8.  T h e s e  d i n n e r s  a l s o  i n c l u d e d  o t h e r  m e m b e r s  o f  t h e  s t a f f
a n d  p o s s i b l y  t h e i r  s p o u s e s .  T h e y  w e r e  ' ' eld i n  c o n j u n c ­
t i o n  w i t h  t h e  n o r m a l  b o a r d  m e e t i n g s .  I t  h a s  b e e n  t h e
p r a c t i c e  o f  t h e  B o a r d  t o  c o n t i n u e  b u s i n e s s  t h r o u g h  t h e
d i n n e r  h o u r s  a n d  t o  u s e  t h i s  t i m e  t o  o b t a < n  m o r e  g e n e r a l  
a n d  i n f o r m a l  i n f o r m a t i o n  a b o u t  t h e  o p e r a t i o n .  T h e y  
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a b o u t  p a r t i c u l a r  j o b s  w i t h i n  t h e  C o o p e r a t i v e  a n d  t o
g i v e  t h e  s t a f f  m e m b e r s  w i d e r  e x p o s u r e  t o  t h e  b u s i n e s s .

10. T h i s  d i n n e r  i n c l u d e d  t h e  S e n i o r  V i c e  P r e s i d e n t - A d m i n i s t r a -
t i o n  a n d  t h e  p r o s p e c t i v e  S e n i o r  V i c e  P r e s i d e n t - C r e d i  t 
a n d  t h e i r  w i v e s .  T h e  o c c a s i o n  g a v e  t h e s e  t w o  p e o p l e ,
w h o  a r e  k e y  o f f i c e r s  o f  t h e  C o o p e r a t i v e  a n d  w n e  m u s t  
i n t e r f a c e  d i r e c t l y  o n  a l m o s t  e v e r y  m a t t e r ,  a  c h a n c e
t o  b e c o m e  b e t t e r  a c q u a i n t e d  a n d  f o r m  t h e  g r o u n d s  f o r
n e e d e d  c o m m u n i c a t i o n .  A g a i n ,  t h i s  i s  a  n e c e s s a r y  p a r t
o f  a  b u s i n e s s  o p e r a t i o n  a n d  n o r m a l  t o  p r i v a t e  b u s i n e s s .

M e m b e r s  o f  t h e  B o a r d  a n d  t h e  E x e c u t i v e  s t a f f  a r e  p r o f e s s i o n a l s  
i n  u p p e r  i n c o m e  b r a c k e t s  a n d  e d u c a t i o n a l  b a c k g r o u n d s .  T h e  l e v e l  
o f  e n t e r t a i n m e n t  d o n e  i s  c o n s i s t e n t  w i t h  i n d u s t r y  s t a n d a r d s .

Y o u  h a v e  f u r t h e r  l i s t e d  f o u r  o c c a s i o n s  o f  o t h e r  s t a f f  d i n n e r s .
We f a i l  t o  u n d e r s t a n d  t h e i r  i n c l u s i o n .  Of  t h e  f i r s t ,  y o u  m e n t i o n
s e v e r a I  l u n c h e s  t o t a l i n g  $137.  I t  i s  d i f f i c u l t  t o d r a w  a n y  c o n c l u s i o n s  
f r o m  t h a t  s t a t e m e n t  s i n c e  t h e  c o n t e x t ,  p u r p o s e ,  a n d  a p p l i c a b i l i t y
e l e m e n t s  a r e  m i s s i n g  f r o m  y o u r  s t a t e m e n t .

T h e  d i n n e r s  l i s t e d  f o r  t h e  s t a f f  i n  S e a t t l e  w e r e  m o s t  l i k e l y  
f o r  o u r  p a r t i c i p a t i o n  i n  t h e  F i s h  E x p o s i t i o n  i n  S e a t t l e  d u r i n g  
w h i c h  w e  h a d  s e v e r a l  e m p l o y e e s  i n  S e a t t l e  t o  m a n  o u r  b o o t h .  
T h e  d i n n e r s  a n d  t h e i r  p r i c e s  a r e  n o r m a l .

T h e  l u n c h  c o s t i n g  $172 w a s  a  g o i n g  a w a y  l u n c h e o n  f o r  o n e  
o f  t h e  s t a f f  a n d  q u i t e  i n s i g n i f i c a n t  w h e n  c o m p a r e d  to t h e  c o n t r i b u t i o n
to t h e  C o o p e r a t i v e  o f  t h e  d e p a r t i n g  m e m b e r .

T h e  i t e m s  i n c l u d e d  i n  t h e  $1,331 l i s t e d  a s  " B a n q u e t s "  i n c l u d e  
t h e  a n n u a l  m e e t i n g  o f  s h a r e h o l d e r s ,  a  b o a r d  m e e t i n g ,  t h e  A g r i c u l t u r e  
S y m p o s i u m ,  a n d  a  t r a d e  d e l e g a t i o n .

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

T h e  u s e  o f  t h e  A l a s k a  A i r l i n e  B o a r d  r o o m  i s  a l s o  a  n e c e s s a r y  
p a r t  o f  t h e  b u s i n e s s  a n d  i s  u s e d  f o r  m e e t i n g s  a t  t h e  a i r p o r t
w i t h  c l i e n t s  a n d  o t h e r s  p a s s i n g  t h r o u g h .  I t  p r o v i d e s  p r i v a t e
a c c o m m o d a t i o n s  f o r  s u i  h  m e e t i n g s  a t  i n s i g n i f i c a n t  a n n u a l  c o s t .

H.  P r o m o t i o n a l  C o s t s

O p e n i n g  p a r t i e s  a r e  a  n o r m a l  p a r t  o f  b u s i n e s s  a n d  p r o v i d e
a  s i g n i f i c a n t  s h o w  o f  i n t e r e s t  i n  b o t h  t h e  c o m m u n i t y  a n d  t h e  
m e m b e r s  o f  t h e  m a r k e t s  s e r v e d .  T h e  o p e n i n g  A n c h o r a g e  p a r t y
w a s  a t t e n d e d  b y  c l o s e  t o  100 p e o p l e ,  n o t  a l l  o f  w h o m  h a d  d i n n e r .
B o t h  t h e  c o s t  o f  t h e  a f f a i r  a n d  t h e  a t t e n d a n c e  w a s  r e a s o n a b l e
b y  A n c h o r a g e  b u s i n e s s  s t a n d a r d s .  R e f e r e n c e  s h o u l d  b e  m a d e  t o  
t h e  r e c e n t  o p e n i n g  o f  t h e  A n c h o r a g e  o f f i c e  o f  A l a s k a  P a c i f i c  B a n k ,  
a s  w e l l  a s  s e v e r a l  p r o f e s s i o n a l  f i r m s  e n t e r i n g  t h e  A n c h o r a g e  m a r k e t .  
T h a t  c o m p a r i s o n  w i l l  s h o w  t h e  c o s t  o f  C F A B ' s  o p e n i n g  d i n n e r  
t o b e  n o r m a l  a n d  t h e  a f f a i r s  t o  b e  e q u a l l y  f r e q u e n t  a m o n g  t h o s e
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c o m p a n i e s .

S i m i l a r  r e c e p t i o n s  w e r e  d e e m e d  e s s e n t i a l  t o  e a c h  b r a n c h  
o f f i c e  l o a c t i o n  l i s t e d  a n d  w e r e  s t r u c t u r e d  t o  f i t  t h e  n o r m  f o r
s u c h  a f f a i r s  i n  e a c h  a r e a .  I t  i s  d i f f i c u l t  t o e n v i s i o n  a n  o p e n i n g
r e c e p t i o n  i n  a n  a r e a  t o  i n t r o d u c e  a  n e w  c o m p a n y  a n d  n e w  s e r v i c e s  
w i t h o u t  r e p r e s e n t a t i v e s  o f  t h e  c o m p a n y  p r e s e n t .  I t  w o u l d  b e  p a r t i ­
c u l a r l y  i n s u l t i n g  t o  CFAB m e m b e r s  a n d  p o t e n t i a l  m e m b e r s  f o r  
t h e  m e m b e r s  o f  t h e  B o a r d  a n d  s e n i o r  o f f i c e r s  n o t  t o  b e  p r e s e n t .
A d d i t i o n a l l y ,  t h e  o c c a s i o n s  p r o v i d e  o p p o r t u n i t y  t o  t h e  B o a r d  
a n d  M a n a g e m e n t  t o  b e c o m e  q u i c k l y  f a m i l i a r  w i t h  t h e  p e o p l e  i n
t h e  c o m m u n i t i e s  t h e y  w i l l  b e  s e r v i n g .  U s e  o f  c h a r t e r  a i r c r a f t
w h e n  t r a n s p o r t i n g  a  l a r g e r  n u m b e r  o f  p e o p l e  o f f e r s  a  l a r g e  c o s t
b e n e f  i t .

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

G o r t e x  j a c k e t s  w e r e  g i v e n  t o  t h e  s t a f f  a s  b o t h  a  t r a v e l i n g  
u n i f o r m  p r o v i d i n g  q u i c k  a n d  e a s y  i d e n t i f i c a t i o n  a n d  a s  a  f u n c t i o n a l  
g a r m e n t  f o r  t h e  c o n d i t i o n s  i n  w h i c h  t h e y  t r a v e l .  P r o v i s i o n  o f  
g a r m e n t s  i s  n o t  a t  a l l  u n c o m m o n  i n  t h e  f i s h i n g  i n d u s t r y .  T h e
p r i c e  y o u  h a v e  q u o t e d  i n c l u d e d  1000 p a t c h e s  c o s t i n g  $1,200 to 
b e  u s e d  o n  h a t s  a n d  o t h e r  p r o m o t i o n s .  Y o u r  a t t e n t i o n  i s  d r a w n
t o  a  f e a t u r e  s t o r y  i n  a  r e c e n t  e d i t i o n  o f  t h e  F i s h e r m e n s  J o u r n a l  
s p e c i f y i n g  t h e  i m p o r t a n c e  o f  t h e s e  h a t s  a n d  l o g o s  w i t h i n  t h e  f i s h i n g  
a n d  a g r i c u l t u r e  i n d u s t r i e s ,  b o t h  i n  A l a s k a  a n d  t h e  " L o w e r  4 8 . "

T i d e  b o o k s  a r e  a n  e s s e n t i a l  i t e m  t o  a l l  f i s h e r m e n  a n d  a r e
u s e d  b y  a l l  o u r  m e m b e r s  a n d  p o t e n t i a l  m e m b e r  s t o c k h o l d e r s .  C o n s t a n t l y  
r e f e r r e d  t o  b y  t h e  f i s h e r m e n ,  t h e y  a r e  a n  e x t r e m e l y  e f f e c t i v e  
m e d i a  t h r o u g h  w h i c h  t o  p r o v i d e  f a c t s  a b o u t  CFAB a n d  i t s  a v a i l a b l e  
s e r v i c e s .

T h e  c o o k b o o k s  a r e  a  p a r t  o f  a  v i s u a l  p r o g r a m  o n  t h e  u s e  
o f  t h e  m i c r o w a v e  i n  c o o k i n g  f i s h .  I t  i s  p a r t  o f  a  n a t i o n a l  p r o m o ­
t i o n a l  c a m p a i g n  p r o d u c e d  b y  t h e  N a t i o n a l  F i s h e r i e s  I n s t i t u t e  o f  
w h i c h  CFAB i s  a  m e m b e r .  T h e  c a m p a i g n  h a s  b e e n  p a r t i c i p a t e d  
i n  b y  n u m e r o u s  p r o c e s s o r s  a n d  m a r k e t e r s .  CFAB m a k e s  i t s  s l i d e  
p r e s e n t a t i o n  a n d  c o o k b o o k s  a v a i l a b l e  t o  h o m e  e c o n o m i c s  g r o u p s ,  
b u s i n e s s m e n  s e l l i n g  m i c r o w a v e s ,  a n d  c o o k i n g  c l a s s e s ,  i t  w a s  r e c e n t l y  
p r o m i n a n t l y  u s e d  b y  t h e  A l a s k a  S e a f o o d  M a r k e t i n g  I n s t i t u t e  i n  
a  s h o w  p r o m o t i n g  A l a s k a  f i s h e r i e s  p r o d u c t s  i n  t h e  M i d- W e s t  a n d  
w i l l  b e  u s e d  a g a i n  b y  t h e  s a m e  g r o u p  i n  G e r m a n y .  D e v e l o p m e n t  
o f  t h o s e  t y p e s  o f  p r o g r a m s  f a l l s  c l e a r l y  w i t h i n  t h e  l e g i s l a t i v e  
m a n d a t e .

T h e  a n n u a l  r e p o r t s  o r d e r e d  b y  t h e  C o o p e r a t i v e  w e r e  1000, 
n o t  500. T h e  c o s t  o f  p r o d u c i n g  t h a t  r e p o r t  w a s  a b o v e  t h a t  p l a n n e d
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n u m b e r  o f  r e a s o n s ,  i n c l u d i n g  t h e  o r i g i n a l  p h o t o g r a p h e r  
s t a t e  w i t h  t h e  p i c t u r e s ,  r e q u i r i n g  t h e m  t o  b e  r e s h o t  
p h o t o g r a p h e r ; s p e c i a l ,  q u i c k  t u r n a r o u n d  t i m e  b y  t h e  

t o  t h e  t i m e  c o n s t r a i n t  o f  l e g i s l a t i v e l y  
m e e t i n g  w h i c h  l e f t  o n l y  t wo  w e e k s  

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

H o w e v e r ,  t h e  e x p e n s e  o f  a n  a n n u a l  
n e c e s s a r y  e x p e n s e  o f  o u r  b u s i n e s s .  I t

b e c a u s e  o f  a  
l e a v i n g  t h e  
b y  a n o t h e r
p r i n t e r  a n d  s e p a r a t o r  d u e  
i m p o s e d  M a r c h  m e m b e r s h i p  
b e t w e e n  c o m p l e t i o n  o f  t h e  
c o s t s  a s s o c i a t e d  w i t h  o u r  
a g a i n  w i t h  f u t u r e  r e p o r t s  
r e p o r t  i s  a n  a b s o l u t e l y  
i s  t h e  p r i m a r y  p u b l i c a t i o n  s u p p l i e d  b y  u s  to o u r  m e m b e r s ,  l e g i s l a t o r s ,  
t h e  G o v e r n o r ,  t h e  p u b l i c ,  a s  w e l l  a s  o u r  c r e d i t o r s  a n d  v e n d o r s ,  
a n d  i s  c o n s i d e r e d  b y  m e m b e r s  o f  t h e  f i n a n c i a l  c o m m u n i t y  a s  a n  
e s s e n t i a l  c o m m u n i c a t i o n s  t o o l .  P u t  t o g e t h e r  a s  C F A B ' s  w a s ,  t h e  
v e h i c l e  p r o v i d e s  n o t  o n l y  t h e  o p p o r t u n i t y  to p r e s e n t  a  c o m p a n y ' s  
f i n a n c i a l  p i c t u r e ,  b u t  t h e  e n t i r e  f r a m e w o r k  o f  t h e  b u s i n e s s .

I .  R e v i e w  o f  B o a r d  M i n u t e s

Y o u r  r e m a r k s  i n  t h i s  s e c t i o n  a r e  t r u l y  o u t  o f  c o n t e x t  a n d  
w i t h o u t  p r e c e d e n t .  We c a n  f i n d  n o  r e a s o n  o r  j u s t i f i c a t i o n  f o r
t h e i r  i n c l u s i o n  i n  y o u r  r e p o r t .  E v e n  g i v e n  t h e  c o n s i d e r a t i o n  o f
t h e  i n a p p r o p r i a t e  s t a n d a r d s  u s e d  i n  y o u r  a u d i t  o f  CFAB,  i t  i s  
p a r t i c u l a r l y  u n i q u e  t o  i n c l u d e  t w o  i t e m s  o n  w h i c h  t h e  B o a r d  o f
D i r e c t o r s  h a s  t a k e n  n e g a t i v e  a c t i o n .

T h e  i t e m s  p r e s e n t e d  i n c l u d e  n o  r e f e r e n c e  t o  t h e  d e c i s i o n
m a k i n g  p r o c e s s  i n v o l v e d ,  t h e  c o s t  to b e n e f i t  r e l a t i o n s h i p s  d e r i v e d ,

C o r  t h e  p u r p o s e  o f  t h e  d i s c u s s i o n s .  F o r e i g n  t r a v e l  f o r  e d u c a t i o n
i n  t h e  f i s h e r i e s  —  t h e  p r e d o m i n a n t  m a r k e t  w e  s e r v e  ‘—  i s  a  v i a b l e  
i t e m  t o  r e v i e w .  T h e  a v a i l a b i l i t y  o f  a n  e x t r e m e l y  l ow a i r f a r e  o p e n e d  
a n  o t h e r w i s e  c o s t l y  o p p o r t u n i t y  f o r  d i s c u s s i o n .  A n  a i r c r a f t  i n  
a  s t a t e  d e p e n d e n t  u p o n  a i r  t r a v e l  a n d  f o r  a n  o r g a n i H a t i o n  t r a v e l i n g  
t o  a l l  p a r t s  o f  t h e  s t a t e  i s  a l s o  a n  i t e m  o n e  w o u l d  e x p e c t  a  b o a r d  
t o  d i s c u s s .

A r e  y o u  s u g g e s t i n g  t h a t  t h e r e  a r e  i t e m s  f o r b i d d e n  t o  t h e  
B o a r d  f o r  d i s c u s s i o n  a n d  r e v i e w  i n  t h e  i n t e r e s t  o f  t h e  c o r p o r a t i o n  
t h e y  a r e  r e s p o n s i b l e  f o r ?  A r e  y o u  f u r t h e r  i m p l y i n g  t h a t  a  b o a r d
s h o u l d  s t a n d  i n  c r i t i c i s m  f o r  r e v i e w i n g  a l l  t h e  a l t e r n a t i v e s  o p e n  
t o t h e i r  b u s i n e s s ?  O r  a r e  y o u  s u g g e s t i n g  t h a t  t h e  b o a r d  m i n u t e s  
r e f l e c t  o n l y  t h o s e  i t e m s  w h i c h  y o u ,  a  s t a f f  e m p l o y e e  o f  t h e  S t a t e ,
c o n s i d e r  t o  b e  p r o p e r ,  p a l a t a b l e  a n d  i n  k e e p i n g  w i t h  y o u r  p a r t i c u l a r
p e r s o n a l  s t a n d a r d s ?  I a m  s u r e  y o u  a r e  a w a r e  t h a t  f o r e i g n  t r a v e l
i s  e x t e n s i v e  a m o n g  A l a s k a n s  a n d  i s  a  s u b j e c t  r e f l e c t e d  i n  t h e  
m i n u t e s  o f  m a n y  b o a r d s .  * A d d i t i o n a l l y ,  t h e  S t a t e  o f  A l a s k a  i t s e l f
h a s  c o n s i d e r e d  p u r c h a s e  o r  l e a s e  o f  a  S t a t e  p l a n e  o n  s e v e r a l  
o c c a s i o n s .

M r .  H a r r i s ,  w e  a p p r e c i a t e  t h e  e f f o r t s  t h a t  y o u  a n d  y o u r  
s t a f f  p u t  i n t o  t h e  a u d i t .  D a n n a  w o r k e d  h a r d  a n d  f i t  i n  w e l l  w i t h
t h e  o f f i c e  s t a f f .  We a r e  s o r r y  t h a t  y o u r  u n d e r s t a n d i n g  w a s  n o t  
m o r e  c o m p l e t e ,  e n a b l i n g  y o u r  a u d i t  t o  b e  o f  a  m o r e  m e a n i n g f u l
n a t u r e .  Y o u r  r e p o r t  o n l y  p r o v e s  t h a t  a  p r i v a t e  b u s i n e s s  o p e r a t i n g

C
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u n d e r  t h e  s t a n d a r d s  r e q u i r e d  b y  t h e  p r i v a t e  m a r k e t  c a n n o t  b e  
a u d i t e d  a g a i n s t  s t a n d a r d s  c o m m o n l y  u s e d  b y  t h e  L e g i s l a t i v e  A u d i t o r .
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TO: G l e n  S v e n d s e n

S p e c i a l  A s s i s t a n t

FROM: 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 ,  L e g i s l a t i v e  Bu d g e t  & A u d i t  C o m m i t t e e
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I a m ^ a e n d i n g  a c o p y  o f R o s e l ^ n  M o o r e ' s  r e s p o n s e  as wel l  a s  a c o p y  of this 
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Chairman

A u g u s t  27, 1981

T h e  H o n o r a b l e  A r l i s s  S t u r g u l e w s k i  
2 9 5 7  S h e l d o n  J a c k s o n  S t r e e t  
A n c h o r a g e ,  A l a s k a  9 9 5 0 4

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

W e  a p p r e c i a t e  the f i n d i n g s  o n  m a n a g e m e n t  e x p e n d i t u r e s
a n d  the B o a r d  h a s  t a k e n  s t e p s  to r e e v a l u a t e  a n d  c o r r e c t
o u r  c u r r e n t  b u d g e t  a n d  w i l l  d e f i n i t e l y  t a k e  t h e s e  f i n d i n g s  
i n t o  a c c o u n t  in the b u d g e t  p r e p a r a t i o n  for the c o m i n g  
year.

As y o u  c a n  w e l l  a p p r e c i a t e ,  the r e p a y m e n t  of the
S t a t e  is a m u l t i - f a c e t e d  p r o b l e m  t h a t  m u s t  be a p p r o a c h e d  
c a r e f u l l y .  T h e  i m p a c t  u p o n  C F A B  a n d  its a b i l i t y  to me e t  
its m i s s i o n ,  its go a l s ,  a n d  the e x p e c t a t i o n s  of the c o m m u n i­
ties it s e r v e s  w i l l  be s i g n i f i c a n t l y  affectet. by the 
c o u r s e  taken. T h e r e  s h o u l d  be n o  d o u b t  in the m i n d s  of 
the l e g i s l a t o r s  t h a t  C F A B  t a k e s  the r e s p o n s i b i l i t y  of
m e e t i n g  its o b l i g a t i o n  s e r i o u s l y .  R e p a y m e n t  o f  the S t a t e  
is of p a r a m o u n t  i m p o r t a n c e  to the B o a r d  a n d  M a n a g e m e n t  
of C F A B  a n d  is of s i g n i f i c a n c e  in e s t a b l i s h e d  p o l i c i e s , 
b u d g e t s ,  a n d  pla n s .

W e  a r e  ir the p r o c e s s  o f  e x a m i n i n g  a l l  the a l t e r n a t i v e  
m e a n s  to a c c o m p l i s h  the l e g i s l a t i v e  i m p e r a t i v e  that the 
C l a s s  C s t o c k  be r e p a i d  b y  the e n d  of 20 y e a r s .  O u r  d e c i s i o n  
w i l l  be r e a c h e d  as p a r t  of the p l a n n i n g  p r o c e s s  at the 
D e c e m b e r  b o a r d  m e e t i n g .  Y o u  c a n  be a s s u r e d  that o u r  d i r e c t i o n  
w i l l  be  b a s e d  u p o n  o u r  j u d g m e n t  a n d  w i l l  b e s t  s e r v e  the 
t w o  i n d u s t r i e s  w e  s e r v e  as w e l l  as the o r i g i n a l  i n t e n t  
of the l e g i s l a t i o n .

R o s e l e e n  " S n o o k s "  M o o r e

sd

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



Y o u r  t i m e l y  r e s p o n s e  t o  t h e s e  c w o  r e q u e s t s  w i l l  b e  a p p r e c i a t e d  
b y  t h e  C o m m i t t e e .  A n y  q u e s t i o n s  o r  c l a r i f i c a t i o n  o f  t h e s e  
r e q u e s t s  c a n  b e  d i r e c t e d  t o  me.

S i n c e r e l y ,

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 ,  L e g i s l a t i v e  B u d g e t  & 

A u d i t  C o m m i t t e e

c c : A l l  m e m b e r s  - L e g i s l a t i v e
B u d g e t  & A u d i t  C o m m i t t e e
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State fishing loan bank makes recovery
By JIM ERICKSON feet on C F A B ’s bottom line flexibility and the orphan
Daily News reporter last year, Crane said. Interest like existence we live." .

The Alaska Commercial income from loans, C F A B ’s 
Fishing and Agriculture main source of income, de-
Bank, its decks awash In red clined to $6.1 million in 1986
in); and in danger of being from 510-i million in 1985. 
scuttled*twn V M K  non 0 Total loans dropped to $41.1

million last year from $62.4 
million. 1 —it-

"We've shrunk in (loan) 
volume really more than 
w e ’re comfortable with,”
Crane said. Industry growth 
has been centered in areas 
that C F A B  cannot participate
in, such as joint ventures be*.. $17 million. But that amount 
tween Alaska fishermen and ; was still far less than the $32

cooperative will be able to "i 
. repay all of the state’s $32 

Commercial banks, which million investment when. It •

scuttled ~two years ago, has 2 
manned the pumps.

• ‘ : Rebounding from a near-fa­
tal $10 million loss in 1984, 
the lending cooperative 
posted a $535,780 profii last 
year, according to figures re­
leased Wednesday. The orga­
nization’s financial picture 
had brightened enough to jus

r • . , Built in there’ 
said C F A B  has years, he said

he said.-': ’. >  V 
Crane.

"turned around" runaway 
loan losses and delinquencies 
that threatened to ruin the 
organization two years ago.

C F A B ’s non-earning loans 
increased slightly last year to

ion in liquidity . “ 
"•in the next 13 «

.— I. '.‘I’m  skeptical T.

that." . V  °!•i? OT
n tx r  h o c  £17  m l l l l n n  ’

577 members, most of them 
Alaska fishermen.

The company ma de 
$114,187 in 1985.

Ed Crane, president of 
CFAB, attributed the recov­
ery to several factors. The 
most significant was a 31 per­
cent reduction in overhead 
compared to the previous 
year. Operating expenses to-., ‘“ j we 
taled 51.9 million last year. ana 
the lo west annual outlay in 
the cooperative's six-year his­

tory. J', u :
Crane said much of the 

savings resulted from the 
closing of four regional of­
fices in late 1985.

Larger fish harvests and 
higher prices in the Alaska

we can do that.

C F A B  now has $17 million 
in "solid assets," Crane said. 
Two years ago, if C F A B  had 
been liquidated, "the state 
would have lost the whole $32 
million." , .. rr

The cooperative also faces

The cooperative, which the *. C F A B  carried in 1984. - Jl°r’
Alaska Legislature estab-• Ten delinquent borrowers

fnr ?ers from lhe Spokane Bank

tlfy the April 1 mailing .of ” vee" AIaska fishermen s
dividend checks to C F A B ’s Outside companies, he said, • ‘million in delinquent loans

iished with a $32 million capi 
tal infusion in 1981, can make 
loans only to Alaskans or 
Alaska companies.

" W e ’ve had numerous 
deals, particularly recently, 
where people have ap­
proached us for a loan to 
refurbish a processing plant, 

had to say no" be­
cause-the company was not 
Alaska-based, Crane said. De­
spite efforts last year and this 
year to get law changed to 
allow C F A B  to make out-of- 
state loans, lawmakers have 
shown little interest, he said.

C F A B  is owned by mem- 
be.-s and by the state.

‘The biggest frustration I
fishing industry had little ef-1 nfecl personally is the lack of

•' 'l.'rt* i'j iT.SiUtV* • • • ,v;V .£

accounted for more than $13 
million of CFAB's current de­
linquencies.

Continuing problems with 
bad loans mean the organiza­
tion must charge higher inter­
est rates on new loans, Crane 
said. ,

Partly to provide a "rate 
rebate," CFAB's board of di­
rectors decided to pay m e m ­
bers a 1986 dividend. The to­
tal amount paid was $214,309, 
or 40 percent of C F A B ’s net 
Income last year. The average 
check was for $371, although 
the amounts varied from $1.18 
to $29,282.

Despite CFAB's return to 
modest profitability, It re­
mains unclear whether the

for Cooperatives, and has $5.4 
million Invested in that orga­
nization. The Spokane bank is 
one of 37 banks in the trou­
bled Farm Credit System, 
which holds nearly one-third 
of the nation’s farm debt.

If the condition of the sys- 
tern worsens or if proposed .' 
federal help does not come.' 
C F A B  could have trouble bor­
rowing what it (needs .for 

..members, and borrowing 
costs could remain "at a rela- . 
tively high level,", C F A B ’s 
annual report states.

C F A B  ultimately could suf­
fer a paper loss of $5.4 million 
if the system collapses, Crane 
said. v»

- r t



Capital-reared bank is having 
hard  time standing on its own

An auditor's note In the State of 
A la s k a  F in a n c ia l  R e p o r t  
announces that the state may lose 
nil or part of $31.8 million Invested 
In the Alaska Commercial Fishing 
and Agriculture Bank.

Those who arc scrambling lo get 
n few thousand dollars from tho 
state this year are entitled to ask 
the government how *30 million 
was cast to the winds without even 
the minor formality of a legislative 
appropriation.

Among the many strange crea­
tures to evolve from Juneau's mad­
cap hatchery, the Alaska Commer­
cial Fishing and Agriculture Bank 
(C F A B ) is one of the most curious. 
It's not a bank and it's r.ot even a 
state agency, yet it's a creation of 
the Legislature, financed with state 
money. It's  a sort of bureaucratic 
platypus.

The C FA B  was created by the 
1373 Legislature as a public cor­
poration within live Department of 
Commcrccnnd Economic Develop­
ment. The original Intent was to 
raise lending capital from the tax- 
exempt bond market, but Use Inter­
nal Revenue Service declined to en­
dorse the scheme.

Instead ot letting this miscreant 
die, the Hammond administration 
devised a roundabout plan to estab­
lish the CFAB as a private coopera­
tive bank financed by M2 million In 
government money.

In F isca l Year 1979 the Depart 
ment of Revenue bought 2»o shares 
of C FA B  slock for *2 million. The 
stock was special prcfcred Class C,

having no votingordlvldcnd rights. 
A 1979 act of the Leglslturc autho­
r ize d  the sto ck p u rchase  and 
appropriated (2 million for slock 
purchases to finance the benk's 
start up costs.

In March I960 the Department of 
Revenue loaned CFA B  another $30 
million at 9'Y percent Interest. The 
bank opened its doors for business 
April 2,1990. In Ju ly  1980 the loan 
was canceled by an agreement in 
which the bank Issued tho stale 
another 3,000 shares of Class C 
stock nr. I paid $380,203 in intcrcrt.

I'm  unable to find anywhere In 
the Legislature ’s records where 
this $30 million was appropriated. I 
checked with Deputy Commission­
e r of Revenue Milt Barker and he 
confirmed this after a short search 
of the department's records and 
consulting a former Revenue offi­
c ia l.

The bank's only obligation to the 
state for the $32 million Is to buy 
back the stock at the same price 
within 20 years. The governor also 
gets to appoint two members of the 
seven person board of directors.

The bank's major source of oper­
ating capital Is the Spokane Bank

for Cooperatives, n member of the 
federal government's Farm  Credit 
System. The stockliolders of CFAB 
are the borrowers themselves. If 
> u get a loan you must buy one 
share of Class A slock for $10, giv­
ing you one vote but no dividends, 
and enough shares of $100 Class B 
stock to make up five or 10 percent 
of your loan amount.

Tlie bank loans you tho money to 
buy the Class B stock by tacking it 
onto your loan request. If the bank 
should ever pay dividends, it would 
be ra id  out on the Class B stock.

Since it doesn’t lake deposits, the 
bank is not chartered by the state 
and It's specifically exempted by 
law from the Alaska Banking Code.

The C FA B  went right lo work, 
with a panache that quickly caught 
the eye of the Legislturo's financial 
watchdogs. An audit of the bank's 
books In May 1981 focused public 
attention on how the state's " in ­
vestment" in C FA B  was spent.

The legislative auditor noted that 
the bank p resid ent's  o ffice  In 
Anchorage was furnished with a 
$3,631 sofa, a teak bookcase and 
cabinet that included a refrigerator 
and liquor cabinet ($1,232), and five 
swivel upholstered chairs ($7,717). 
The two senior vice presidents had 
teak desks, teak coffee tables and 
teak bookcases. The executive con­
ference room boasted a rosewood 
conference tab le  ($16,223), I I  
chairs ($10,470) and a $2,000 soap­
stone carving.

They decorated the office with 
(Set PRATT, Page CS)

PRATT.
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(Continued from Page C-l)
$13,333 In artwork, the auditors re­
ported. The 7.000 square feet of 
leased office space in Anchorage 
included two kitchens, each equip­
ped with oak cabinets, microwave 
oven, dishwasher and refrigerator. 
The employee lurch room had an 
oak conference table and uphol­
stered chairs ($4,360).

Oddly enough, the staff seems to 
prefer other places to cat. The bank 
records included 48 dinners of more 
than $100 each on the expense re­
port of Its two top officials for an 
1$ month period The bank paid 
$215 for dinner for two bank offic­
ers. a prospective employee and 
their spouses at the Captain Took. 
It cost $236 for a dinner at the Cor­
sair in Anchorage for four I ank em­
ployees and their spouse , and the 
president ran up a $210 tab taking 
his wife, a senior vice president, a 
lo ca l businessm an and th e ir  
spouses out todmner at theCorsair.

The bank's IM0 Christmas party 
at (lie Anchorage Westward Hilton 
cost $2.33) for food, 12,197 for liquor 
and $M0 for enlertainment. The 
bsnk also ipent $413 for holiday tur- 
keyi for its employees.

A prc-opcning party at the Sher­
aton Hotel cost $ 1,323 for 64 dinners, 
$186 for 19 bottles of Chcnin Blanc 
wine, $124 for 18 bottles of Plnot 
Koir and $814 to pay the tab for 283 
drink tickets at the hosted bar. The 
bank said about 100 people attended 
this affair, and the total cost came 
to $3,782 when travel and hotel e x ­
penses were at1 led In.

The bank also held pre opemng 
■ parties at the branch offices in 

Kodiak ($4,072), Cordova ($7,610), 
H o m er ($1 ,832 ) and  S e a tt le  
($2,039).

Another $5,064 was paid for 66 
Eddie J iu e r  Gorlcx mountain par­
kas with C FA B  logos, given to em­
ployees and board members.

The bank responded by saying it 
wanted to avoid giving a "poor 
country cousin " im age and Its  
spending was In line with that of 
private sector banks. R  claimed the 
furniture described as "natural 
oak" wss Form ica In an oak pat­
tern.

The president was quite a Jet- 
setter. In Die fall of I960 he and Ids 
w ife toured Denm ark, England, 
Rome and Parts at a  cost of $8,803. 
and they returned to v is it De­
nmark, Norway, Sweden and F in ­
land Hie following spring ($6 ,088),

The audit reported that in 1931 he 
anticipated a ,sprlng  or summer 
trip to Japan and an October trip to 
Munich.

The auditor also found the bank 
was not requiring insurance of in­
ventories used as collateral, which 
is odd when your collateral might 
include sensitive Inventories like 
frozen fish. In  a sample of eight 
loans the auditor found five were 
uninsured, and the bank was listed 
as the loss payee.

Most of the bank's operations 
seemed aimed toward commercial 
fishing, w ilh a major portion going 
to operating financing for fish pro­
cessors. Farm ers could find much 
cheaper money with Die state's rpe­
d a l agriculture loan programs.

1 reviewed the bank's annual re­
ports for 1983,198t and 1983 In the 
first of those y e a n . Die bank had 
828 shares of Class A membership 
stock outstanding and s lig h tly  
more than $100 million In loans, lb  
Interesi and investment income 
was $14,621,78$, but It faced $7.2 
million tn Interest payments for the 
capital It borrowed, $39 million In 
loan Io n  provisions and Its other 
operating expenses reduced its 
"profit”  to $309,473.

A note on related patty transac­
tions revealed that 16 2 million of

the bank's loans were to members 
of the board or directors or bank 
employees.

The bank reported a ten-fold in­
crease in loans charged off that 
y e a r , from  $176,121 in 1982 to 
$1,838,138 tn 1983.

The 1984 report show ed a drama - 
tic  reversal. The bank lost $10 m il­
lion, mostly because it had to add 
$11.2 million to loan loss reserves.

"C learly , the exuberance associ­
ated with building, or patronizing, 
a new entity created a climate con­
ducive to speculative lending re la­
tionships," the new bank president 
reported. The loan interest Income 
dropped lo below $12 million w hile 
the Interest expense (or capital w as 
up to $3 4 million. The C FA B  essen­
tia lly  had a negative net worth.

That year the bank notified the 
state that it might not be able to buy 
back the $31 8 million in stock by 
the year 2000. There was some fear 
then Uut Uic C F A B  might have to 
be taken over by the Spokane Bank 
for Cooperatives, Darker told me.

Th ings Im proved in I98S, the 
latest year for which a financial re 
port is available. Loans were trim ­
med to$62.3 million, the obligations

to the Spokane bank were cut by 
$32 3 million through a reduction in 
the line of credit extended to CFAB . 
The year showed a small profit of 
$111,187.

The offices in Cordova, ltomcr, 
Ketchikan and Kodiak were closed. 
The bank adopled a policy ol recog­
nizing non performing loans If they 
were more than 90 days overdue, 
instead of letting the decision go by 
a manager's Judgement. It  also 
recognized that the Class B  stock 
can't be simultaneously an asset 
and a loan receivable.

The bank management has done 
an excellent job in adjusting to its 
problems, but It's easy to sec that 
the much smaller asset base Is un­
likely to produce the $2 million a 
year in net profits needed to pay 
back the stale by 2000, especially 
when the bank stUI shows a loss ot 
$6 8 million in operations over Its 
seven year life.

That's the price we'll pay for just 
one more lesson tn how government 
schemes to promote business turn , 
out to be more promotion thin busi­
ness.

tro d  r r t t l  u  a tree Ju ice  to u m la l»  ha 
c o n n  Alt i» i  U aum i tn J /v ta m
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Touoho Rosa & Co.
550 Wost Seventh Avenue & Touche RossSuite 1500
Anchorage, AK 99501-3567 
Telephone: 907 272-8462

B o a r d  o f  D i r e c t o r s  
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  Bank  
A n c h o r a g e ,  A l a s k a

We h a v e  e x a m i n e d  t h e  b a l a n c e  s h e e t s  o f  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  Ba nk  a s  o f  D e c e m b e r  31,  1986 a n d  1985, a n d  t h e  
r e l a t e d  s t a t e m e n t s  o f  e a r n i n g s ,  c h a n g e s  i n  c a p i t a l  a n d  
a l l o c a t e d / u n a l l o c a t e d  u n d i s t r i b u t e d  p a t r o n a g e  e a r n i n g s  ( l o s s ) ,  
a n d  c h a n g e s  i n  f i n a n c i a l  p o s i t i o n  f o r  t h e  y e a r s  t h e n  e n d e d .  O u r  
e x a m i n a t i o n s  w e r e  made  i n  a c c o r d a n c e  w i t h  g e n e r a l l y  a c c e p t e d  
a u d i t i n g  s t a n d a r d s  a n d ,  a c c o r d i n g l y ,  i n c l u d e d  s u c h  t e s t s  o f  t h e  
a c c o u n t i n g  r e c o r d s  a n d  s u c h  o t h e r  a u d i t i n g  p r o c e d u r e s  a s  we 
c o n s i d e r e d  n e c e s s a r y  i n  t h e  c i r c u m s t a n c e s .

I n  o u r  o p i n i o n ,  t h e  f i n a n c i a l  s t a t e m e n t s  r e f e r r e d  t o  a b o v e  
p r e s e n t  f a i r l y  t h e  f i n a n c i a l  p o s i t i o n  o f  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  Ba nk  a s  o f  D e c e m b e r  31, 1986 a nd  1985, 
a n d  t h e  r e s u l t s  o f  i t s  o p e r a t i o n s  a n d  t h e  c h a n g e s  i n  i t s  
f i n a n c i a l  p o s i t i o n  f o r  t h e  y e a r s  t h e n  e n d e d ,  i n  c o n f o r m i t y  w i t h  
g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s  a p p l i e d  on a c o n s i s t e n t  
b a s i s .

C e r t i f i e d  P u b l i c  A c c o u n t a n t s
J a n u a r y  23,  1987
(M a r c h  2 ,  1987 a s  t o  N o t e  I )

Toucno Ross International
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ALASKA COMMERC IAL F I S H I N G  AND AGR I CULTURE BANK

BALANCE SHEETS

ASSETS

CASH

TEMPORARY INVESTMENTS

LOANS AND OTHER R E C E I V A B L E S ,  n e t  
o f  a l l o w a n c e  f o r  l o a n  l o s s e s  
o f  $3 ,291,026 a n d  $3,441,130

ACCRUED I N T E R EST  R E C E I V A B L E :  
T e m p o r a r y  i n v e s t m e n t s  
L o a n s  a n d  o t h e r  r e c e i v a b l e s

INVESTMENT I N  SPOKANE BANK FOR 
COOPERAT IVES

BANK P R E M I S E S ,  FURN I TURE  AND 
EQU IPMENT ,  n e t

ACQU IRED  ASSETS HELD FOR SALE

OTHER ASSETS

D e c em b e r  31,

1986 1985

$ 147,410 $ 106,773

4,150,000 3,200,000

41,130,799 62,495,806

4,700
1,302,252

1,306,952

5,390,548

351,874

83,007

28,997

44,144 
2,071 ,202

2,115,346

5,252,423

471,503

1,606,164

90,563

£52.589.587 £75.338.578

S e e  n o t e s  t o  f i n a n c i a l  s t a t e m e n t s .

I - 2 -



&  Touche Ross

L I A B I L I T I E S ,  CAP I TAL  AND PATRONAGE EARN INGS

D e c e m b e r  31,

L I A B I L I T I E S :
1986 1985

A c c o u n t s  p a y a b l e  a n d  a c c r u e d  e x p e n s e s $ 191,979 $ 308,016
A c c r u e d  i n t e r e s t  p a y a b l e 233,634 416,780
C l a s s  B p r e f e r r e d  s t o c k  s u b s c r i p t i o n s 60,163
N o t e s  p a y a b l e 25,002,539 48,268,294

COMMITMENTS AND CONT INGENT 
L I A B I L I T I E S  ( N o t e  H)

CAP I TAL  AND PATRONAGE EARN INGS :
S h a r e  c a p i t a l  -

C l a s s  C s p e c i a l  p r e f e r r e d  s t o c k ,  
$10,000 p a r  v a l u e ,  a u t h o r i z e d

25,488,315 48,993,090

4,000 s h a r e s ,  o u t s t a n d i n g  3,180 s h a r e s  
C l a s s  B p r e f e r r e d  s t o c k ,  $100 p a r  

v a l u e ,  a u t h o r i z e d  400,000 s h a r e s ,

31 ,800,000 31,800,000

o u t s t a n d i n g  40,410 a nd  65,845 s h a r e s  
L o a n s  r e c e i v a b l e  o n  C l a s s  B

4 ,041,000 6,584 ,500

p r e f e r r e d  s t o c k  
C l a s s  A m e m b e r s h i p  s t o c k ,  $10 p a r  

v a l u e ,  a u t h o r i z e d  10,000 s h a r e s ,

(3 ,698,500) (6 ,584,500)

o u t s t a n d i n g  975 a n d  931 s h a r e s 9,750 9,310

32,152,250 31,809,310
C s t o c k  r e t i r e m e n t  p o o l 184,930 92,152
C a p i t a l  i n  e x c e s s  o f  p a r  v a l u e 86,940 82,980
C o n t r i b u t e d  c a p i t a l 144,626 144,626

A l l o c a t e d  u n d i s t r i b u t e d
32,568,746 32, 129,068

p a t r o n a g e  e a r n i n g s  
U n a l l o c a t e d  u n d i s t r i b u t e d

825,691 1,045,365

p a t r o n a g e  e a r n i n g s  
U n a l l o c a t e d  u n d i s t r i b u t e d

535,780

p a t r o n a g e  l o s s (6 ,828,945) (6 ,828,945)

27, 101/ 272 26,345,488
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A L A S K A  C O M M E R C I A L  F I S H I N G  AND A G R I C U L T U R E  B A N K

S T A T E M E N T S  O F  E A R N I N G S

I N T E R E S T  I N C OME:
I n t e r e s t  on l o ans and o t h e r  r e c e i v a b l e s  
I n t e r e s t  on t e m p o r a r y  i n v e s t m e n t s

I N T E R E S T  E X P E N S E

L O S S  O N  A S S E T S  HE L D  FOR SALE

P R O V I S I O N  FOR L O A N  L O S S E S

O T H E R  EXPEN S E S :
S a l a r i e s  and b e n e f i t s  
O c c u p a n c y  e x p e n s e  
D e p r e c i a t i o n  and a m o r t i z a t i o n  
P r o f e s s i o n a l  fees 
A d v e r t i s i n g  a n d  p r o m o t i o n  
Travel, l o d g i n g  a n d  m e a l s  
O f f i c e  o p e r a t i o n s  
T e l e p h o n e  and p o s t a g e  
M i s c e l l a n e o u s  
D i r e c t o r ' s  fe e s

U N A L L O C A T E D  U N D I S T R I B U T E D  P A T R O N A G E  
E A R N I N G S  B E F O R E  I N C O M E  TAX 
E X P E N S E  A N D  E X T R A O R D I N A R Y  C R E D I T

I N C O M E  TAX E X P E N S E

U N A L L O C A T E D  U N D I S T R I B U T E D  P A T R O N A G E  
E A R N I N G S  B E F O R E  E X T R A O R D I N A R Y  C R E D I T

E X T R A O R D I N A R Y  C R E D I T  - U T I L I Z A T I O N  OF NET 
O P E R A T I N G  L O S S  C A R R Y F O R W A R D

U N A L L O C A T E D  U N D I S T R I B U T E D  
P A T R O N A G E  E A R N I N G S

Y e a r  e n d e d  D e c e m b e r  31,

1986 1985

$ 6 , 1 1 9 , 4 4 5
1 6 5 ,1 4 3

$ 1 0 , 1 4 1 , 0 9 0  
3 6 2 , 7 6 7

6 , 2 8 4 , 5 8 8 1 0 , 5 0 3 , 8 5 7

3 , 7 6 5 , 9 0 0 6 , 2 6 7 , 0 0 3

1 ,3 4 7 9 1 , 1 2 7

5 0 , 47 0 1 , 2 3 4 , 9 3 0

3 , 8 1 7 , 7 1 7 7 , 5 9 3 , 0 6 0

2 , 4 6 6 , 8 7 1 2 , 9 1 0 , 7 9 7

1 , 1 8 4 , 7 6 0  
2 0 3 , 3 7 9  
1 31 , 7 8 9  
1 1 0 , 1 8 1  

67,  861-C 
6 6 , 2 1 9  <  
62 , 72 2  
4 0 , 4 8 4  
3 6 , 52 2  
27 , 174

1 , 7 0 5 , 7 8 0  
2 5 2 , 3 0 0  
1 6 0 , 2 7 9  
1 5 0 , 1 9 1  

—  7 9 . 9 2 2  
1 3 6 , 6 7 5  
1 2 6 , 7 1 7  

8 7 , 2 3 8  
5 0 , 5 5 4  
4 6 , 9 5 4

1 , 9 3 1 , 0 9 1 2 , 7 9 6 , 6 1 0

5 35 , 7 8 0 1 1 4 ,1 8 7

2 26 , 3 0 0 3 2 , 2 0 0

3 09 , 4 8 0 8 1 , 9 8 7

226 ,3 0 0 3 2 , 2 0 0

$ 5 3 5 . 7 8 0 $ 114j  J  87

S e e  n o t e s  t o  f i n a n c i a l  s t a t e m e n t s .
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ALASKA COMMERC IAL F I S H I N G  AND AG R I C U L T U R E  BANK

STATEMENTS OF CHANGES I N  CAP I TA L  
AND ALLOCATED/UNALLOCATED 

UND I S T R IB U T ED  PATRONAGE EARNINGS (LOSS)

S h a r e
c a p i t a l

C s t o c k  
r e t i r e m e n t  

p o o l

B a l a n c e ,  J a n u a r y  1,  1985

I s s u a n c e  ( r e d e m p t i o n )  o f  s t o c k  d u r i n g  
t h e  y e a r :

C l a s s  B p r e f e r r e d  s t o c k ,  29,332 s h a r e s ,  n e t  
C l a s s  A s t o c k ,  43 s h a r e s  

C s t o c k  r e t i r e m e n t  p o o l :
C l a s s  B p r e f e r r e d  s t o c k  a s s e s s m e n t s  
A s s e s s m e n t s  r e c e i v a b l e  

R e d u c t i o n  i n  l o a n  r e c e i v a b l e  on  C l a s s  B 
p r e f e r r e d  s t o c k  r e d e m p t i o n  

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

U n a l l o c a t e d  u n d i s t r i b u t e d  
p a t r o n a g e  e a r n i n g s  

A l l o c a t i o n  t o  u n a l l o c a t e d  u n d i s t r i b u t e d  
p a t r o n a g e  l o s s

B a l a n c e ,  D e c e m b e r  31, 1985

I s s u a n c e  ( r e d e m p t i o n )  o f  s t o c k  d u r i n g  t h e  
y e a r :

C l a s s  B p r e f e r r e d  s t o c k ,  25,435 s h a r e s ,  n e t  
C l a s s  A s t o c k ,  44 s h a r e s  

R e d u c t i o n  i n  l o a n s  r e c e i v a b l e  o n  C l a s s  B 
p r e f e r r e d  s t o c k  r e d e m p t i o n  

C s t o c k  r e t i r e m e n t  p o o l :
C l a s s  B p r e f e r r e d  s t o c k  a s s e s s m e n t s  
A s s e s s m e n t s  r e c e i v a b l e  

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

U n a l l o c a t e d  u n d i s t r i b u t e d  
p a t r o n a g e  e a r n i n g s

B a l a n c e ,  D e c e m b e r  31, 1986

£31,808,880 £ 10,260

(2,933,200)
430

171,398
(89,506)

2 ,933,200

31,809,310 92,152

(2 ,543 ,500)
440

2,886,000

70,966
21,812

£32.152.250 £184.930

S e e  n o t e s  t o  f i n a n c i a l  s t a t e m e n t s .
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93 Capital in 
excess of 

irc par value

£79,110

I

|  3 , 870

I

I

I __________

0 8 2 , 98 0
1

I  3,960

I

I

I  ------------------
6 8 6 . 9 4 0

Contributed
capital

£ 1 4 4 , 6 2 6

1 4 4 ,6 2 6

6 1 4 4 . 6 2 6

Allocated
undistributed

patronage
earnings

£ 4 , 5 1 4 , 2 3 7

(43 4 , 22 8 )

( 3 , 0 3 4 , 6 4 4 )

1 , 0 4 5 , 3 6 5

(21 9 , 67 4 )

6 825 . 69 1

Unallocated
undistribute

patronage
earnings

£  -

1 1 4 ,1 8 7

( 1 1 4 , 1 8 7 )

5 3 5 ,7 8 0  

6 5 3 5 . 7 8 0

Unallocated
undistributed

patronage
loss

£ ( 9 , 9 7 7 , 7 7 6 )

3 , 1 4 8 , 8 3 1

( 6 , 8 2 8 , 9 4 5 )

£ ( 6 . 8 2 8 , 9 4 5 )

Total

£26, r 579 , 337

( 2 1r 933 , 200
4, 300

171 , 398
(89, 506

2,. 933 , 200

<[ 434 , 228

114 , 187

26, 345 , 488

(2, 543 , 500
4, 400

2, 886 , 000

70 , 966
21 , 812

( 219, 674

535 , 780

$2 7, 101 , 272
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ALASKA COMMERC IAL F I S H I N G  AND A G R I C U L T U R E  BANK

STATEMENTS OF CHANGES I N  F I N A N C I A L  P O S I T I O N

Y e a r  e n d e d  D e c e m b e r  31
L

1986 1985

SOURCE OF FUNDS:
F r om  o p e r a t i o n s  -

U n a l l o c a t e d  u n d i s t r i b u t e d  
p a t r o n a g e  e a r n i n g s  

I t e m s  n o t  r e q u i r i n g  t n e  
u s e  o f  f u n d s :

D e p r e c i a t i o n  a n d  
a m o r t i z a t i o n  

P r o v i s i o n  f o r  l o a n  l o s s  
L o s s  ( g a i n )  o n  s a l e  o f  a s s e t s

F u n d s  p r o v i d e d  f r o m  o p e r a t i o n s  
N e t  p r o c e e d s  f r o m  s a l e  o f  a s s e t s  
N e t  p r o c e e d s  f r o m  s t o c k  i s s u a n c e  
D e c r e a s e  i n  c a s h

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

l o a n s
o t h e r  a s s e t s  
a c c r u e d  i n t e r e s t

$ 535,780 $ 114,187

D e c r e a s e  i n  
D e c r e a s e  i n  

f o r  s a l e  
D e c r e a s e  i n  
D e c r e a s e  i r  
D e c r e a s e  i n  

r e c e i v a b l e  
I n c r e a s e  i n  s t o c k  s u b s c r i p t i o n  p a y a b l e  
I n c r e a s e  i n  C l a s s  B p r e f e r r e d  

s t o c k  a s s e s s m e n t s ,  n e t  
I n c r e a s e  i n  C l a s s  B p r e f e r r e d  s t o c k

131,789
50,470

683

718,722
2,032
4,400

1,523,157 
2 1 , 5 1 5 , 111 

61,566

808,394
60,163

92,778
342,500

160,279 
1,234,930 

________ (839)

1 ,508,557
20,924

4,300
16,558

5,627,865

755,141
28,869,727

411,485

1,089,589

81,892

$25.128.823 $38.386.038

S e e  n o t e s  t o  f i n a n c i a l  s t a t e m e n t s .
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ALASKA COMMERCIAL  F I S H I N G  AND A G R I C U L T U R E  BANK

STATEMENTS OF CHANGES I N  F I N A N C I A L  P O S I T I O N
( c o n t i n u e d )

Y e a r  e n d e d  D e c e m b e r  31,

USE OF FUNDS:

1986 1985

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

a l l o c a t e d  u n d i s t r i b u t e d  p a t r o n a g e

$ 200,574 $ 3 ,111,420

e a r n i n g s 219,674 434,228
I n c r e a s e  i n  c a s h 40,637
I n c r e a s e  i n  t e m p o r a r y  i n v e s t m e n t s  
I n c r e a s e  i n  i n v e s t m e n t  i n  S p o k a n e

950,000

Ba nk  f o r  C o o p e r a t i v e s  
I n c r e a s e  i n  b a n k  p r e m i s e s ,  f u r n i t u r e

138,125 513,689

a n d  e q u i p m e n t  
D e c r e a s e  i n  a c c o u n t s  p a y a b l e  a n d

14,874 3,637

a c c r u e d  e x p e n s e s 116,038 64,000
D e c r e a s e  i n  a c c r u e d  i n t e r e s t  p a y a b l e 183,146 1,953,073
D e c r e a s e  i n  n o t e s  p a y a b l e 23,265,755 32,305,991

£2 5 .128.823 £38.386.038

S e e  n o t e s  t o  f i n a n c i a l  s t a t e m e n t s .
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ALASKA COMMERC IAL F I S H I N G  AND AGR I CULTURE  BANK

NOTES TO F I N A N C I A L  STATEMENTS

YEARS ENDED DECEMBER 31,  1986 AND 1985

NOTE A - SUMMARY OF S I G N I F I C A N T  
ACCOUNT ING  P O L I C I E S :

O p e r a t i o n s  -

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  Ba n k  (CFAB) was 
i n c o r p o r a t e d  o n  May 4,  1979 t o  p r o m o t e  g r o w t h  o f  A l a s k a  
a g r i c u l t u r e  a n d  f i s h i n g  b y  p r o v i d i n g  d e b t  f i n a n c i n g  t o  
r e s i d e n t - o w n e d  b u s i n e s s e s  e n g a g e d  i n  h a r v e s t i n g ,  p r o c e s s i n g  o r  
m a r k e t i n g ,  a n d  t o  p r o m o t e  i t s  own g r o w t h  a s  a s t r o n g  
u s e r - o r i e n t e d  i n s t i t u t i o n  t h r o u g h  c o o p e r a t i v e  o w n e r s h i p  a n d  
s e l f - g o v e r n a n c e .

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

I n t e r e s t  o n  l o a n s  -

T h e  a c c r u a l  o f  i n c o m e  on l o a n s  i s  d i s c o n t i n u e d  whe n  i n t e r e s t  o r  
p r i n c i p a l  i s  c o n t r a c t u a l l y  p a s t  d u e  m o r e  t h a n  90 d a y s .

P a t r o n a g e  d i v i d e n d s  -

P a t r o n a g e  d i v i d e n d s  r e c e i v e d  f r o m  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  
( S B C ) ,  o f  w h i c h  CFAB i s  a m em b e r ,  r e d u c e  i n t e r e s t  e x p e n s e  t o  SBC 
i n  t h e  y e a r  d e c l a r e d .

A l l o w a n c e  f o r  l o a n  l o s s e s  -

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

A c q u i r e d  a s s e t s  h e l d  f o r  s a l e  -

s p e c i f i c
g e n e r a l  r e s e r v e  f o r

A c q u i r e d  a s s e t s  h e l d  f o r  s a l e  i n c l u d e  t h o s e  a s s e t s  a c q u i r e d  
t h r o u g h  f o r e c l o s u r e .  T h e s e  a s s e t s  a r e  c a r r i e d  a t  t h e  l o w e r  o f  
f a i r  m a r k e t  v a l u e  o r  t h e  r e c o r d e d  i n v e s t m e n t  i n  t h e  r e l a t e d  
l o a n .  H o l d i n g  c o s t s  a r e  e x p e n s e d  w h e n  i n c u r r e d  u n l e s s  s u c h  
c o s t s  i n c r e a s e  t h e  f a i r  m a r k e t  v a l u e  o f  t h e  a s s e t .

- 7 -
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Ba n k  p r e m i s e s ,  f u r n i t u r e  a n d  e q u i p m e n t  -

Ban k  p r e m i s e s ,  f u r n i t u r e  a n d  e q u i p m e n t  a r e  s t a t e d  a t  c o s t  l e s s  
a c c u m u l a t e d  d e p r e c i a t i o n  a n d  a m o r t i z a t i o n .  D e p r e c i a t i o n  a n d  
a m o r t i z a t i o n  a r e  c h a r g e d  t o  o p e r a t i o n s  b y  u s e  o f  t h e  
s t r a i g h t - l i n e  m e t h o d  o v e r  e s t i m a t e d  u s e f u l  l i v e s  o f  t h r e e  t o  t e n  
y e a r s .  E x p e n d i t u r e s  f o r  m a i n t e n a n c e  a n d  r e p a i r s  a r e  c h a r g e d  t o  
o p e r a t i n g  e x p e r s e  a s  i n c u r r e d .  E x p e n d i t u r e s  f o r  r e n e w a l s  o r  
i m p r o v e m e n t s  w h i c h  e x t e n d  t h e  l i f e  o f  a n  a s s e t  a r e  c a p i t a l i z e d  
a t  c o s t  a n d  d e p r e c i a t e d  a s  s t a t e d  a b o v e .  U p on  s a l e ,  r e t i r e m e n t  
o r  o t h e r  d i s p o s i t i o n s  o f  p r o p e r t y ,  t h e  c o s t  a n d  a c c u m u l a t e d  
d e p r e c i a t i o n  a r e  r e m o v e d  f r o m  t h e  r e s p e c t i v e  a c c o u n t s  a n d  t h e  
r e s u l t i n g  g a i n  o r  l o s s  r e c o r d e d .

I n c o m e  t a x e s  -

A m o u n t s  p r o v i d e d  f o r  i n c o m e  t a x  e x p e n s e  a r e  b a s e d  o n  e a r n i n g s  
r e p o r t e d  f o r  f i n a n c i a l  s t a t e m e n t  p u r p o s e s ,  r a t h e r  t h a n  o n  t h e  
t a x a b l e  i n c o m e  s h ow n  o n  t h e  c o r p o r a t e  i n c o m e  t a x  r e t u r n .  T h e s e  
a m o u n t s  may d i f f e r  b e c a u s e  c e r t a i n  i t e m s  a r e  r e c o r d e d  a s  i n c o m e  
o r  e x p e n s e  i n  d i f f e r e n t  y e a r s  f o r  f i n a n c i a l  s t a t e m e n t  a n d  t a x  
r e t u r n  p u r p o s e s .

NOTE B - LOANS:

C FAB ' s  l o a n  p o r t f o l i o  by  m a i o r  c a t e g o r y  i s  a s  f o l l o w s  -

D e c e m b e r  31,

V e s s e l s
F i s h  p r o c e s s o r s  
A g r i c u l t u r e  a n d  t i m b e r  
G e a r ,  e n t r y  p e r m i t s  

a n d  o t h e r  
O t h e r  r e c e i v a b l e s

L e s s  l o a n s  r e c e i v a b l e  o n  
C l a s s  B p r e f e r r e d  s t o c k

L e s s  a l l o w a n c e  f o r  l o a n  l o s s e s

1986 1985

$25,623,250 $34,135,387
8,702,504 14,172,810
7,596,991 16,221,453

4,371,442
1,826,138

48,120,325

(3 ,69 8 ,5 00 )

44,421,825
(3 ,291 ,0 26 )

7 ,697,386 
294,400

72,521,436

(6 ,58 4 ,5 00 )

65,936,936
(3 , 44 1 ,130 )

$41,130.799 $62.495.806
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T h e  l o a n  p o r t f o l i o  i n c l u d e s  l o a n s  w h i c h  h a v e  b e e n  c l a s s i f i e d  as  
n o n a c c r u a l .  N o n a c c r u a l  l o a n s  b y  m a j o r  c a t e g o r y  a r e  a s  f o l l o w s  -

CFAB s e r v e s  t h e  f i n a n c i a l  n e e d s  o f  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  i n d u s t r i e s  i n  t h e  S t a t e  o f  A l a s k a .  T h e s e  i n d u s t r i e s  
a r e  s u b j e c t  t o  s e a s o n a l  a n d  c y c l i c a l  f l u c t u a t i o n s  w h i c h  c o u l d  
a f f e c t  t h e  b o r r o w e r s '  a b i l i t y  t o  r e p a y  l o a n s  o n  a t i m e l y  b a s i s .

L o a n s  t o  d i r e c t o r s  -

To  q u a l i f y  f o r  e l e c t i o n  t o  t h e  CFAB B o a r d  o f  D i r e c t o r s ,  a n  
i n d i v i d u a l  m u s t  b e  a b o r r o w i n g  m em b e r .  L o a n s  t o  m emb e r s  w h o  
s e r v e  o n  t h e  B o a r d  o f  D i r e c t o r s  m u s t  be  a p p r o v e d  b y  t h e  SBC .  
T o t a l  l o a n s  t o  t h e s e  m em b e r s  w e r e  $141,247 a n d  $1,613,378 i n  
1986 a n d  1985, r e s p e c t i v e l y .

NOTE C - TEMPORARY INVESTMENTS :

T e m p o r a r y  i n v e s t m e n t s  c o n s i s t e d  o f  $4 ,150,000 o f  f a r m  c r e d i t  b o n d s  
m a t u r i n g  a t  v a r i o u s  d a t e s  i n  1987, w i t h  i n t e r e s t  r a t e s  r a n g i n g  
f r o m  5.99% t o  8.50% a nd  c e r t i f i c a t e s  o f  d e p o s i t  o f  $3 ,200,000 w i t h  
i n t e r e s t  r a t e s  r a n g i n g  f r o m  8.45% t o  8.52% a t  D e c e m b e r  31, 1986 
a n d  1985, r e s p e c t i v e l y .

D e c e m b e r  31,

1986 1985

F i s h  p r o c e s s o r s  
V e s s e l s
A g r i c u l t u r e  a n d  t i m b e r  
G e a r ,  e n t r y  p e r m i t s  a n d  o t h e r

$ 4 ,441,655 $ 5 ,246,914
3,025,085 4 ,480,381
7,569,743 3 ,740,558
2,286,902 2 ,185,492

A c t i v i t y  i n  t h e  a l l o w a n c e  f o r  l o a n  l o s s e s  i s  a s  f o l l o w s

D e c e m b e r  31

1986 1985

B a l a n c e  a t  b e g i n n i n g  o f  y e a r  
C h a r g e d  t o  e x p e n s e  
R e c o v e r i e s  o n  l o a n s  p r e v i o u s l y

c h a r g e d  o f f

$3 ,441,130 $5,317,621
50,470 1 ,234,929

688,266 374,889

L o a n s  c h a r g e d  o f f
4 ,179,866 6,927,439

(888,840) (3 , 48 6 ,3 0 9 )

B a l a n c e  a t  e n d  o f  y e a r
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NOTE D - BANK P R E M I S E S , FURN I TURE  
AND EQU IPMENT:

T h e  f o l l o w i n g  r e p r e s e n t s  a c l a s s i f i c a t i o n  o f  b a n k  p r e m i s e s ,  
f u r n i t u r e  a n d  e q u i p m e n t  b y  m a j o r  c a t e g o r y  -

D e c e m b e r  31,

1986 1985

F u r n i t u r e ,  f i x t u r e s  a n d  
e q u i p m e n t £ 893,365 £ 889,432

L e a s e h o l d  i m p r o v e m e n t s 147,202 147,202

1,040,567 1,036,634
L e s s  a c c u m u l a t e d  d e p r e c i a t i o n  

a n d  a m o r t i z a t i o n (688,693) (565,131)

£ 351.874 £ 471,503

NOTE E - NOTES PAYABLE:

N o t e s  p a y a b l e  c o n s i s t e d  o f  -

D e c e m b e r  31,

1986 1985
SBC l o n g - t e r m  n o t e s  w i t h  i n t e r e s t  

r a t e s  r a n g i n g  f r o m  10.5^4% t o  
11.75% m a t u r i n g  a t  v a r i o u s  d a t e s  
t o  J a n u a r y ,  1993 £25,000,000 £28,000,000

SBC s h o r t - t e r n .  n o t e s  a n d  s e a s o n a l  
l o a n  w i t h  i n t e r e s t  r a t e s  r a n g i n g  
f r o m  8.7% t o  10.25% m a t u r i n g  a t  
v a r i o u s  d a t e s  i n  1986 20,220,081

O t h e r  n o t e s  p a y a b l e  a n d  c a p i t a l i z e d  
e q u i p m e n t  l e a s e s  w i t h  v a r i o u s  
i n t e r e s t  r a t e s  a n d  m a t u r i t y  d a t e s 2,539 48,213

£25,002,539 £48.268.294

T h e  l o a n s  a r e  s e c u r e d  by  s u b s t a n t i a l l y  a l l  CFAB a s s e t s ,

- 10 -
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P r i n c i p a l  p a y m e n t s  r e q u i r e d  on  n o t e s  p a y a b l e  a r e  a s  f o l l o w s  -

Y e a r  e n d i n g  D e c e m b e r  31, Amo u n t

1987 $
1988 10,000,000
1989 10,000,000
1990 5,000,000

CFAB m u s t  i n v e s t  i n  S B C ' s  C l a s s  C s t o c k  i n  a n  a m o u n t  e q u a l  t o  a t  
l e a s t  5% o f  t h e  c u m u l a t i v e  a v e r a g e  l o a n  b a l a n c e  m a i n t a i n e d  w i t h  
S B C .  T h e  a m o u n t  o f  C F A B ' s  i n v e s t m e n t  i n  S B C ' s  C l a s s  C s t o c k  a n d  
e q u i t y  i n  a l l o c a t e d  s u r p l u s  was $5 ,390,548 a n d  $5 ,252,423 a t  
D e c e m b e r  31, 1986 a n d  1985, r e s p e c t i v e l y .

NOTE F - PENS ION PLANS:

CFAB h a s  p e n s i o n  p l a n s  c o v e r i n g  s u b s t a n t i a l l y  a l l  e m p l o y e e s .  T h e
t o t a l  c o s t  c h a r g e d  t o  o p e r a t i o n s  f o r  1986 a n d  1985 was  $57,422 a n d  
$58,372,  r e s p e c t i v e l y .  T h e  B o a r d  o f  D i r e c t o r s  v o t e d  t o  t e r m i n a t e
t h e  f l o o r  r e t i r e m e n t  p e n s i o n  p l a n  d u r i n g  198o.  T h e  f l o o r
r e t i r e m e n t  p l a n  p r o v i d e d  f o r  p a y m e n t s  i n  t h e  e v e n t  t h e  r e m a i n i n g  
p e n s i o n  p l a n  was  n o t  s u f f i c i e n t l y  f u n d e d  t o  m e e t  a c t u a r i a l l y  
c o m p u t e d  r e t i r e m e n t  f u n d i n g .  As  o f  D e c e m b e r  31, 1985, t h e  n e t  
a s s e t s  a v a i l a b l e  f o r  b e n e f i t s  u n d e r  t h e  f l o o r  r e t i r e m e n t  p l a n  w a s  
$28,244.  T h i s  a m o u n t  w i l l  b e  r e f u n d e d  t o  CFAB u p o n  t h e  a p p r o v a l  
o f  t e r m i n a t i o n  b y  r e g u l a t o r y  a g e n c i e s .  I n  a c c o r d a n c e  w i t h  
g e n e r a l l y  a c c e p t e d  a c c o u n t i n g  p r i n c i p l e s ,  no  g a i n  w i l l  be  r e c o r d e d  
u n t i l  t h e  r e g u l a t o r y  a p p r o v a l  o f  t h e  t e r m i n a t i o n  i s  o b t a i n e d .

NOTE G - CAP I TAL  AND PATRONAGE EARN INGS:

S h a r e  c a p i t a l  -

S h a r e s  p u r c h a s e d  by  t h e  S t a t e  o f  A l a s k a  m u s t  b e  r e p u r c h a s e d  b y  
CFAB o n  o r  b e f o r e  J u l y  20,  2000.

P r e f e r e n t i a l  s h a r e h o l d e r s '  r i g h t s  o n  d i s s o l u t i o n  a r e  a t t a c h e d  i n  
t h e  o r d e r  o f  C l a s s  C ,  C l a s s  B a n d  C l a s s  A .

T h e  f o l l o w i n g  r i g h t s  a p p l y  t o  t h e  t h r e e  c a t e g o r i e s  o f  s t o c k  -

C l a s s  C - No v o t i n g  o r  d i v i d e n d  r i g h t s .  May  o n l y  b e  i s s u e d  t o  
t h e  S t a t e  o f  A l a s k a .
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C l a s s  B - No v o t i n g  r i g h t s .  C l a s s  B s t o c k  may o n l y  b e  h e l d  by 
m em b e r s  o f  C FAB .  P r i o r  t o  D e c e m b e r  31, 1985, a l l  
l o a n s  r e q u i r e d  a p u r c h a s e  o f  C l a s s  B s t o c k  i n  an  
a m o u n t  e q u a l  t o  10% o f  t h e  l o a n  b a l a n c e ;  h o w e v e r ,  
t h i s  p u r c h a s e  w a s  n o t  f u n d e d  b u t  was  e v i d e n c e d  b y  
n o t e s .  On l o a n s  made  s u b s e q u e n t  t o  D e c e m b e r  31,
1985, e a c h  b o r r o w e r  i s  r e q u i r e d  t o  make  a c a s h  
p u r c h a s e  o f  C l a s s  B s t o c k  i n  a n  a m o u n t  e q u a l  t o  5% o f  
t h e  t o t a l  l o a n .  T h i s  i n v e s t m e n t  w i l l  r e m a i n  i n  p l a c e  
u n t i l  r e L i r e d  b y  t h e  B o a r d  o f  D i r e c t o r s .

C l a s s  A - No d i v i d e n d  r i g h t s .  E a c h  membe r  o f  CFAB m u s t  own  o n e  
s h a r e  o f  C l a s s  A s t o c k .  E a c h  s h a r e  o f  s t o c k  c a r r i e s  
o n e  v o t e .  T o  v o t e ,  a membe r  m u s t  b e  e n g a g e d  i n  
c o m m e r c i a l  f i s h i n g  o r  a g r i c u l t u r e  a n d  m u s t  b e  a 
c u r r e n t  b o r r o w e r  o r  h a v e  b o r r o w e d  f r o m  CFAB d u r i n g  
t h e  p r e c e d i n g  t w o  y e a r s  o r  h a v e  a m i n i m u m  r e t a i n e d  
p a t r o n a g e  e a r n i n g s  w i t h  CFAB o f  $2 ,500 .

U n a l l o c a t e d  u n d i s t r i b u t e d  p a t r o n a g e  l o s s  -

I n  a c c o r d a n c e  w i t h  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  
Ba nk  b y l a w s ,  t h e  B o a r d  o f  D i r e c t o r s  a c t e d  t o  r e d u c e  a n  
u n a l l o c a t e d  u n d i s t r i b u t e d  p a t r o n a g e  l o s s  i n  t h e  a m o u n t  o f  
$9 ,977,776 a s  f o l l o w s :  1) b y  a l l o c a t i n g  $3 ,034,644 t o  a l l o c a t e d
u n d i s t r i b u t e d  p a t r o n a g e  e a r n i n g s  o f  p r i o r  y e a r s  i n  1985; a . . d  
2) b y  c h a r g i n g  $114,187 t o  1985 u n a l l o c a t e d  u n d i s t r i b u t e d  
p a t r o n a g e  e a r n i n g s .  A t  D e c e m b e r  31, 1986, t h e  r e m a i n i n g  
u n a l l o c a t e d  u n d i s t r i b u t e d  p a t r o n a g e  l o s s  a m o u n t  w a s  $6,828,945 
( s e e  N o t e  I ) .

C l a s s  C s t o c k  r e p u r c h a s e  p l a n  -

I n  a c c o r d a n c e  w i t h  AS 4 4 . 8 1 . 0 1 0 ( b ) ,  o n  o r  b e f o r e  J u l y  20, 2000, 
CFAB i s  r e q u i r e d  t o  r e p u r c h a s e  i t s  C l a s s  C s t o c k  i s s u e d  t o  t h e  
S t a t e  o f  A l a s k a .  CFAB i m p l e m e n t e d  a p r o g r a m  r e q u i r i n g  b o r r o w e r s  
o r i g i n a t i n g  l o a n s  a f t e r  D e c e m b e r  12, 1983 t o  make  a n  a d d i t i o n a l  
p u r c h a s e  o f  C l a s s  B s t o c k  f o r  t h e  a s s u m e d  p u r p o s e  o f  u l t i m a t e l y  
f u n d i n g  t h e  r e p u r c h a s e  o f  C l a s s  C s t o c k .  T h i s  p l a n  wa s  i n  
e f f e c t  u n t i l  D e c e m b e r  31, 1985. N o t e s  o r i g i n a t e d  a f t e r  
D e c e m b e r  31, 1985, a r e  n o t  s u b j e c t  t o  t h i s  p r o g r a m  b u t ,  a r e  
s u b j e c t  t o  n ew  C l a s s  B s t o c k  r e q u i r e m e n t s .
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NOTE H - C O N T I N G E N C I E S  AND COMMITMENTS:

C o n t i n g e n c i e s  -

CFAB i s  a d e f e n d a n t  i n  s e v e r a l  l e g a l  a c t i o n s  a r i s i n g  f r o m  n o r m a l  
b u s i n e s s  a c t i v i t i e s  i n c l u d i n g  a c t i o n s  r e l a t e d  t o  d e l i n q u e n t  
l o a n s  a n d  f o r e c l o s u r e s .  CFAB r e s e r v e s  f o r  p o t e n t i a l  l o s s e s  o n  
d e l i n q u e n t  l o a n s  a s  d e s c r i b e d  i n  N o t e  A .  As t o  l i t i g a t i o n  
o u t s i d e  o f  d e l i n q u e n c i e s  a n d  f o r e c l o s u r e s ,  m a n a g e m e n t  b e l i e v e s  
t h a t  t h o s e  a c t i o n s  a r e  w i t h o u t  m e r i t  o r  t h a t  t h e  u l t i m a t e  
l i a b i l i t y ,  i f  a n y ,  r e s u l t i n g  f r o m  t h e m  w i l l  n o t  m a t e r i a l l y  
a f f e c t  C F A B ' s  f i n a n c i a l  p o s i t i o n  o r  i t s  r e s u l t s  o f  o p e r a t i o n s .

C o m m i t m e n t s  -

CFAB h a s  e n t e r e d  i n t o  c e r t a i n  n o n c a n c e l a b l e  l o n g - t e r m  o p e r a t i n g  
l e a s e  a g r e e m e n t s  f o r  b u i l d i n g s .  R e n t a l  e x p e n s e  u n d e r  t h e s e  
l e a s e s  t o t a l e d  $192,450 a n d  $231,549 f o r  t h e  y e a r s  e n d e d  
D e c em b e r  31, 1986 a n d  1985, r e s p e c t i v e l y .  M i n i m u m  a n n u a l  l e a s e  
p a y m e n t s  a r e  a s  f o l l o w s  -

NOTE I  - SUBSEQUENT EVENT:

On M a r c h  2,  1987, i n  a c c o r d a n c e  w i t h  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  Ba nk  b y l a w s ,  t h e  B o a r d  o f  D i r e c t o r s  a c t e d  t o  r e d u c e  
t h e  u n a l l o c a t e d  u n d i s t r i b u t e d  p a t r o n a g e  l o s s  b y  c h a r g i n g  $321,468 
t o  1966 u n a l l o c a t e d  u n d i s t r i b u t e d  p a t r o n a g e  e a r n i n g s .  T h e  
r e m a i n i n g  u n a l l o c a t e d  u n d i s t r i b u t e d  p a t r o n a g e  l o s s  i s  $6 ,507 ,477 .

I n  a d d i t i o n ,  t h e  B o a r d  o f  D i r e c t o r s  a p p r o v e d  a n  a l l o c a t i o n  o f  1986 
p a t r o n a g e  e a r n i n g s  t o t a l i n g  $214,312 t o  1986 p a t r o n s .  T h i s  
a l l o c a t i o n  i s  t o  b e  d i s t r i b u t e d  i n  c a s h  o n  o r  b e f o r e  A p r i l  1 ,  1987.

Y e a r  e n d i n g  D e c e m b e r  31 Amo u n t

1987
1988
1989
1990

$201, 000
182,000
174,000

43,000
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E v f f i i l f r e  M t' is n g f  /*/;<* < i  /  v _________________

As we res lew (lie developments and results ol CFABs 
1986 operations, and prepare lo discuss llicm ultli mem­
bers. we ate reminded ol the question. "Is lire (lass lull- 
empty or Is it hall full?"

For CFAO. tlie question must be. VOs 1980 a partial 
successor was It a partial Ijllurc?" Many oblccllvcs were 
attained e* csceerlcd In 1980. and there Is no doubl llu t 
by any conventional measurement CFAO Is linandally 
stronper today than a year ago. However, some foals 
were not met. and the cllort 10 ixovtdc financing and 
services lo members at a currently reasonable cost re­
mains a dillkult challcnce. In these nest lew popes, we 
will slure with you the ma|or ever nd developments of 
tire past year.

f/>l$ ‘>1- /
'TFie Bunrif c l  Directors fins concluded lo  rtlnni 40 
percent o l the 1906 ntrtijyr'iis to its 1986 patrons In 
the lorm  of a ensh palronage  rcfiiuJ."

P»H> '■>
"Aetuat operating etpemes lo tn le il S 1,931.000. the 
lowest o l any o l the s it  In II gears o l operations"

It h  not possible to identify single and spccllic events or 
circumstances which created the 1986 margin: it is lire 
result of many Interrelated developments. However. It fl 
possible and laliotul to Idcnllly many (actors without 
wlrich die mar cm would not have been achieved One 
such lactor is CFAD's opcratln| eipenscs. or overhead." 
A year a |o  we reported that lliose openscs lor 1985 had 
been reduced by nearly 5A00.000 (torn CrAD's four-year 
averace of $1.2 million, and raid that tor 1986. “...we are 
striving (or a further reduction of 5500.000 to 
$600.000...“  Our ob|ectlve was S2.2 to $2 3 million — ac­
tual operating cvpenscs totaled $1,931,000. the lowest of 
any of die si* full years ol operations Wlule the Board of 
Directors and management of CFAB provide basic direc­
tion and leadership In pursuit ol such oblcctlves. they 
cannot be achieved or cvceeded without th» constant 
and committed efforts ol every CrAB stall member. Wfe 
applaud liic performance of CFAB s employees; they are 
worthy of high retard by all borrower-owners

A particular point ol satisfaction Is die 1986 net operal- 
In* results -  a martin ol 5535.780. While that Is not a 
late : amount. It compares favorably wilh die disastrous 
1984 loss ol $ 10 0 million and the modest S IM  .000 mar­
tin ol I >85. Because CFAB is a cooperative and Its net 
martins are applied to the benefit ol the borrower-own­
ers whose patronace produces tliosc martins, we do not 
operate CFAB toward an objective ol large net martins; 
nevertheless. It Is critical dial policies established and im­
plemented throughout the entlte year be directed toward 
assurinc that there be some net martm. however mod­
est. remaining at December 31.

Consistent with the foregoing and with CFAB’S Bylaws, 
the Board ot Directors has concluded to return 40 per­
cent ol the 1986 margins to Its 1986 patrons In the lorm 
of a cash patronace refund Checks totaling 5214.312 and 
equal to about 3-112 percent of the 1986 Interest paid will 
be mailed fo allectcd borrower-owners by April I .  1987. 
The remainder ol the 1986 margins has been applied eo 
reduce the unallocated and undistributed patronage loss 
remaining Irom 1984 operations.

“There Is no mote pervasive and negative In llu rnce  
on CFAB and on the demands I I must ntahe of Its V !
perform ing. Interest-paying, Cor rowers than the 
leve l o l non-petlorming loans."

A ma|or 1986 disappointment was CFABs Inability lo 
significantly reduce Ihc dollar level of non-earning loans. 
|A nonearning loan is one on which a contractual pay­
ment Is delinquent by 90 days or more and/or which 
CFAB s management has reason lo believe represents a 
continuing and serious problem I Nor.-earning loans to­
taled 515.653.345 at December 31. 1985. and 
517.323.385 a year Ltcr. The relative closeness ol those 
numbers suggests Inactiv.ty and is somewhat misleading. 
The actual changes which occurred are better illustrated 
by the following reconciliation:

*15 651 115 Noneairvng leunv »t December 11. 1985 
6.909 0J9 Balances »h*Ji became nonearning during 1936 
1594 6611 Balances charged oil during 1986 

14 644.3161 Balances collected or restructured during 1986 

517 121185 Nonearnlng lojns at December I I .  1956



There H no inote pervasive and ncgalive Influence on 
crAU and on tlic dcmandc i( must make ol Its pci lor mint. 
Interest-paying. boriowcif I tun die Ic.el ol non perform- 
Inf loans. That act'ccale balance ellectlvdy represents 
lunds which CFAO lias borrowed and on which II must 
pay monthly interest In cash — since CFAO s only source 
ol codi Income is Interest on performing loans, there Is 
no al ernativc but to maintain Interest rates at a level 
which Is perceived by many borrowers as excessive. 
Whether or not tliat perception Is realistic. It Is a cause 
(or many dillicult discussions between CFAO and Its mem­
bers..

'T h e  single greatest content v f CFABs borrower- 
owners Is Its Interest requirement:'

We characterise those dhcussions as "difficult" be­
cause lirst. we understand a d are totally sympathetic to 
members' points ol view On the other hand, we are un­
able to oiler a response other than to say that CFAB Is 
totally committed to correcting the problems which Im­
pose the current t Jtdcns on Its operations lhere are no 
external sources ol rebel to which CFAO can turn, or 
which It can share with Its members. Reliabil.tatlon ol 
CFAB can only be achieved through the liquidation or 
restructuring ol Its non-earning assets. While tliat pur­
pose receives constant attention, a frustrating reality Is 
that. In general, results cannot be obtained through 
CFAB's ellotts alone: other parties or processes hold a 
great deal ol control. Ih e  S17.1 million ol non-pcrformlng 
balances involves a total ol 67 loans, but over $13.1 mil­
lion of it Isin 33 loans to only ten Individual borrowers! In 
most ol the cases, the borrowers are currently under the 
protection ol a Bankruptcy Court or arc otherwise em­
broiled In complex litigation CFAB s attention to these 
accounts Is both necessary ind costly: bvt that attention 
by Itself cannot force the resolution of the matters In­
volved.

This aspect of CFABs circumstances It addressed at 
some length because It Is dear that the single greatest 
concern of CFnB s borrower-owners Is Its 'merest require­
ment. Ihat Interest requirement Is directly related to the 
amount and status ol noneaming loans For example. If 
only half of tfte $11.1 million In the 3 ) loans mentioned 
above were restored to an earning status. CFAB s Interest 
requirement on an annualized basis could be translated 
Into an overall rate reduction ol as much as 3-1/3 percent! 
There Is no myslery or complexity Involved, and there Is 
no other response we can olfer to borrower-owners con­
cern?.

"At December 31. 1986. CFABs fm rslrrirrit In 
SBC luUtlcil nearly $5.4 million ilollurt."

Another serious and unforeseen threat to CFAB s iecov- 
cry elforts appeared during 1986. related lo circum­
stances lar from Alaska and not a l all associated with 
CFAB s own markets. It idales lo the trends and develop­
ments In U.S. agriculture generally and. In particular, 
within die Federal Farm Credit System which has pro­
vided oed't to agrkullure lor 70 years. CrAB was estab- 
llslwd and structured specifically to seek Its financing 
from that System Since 1980. CFAB has obtained a ma- 
lor part of IIS loanable lunds through borrowings from the 
Spokane Bank for Cooperatives ISBCI. one of 37 banks of 
the System. SBC Is Itself a cooperative, and CFAB has 
been required lo Invest capital in SBC In the sarnc man­
ner as borrowing members Invest In CFAB.

At December 31. 1986. CFAB'S Investment In SBC to­
taled nearly 55.4 million dollars. Under the circumstances 
wlikh have prevailed In die past CFAB would expect that 
amount to be returned to it In cash In the years subse­
quent to 1988. However, the dramatic and rapid deterio­
ration ol Ihe Farm Credit System as a whole during 1984 
tn 1986. coupled with the cllects of legislation passed by 
the US. Congress In December 1985. suggests that the 
liquidity ol the Spokane Bank lor Cooperatives has been 
or soon will be drastically allected. This will not only af­
fect SBC s ability to retire capital as In the past, but will 
also tend to lorce it to maintain Interest rales — and 
dierclote CFAO s costs — at a relatively high level.

"...T/ig first hneslment of Inie equity by members!'

1986 also brought more satisfying and promising devel­
opments to discuss with members Effective Jjnuary I . 
1986. CFABs revised Class B Preferred Stock program 
was established and has been well received. Borrower- 
owner s actually purchased $34 3.500 of Ctass B Prelerred 
Stock during 1986. Tliat Is perhaps a modest amount In 
total, but It Is the lirst Investment of true equity by mem­
bers: and the amount will Increase substantially as CFAB 
grows over the next few year*



Anoilici new ptogiatn lor |U8o wlikli lias proven c'pc- 
clnlly u-cltil ami atlinctlve K Hut n lik li involves a modi­
fied level payment plan lor term loans In the past, repay­
ment ol term loans tsas usually structured to involve 
equal annual Increments ol principal plus an Interest pay­
ment. It was dillicult lor the borrower lo project an an­
nua! payment amount more Ilian a year ahead, and it 
also resulted In lire hlclrest payments required in Ihe can 
Best years ol svlial was ollen a new venture. Untlcr the 
modified level payment plan, payments arc lived In three- 
year Increments (hrouchoul the life ol Ihe loan. Ihe  re­
sulting ease ol budgeting lor the borrower has made this 
program even moic successful titan was contemplated at 
Its Introduction.

CFAO also In 1986 introduced and refined a differential 
interest rate program. This program incorporates a care­
ful and objective analysis ol each Individual applicant's 
creditworthiness within the contcvt ol his soecillc loan 
request Every applicant Is evaluated against Identical 
standards: to the extent that an applicant s history and 
circumstances dearly represent a bcttcr-than-averace 
credit risk, he Is ollcrcd an Interest rate somewhat lower 
than CFAD s normal rate. This program is available to. and 
has been applied to. existing loan accounts as well as to 
new applicants.

Effective lunc I. 1986. CFABs baser Interest rate — sad 
therefore the interest rate on most CFAB loons — was 
reduced by 112 percent. Coupled with the cash patronage 
refund mentioned earlier. 1986 patrons net costs ol bor­
rowing were reduced In a meaningful way from those of 
1989.

ViAf> 5^1
" T fie 1987 Anriunl Meeting will be held In three 
sessions, also. In October — of S llh a . Anchorage, 
an d  Kodiak. We urge your altenilnncet"

CFABs 1986 Annual Meeting wax held in thicc sessions 
— oneeadi in Ketchikan. Anchorage, and Cor do. a Ihe 
basic purpose of that format was to permit and encour­

age allcnilance by a broader range of mcrtibcrs Ilian h 
possible will) a single meeting dale and location, lire 
meeting sessions themselves were relatively hilotmal and 
tlic members In attendance were able lo patlldpale wllh 
constructive and challenging questions and observations 
lo the Board o' Directors and CFABs management. Al­
though It was dear llo t many members ircfallve to 
CFAU s tutal membership) arc not yet Inclined to lake ad­
vantage ol tliis unique opporiunily lo exercise the rights 
and privileges ol dicir ownership of CrAB. we were en­
couraged by the participation. The 1987 Annual Meeting 
will be held in tlucc sessions, also, in October — al Sitka. 
Anchorage, and Kodiak. We urge your attendance!

One ol the Important Items ol business tiansocted In 
the 1986 Annual Meeting was the adoption ol amend­
ments to CFAB s Articles ol Incorporation. The most sig­
nificant part ol that was a re-expression of the powers 
and audiotlties ol CFAB. The original language of that 
scdion was essentially a repcUUon ol ihe provWons ol 
CFABs statute IASI SB 11, tins created, or liad die P itcrv- 
tial lor creating. Inconsistencies II and as dial statute Is 
amcm red. The revised Language now provides lor CFAB 
to engage In essentially "whalcvcr businesses and acdvl- 
Ucs the law permits."

"In  terms of numbers, there uns also a  significant 
change lo CFAD 's Bonnl of Directors In 1986."

In terms ol numbers, there was also a significant 
change to CFABs Board ol Directors in 1936. InFcbtuary. 
Covcrnor Shcll.cld appointed Anchorage businessman 
Henry Kirn lo (ill the longstanding vacancy in one r l  ihe 
two appointed scats. In April, the Governor also ap­
pointed Cil Cundcrson ol lurcau lo replace Bob Waldrop 
ol Kclclukan. whose lerm had expired. Also in April. 
Founding Oircclor and lorrncr Chairperson Roseleen 
Moore of Horner resigned Irom her e lx tcd  seat. The 
Boatd appointed Mr. Waldrop lo serve In Mrs. Moores 
pos.tlon until the Annual Meeting Due to coincidental 
ciicumvuncrs. all live ol die elected Director pos lions 
were subiect to contest at the 1986 Annual Meeting Di­
rector Tommy Thompson. Sitka, and Founding Director
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Dale I’ ihlinan of Ketchikan lud  declined nomination for 
re-election to their scan At the Annual Meeting, Mr, 
Waldiop and Harvey Samuclscn. Dillingham, were 
elected to thicc-ycar terms: Dean Paddock ol luncau and 
Paul lluppcit. Tjlmer, were c'cclcd lo two-year terms: 
and Alan Oincss ol Petersburg was elected lo a one-year 
term Ih e  stature and total number ol candidates were 
gratifying, llie  net ellcct Is the loss to members of the 
erpcrlcnrc and commitment ol Mrs. Moore. Mr. Pihlinan. 
and Mr. Hiornpson. with the tain ol the dedication and 
new perspectives ol Messrs. Kim. Gunderson. Paddock, 
and Oincss. In Its own annual organiratlonal process, the 
Board elected Mr. Gunderson Secretary-Tteasurer of 
CTAB. Mr. Waldrop to the position of Vke Chairman, and 
Mr. Huppert lo once again serve as Chairman.

0jft*7"Oitf of its crllleitl nceils Is [ar....lftc p/u/osopfucj 
r ^ \ m d  nHlllules uf 'Olivers of a  Cosiness’—"

CFAB Is a cooperative. Its owners are Its customers, and 
only Its customers can become owners. That structure 
lends itself to pronouncements and philosophical expres­
sions which are orten dismissed as trite. Moreover, be­
cause CFAB is a credit cooperative, its relationship with 
each customer Is pervasive, highly subjective, and precise 
— measured to the last pennyl The rigl is. privileges, and 
responsibilities ol ownership are n v .i i  more dillicult to 
dclme and to pursue There arc no Immediate and mea­
surable benefits or other results to the exercise ol owner­
ship rights. Nevertheless, unless there is a viable and ac- 
trve ownership base in place able and willing to express 
its directions and expectations to CFAB s Board ol Direc­

tors and management with regard lo the total operations 
of the institution. Ihe only guidance available to us Is the 
language ol a statute written nine years ago.

CFAB Is In a period of change and ol accommodating 
the realities which have become apparent duiing Its brief 
lile: a period ol iccovcring Irom adversity while attempt­
ing to generate Irom within the resources to build lor Ihe 
luture. One ol its critical needs Is lor a body ol members 
with the philosophies rnd attitudes ol "owners ol a busi­
ness" rather than ol "customers wldi a vote." Again, we 
urge you to participate In the election ol a director later 
In 1987. to attend an Annual Meeting session In Sitka. 
Anchorage, or Kodiak, and to seek and take advantage ol 
opportunities to communicate with your directors and 
management about CFAB as a business. Whether or not 
you arc personal'y acquainted with one or more of 
CFAO s Directors, please do not hesitate to contact any of 
them to discuss your concerns, questions, or observa­
tions about CFAB.

Faul A. Huppert 

Chairman. Bouid ol Directors

Edward E. Crane

7
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CrAD s only significant business activity Is the extension 

.mil aifotliihlinlinn ol lo.nn lo Alaxfca’S IKliinf*. (of niitiC- 
a i.J timber Industries. D u ll ol CFAtis resources Is coin- 
milled lo support tli.it iHlmaiy activity.

Over llie post two jca i* . the liquidation. restructuring, 
or oilier resolution ol non-ficiforming loans liavc ab- 
soitied a great deal ol CI'AO etrctgy. Also, tire very exist­
ence ol sucli loans lias ricated and Imposed unusual re­
quirements on performing borrowers. I hose 
requirements liavi 1 turn resulted In die loss ol loan ac­
counts and opportunities In those Instances In w likli the, 
borrowers or applicants have alternative financing a .o jla -/  
ble. Those circumstances arc discussc I inoiecomprclicIF 
stvely In (lie Executive Message ol this Annual Report. 
The piiucipal ellect has been a sharp decline In CFABs 
gross loan volume Irom $94.A million a l December 31. 
193-1. to $65.9 million a rear later, and to $44 4 million at 
the end ol 1986.

Tliat net reduction Is only part ol the story, however. 
CrAD s new loan actions continued In 1986 at a pace 
much like that ol 198$. There were 105 new loans made, 
totaling $11,508,000. 01 that amount. $7,825,000 was 
"new" money, with the remainder being refinancing ol 
loan balances already outstanding on CFABs books. 
Slightly less than half, or 46. ol the new loans were to 
new CFAB members: the other 59 new loans were to bor­
rowers wlro already were, or had been, active CFAB 
members.

The graphics below show the relative composition ol 
CFAB t loan portfolio at the two most recent veai-cnds. It 
continues lo he clear tliat CFALI Is an Important source ol

vessel financing lor Alaska fishermen. There Is also n no­
ticeable increase In demand for the financing ol I Imitcd 
Duty Penult purchases, particularly for diversification 
Into new fisheries. CIAB Is the only private liittituilon 
which Iras the legal authority to make such a lean and to 
accept the permit llsvll as security. UnfonunattTy err lain 
restrictions expressed In CFAB s statute and not 1 elated lo 
credit considerations have severely limited the lange oi 
commercial hshcimen to whom CrAD may make such 
loans.

As discussed In the 1985 Annual Report. CFAB cannot 
assert tliat Its lending activities have broad clfccu on (lie 
Industries It Is mandated 10 serve. The clfecls lend lo be 
localized and. more specifically, focused on Individual 
borrowers. The most generalized Implications ol crA B 's  
presence and ability lo oiler financing ate felt by all fish­
ermen as a result ol the competitive pressures Imposed 
on alternative loan sources.

The charts below are somewhat distorted by the con­
solidation ol "Timber G Agriculture" for the sake ol sim­
plicity. Cl AB has had no new farm loan activity lor Ihe 
past two years. This appears to be the result ol two pri­
mary lactots: lal The States own agricultural loan pro­
gram which oilers subsidized financing, particularly for 
developmental activities: and tbl the relatively strong and 
stable circumstances ol long-established larm operators, 
whose needs for short-term production financing arc also 
served by the Stales programs. The Stales posture and 
capacities appear 10 be changing, and It seems possible 
that 1987 will present new agricultural financing opportu­
nities and requirements for CFAB.
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Beard ol Directors 
Alaska Commercial Fishing and 

Agriculture Dank 
Anchorage. Alaska

We have examined the balance sheets ol Alaska Commercial Fishing and Agriculture Bank 
as of December 31. 1986 and 1985. and the related statements ol earnings, changes In 
capital and allocated'unallocated undistributed patronage earnings tlossl. and changes In 
hnandal position lor the years then ended. Our examinations were made In accordance with 
generally accepted auditing standards and. accordingly, included such tests ol the accounting 
records and such oilier auditing procedures as we considered necessary In llie circumstances.

In our opinion, the linancial statements referred to above present laltly the financial 
position ol Alaska Commercial Fishing and Agriculture Bank as ol December 31.1986 and 
I9S5. and the results of its operations and the changes In Its financial position lor the years 
then ended. In conformity with generally accepted accounting principles applied on a 
consistent basis.

Certified Public Accountants 
lanuory 23. 1987 
(March 2. 1987 as to Note II
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December 31

Assets
Cash.......................................................................... .........................................
Tcmpoiary Investments................ ...........................................................
Loam and oilier receivables, net ol allowance lor loan losses

Ol $3,291,026 and S1.44I.130.....................................................
Accrued Interest receivable:

lemporary investments..............................................................
Loans and oilier receivables..........................................................

S 106.771 
3.200.000

1.306.952
5.390.548

351.874
83.007
28.997

Investment In Spokane Dank lor Cooperatives 
Dank premises, furniture and equipment, net.
Acquired assets held lor sale..................................
Other assets.....................................................................

Liabilities
Accounts payable and accrued expenses.
Accrued interest payable................................
Class B prelerred stock subscriptions . . .  
Notes payable.....................................................

Commitments and Contingent Liabilities INotc HI

Capital and Patronage Earnings:
Share capital— ------

Class C special preferred stock. S I0.000 par value, authorized
4.000 shares, outstanding 3.180 shares........................................

Class B preferred stock. SICO  par value, authorized
400000 shares, outstanding 40.410 and 65.845 shares.. .

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

10.000 shares, outstanding 975 and 931 shares.....................

C Stock retirement pool...........
Capital in excess ol par value 
Contributed cap ita l...................

Allocated undistributed patronage earnings . .  
Unallocated undistributed patronage earnings 
Unallocated undistributed patronage lo s s .. . .

See notes to financial statements
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\ i \fcar Ended December 31.

f / ' '  |  1986 1985

, i ’V )  Interest Income:
* Interest on loans and oilier receivables  S 6.119.445 S I0 .IJ I .0 9 0

Interest on temporary Investments............................................................................................................... 165.145 562.767

6.284.588 10.505.857

Interest expense....................................................................................................................................................... 5.765.900 6.267.005
Loss on assets held lor sale  1.547 91.127
Provision for loan lo sse s   50.470 I.23J.950

5.817.717 7.593.060

2.466.071 2.910.797

Other Expenses:
Salaries and benefits............................................................................................................................................ 1,184.760 1.705.780
Occupancy expense..........................................................................................................................: ...............  205,579 252.300
Depreciation and amortization....................................................................................................................... 131.789 160.279
Professional fees  110.181 150.191
Advertising and promotion  67.861 79.922
Havel, lodging and meals.................................................................................................................................  66.219 136.675
Olflce operations.................................................................................................................................................... 62.722 126.717
Telephone and postage....................................................................................................................................... 40.484 , 87.238
Miscellaneous.........................................................................................................................................................  36.522 50.554
Directors'fees  27.174 46.954

1.931.091 2.796.610

Unallocated undistributed patronage earnings before Income las 
expense and extraordinary cred it............................................................................................................  535.780 114.187

Income lax expense............................................................................................................................................  226.300 32.200

Unallocated undistributed patronage earnings bclore extraordinary credit.............................  309.480 8 1.987

Extraordinary credit • utilization ol net operating loss carr>forward........................................... 226.300 32.200

Unallocated undistributed patronage earnings..................................................................................... S 535.780 S 114.187

Sec notes to financial statements
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Share
Capital

Balance. Inmiai y I . 1945....................................................... ........................................... S31.804.840
Issuance Redemption) ol slock during Ihe year:

Class B prelerred stock. 39.333 shares, n e t ...............................................................  12.91).2001
Class A slock. 4 ) shares....................................................................................................... 430

C stock retirement pod:
Class B preferred stock assessments...............................................................................
Assessments receivable.........................................................................................................

Reduction In loan receivable on Class B preferred slock tedempOon    2.933.200
Loan principal charged against allocated undistributed

 ̂ patronage earnings............................................................... ...........................................
{  Unallocated undistributed patronage earnings...............................................................

.  ( J ,  Allocation to unallocated u n d is tr ib u te d ^ ..........................  .........................  ...................
ti Cpauonage loss.............................................................. ' . ..................................................................... ~

%  ^  “Balance! December 31. 1985 1 ^11.809.310
^  Issuance (redemption) ol stock during the year: v -----------

Class B preferred stock. 25.435 shares, n e t ................................................................  12.543.5001
Class A stock. 44 shares  ............................................................................................. 440

Reduction In loans receivable on Class B ptclctred stock redemption  2 886.000
. C stock retirement pool:

Class B preferred stock assessments...............................................................................
Assessments receivable.................................................. ......................................................

Loan principal dtarged against allocated
undistributed patronage earnings.....................................................................................

Unallocated undistributed patronage earnings...............................................................  ..........................

Balance. December 31. 1986 S32.I52.250

See notes to financial statements •

C Stock Capital In
Retirement Cncess Of

Tool Par Value

S 10.260 S79.IIO

3.870

171.398
189.506)

92.152

70.966
21.812

SI 84.930

Contributed
Capital

$144,626

Allocated
Undistributed

Patronage
Earnings

$4,514,237

Unallocated
Undistributed

Patronage
Carnlngs

$ -

Total

(434.228)

Unallocated 
Undistributed 

Patronage 
Loss

S 19.977.776) $26,579.3)7

12.9)3.2001 
4.300

171.398
189.506)

2.9)3.200

14)4.2281
114.187

82.980 ,

3.960

S86.940 S 144.626

1219.674)

S 825.691

5)5.780

$535,780 S (6.328.945)

12.543.500)
4.400

2 .886.00 0

70.966
21.812

(219.6741
535.780

S27.I0I.272

10
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Year Ended December 31.

Source of Funds:
From 0|>crallon;

Unallocated undistributed patronage earnings . . .
Items not requiring the use ol lunds:

Depreciation and ainortlralion.............................
Provision lor loan loss................................................

< Loss Igaln) on sale ol asse ts ...................................

Funds provided Irom operations..........................................
Net proceeds lioni sale ol assets..........................................
Net proceeds Irom stock Issuance........................................
Decrease In cash ..........................................................................
Decrease In temporary Investments.....................................
Decrease In acquired assets held lor sa le ........................
Decrease in loans..........................................................................
Decrease In other assets..........................................................
Decrease In accrued Interest receivable...........................

(
Increase in stock subscription payable.............................
Increase In Class D preferred stock assessments, net. 
ease in Class 0 prelerred slock.............................................

n i v i r .  i~

Use of Funds:
Loans charged oil. net of recoveries..................................................................................
Loan principal charged against allocated undistributed patronage earnings .
Increase In cash............................................................................................................................
Increase In temporary Investments.....................................................................................
Increase In Investment In Spoljnc Dank lor Cooperatives.....................................
Increase In bank premises, furniture and equipment................................................
Decrease In accounts payable and accrued expenses................................................
Decrease In accrued Interest payable................................................................................

1986 1985

S 535.780 S 114 187

131.789 160.279
50.470 1.234.930

683 18391

718.722 1.508.557
2.032 20.924
4.400 4.300

16.558
5.627,865

1.523.157 755.141
21.515.111 28.869.727

61.566 411.485
808.394 1.089.589

60.163
92.778 81.892

342.500

525.128 823 538.386.038

5 200.574 S 3.111.420
219.674 434.228

40.637
950.000
138.125 513.689

14.874 3.637
116.038 64.000
183.146 1.953.073

23.265.755 32.305.991

525.128.823 538.386.038

Sec notes to financial statements

t
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Years Ended December 31. 1986 and 1985

Note A — Summary of Significant Accounting Policies:

0 |v i jlnwi: l l ie  Alaska Commercial Fishing and Agriculture 
Dank ICrAL'J was Incoipoialcd on May 4. 1979 (o pro- 
more growth ol Alaska agriculture and fishing by provid­
ing debt financing to rcsideni-owncd businesses engaged 
In harvesting, processing or marketing, and to promote Its 
own growth as a strong user-oriented Institution through 
cooperative ownership and sclf-govctnance.

CFAB is a cooperative corporation and Intends to re­
fund any allocated undistributed patronage earnings at 
such lime as Ihe Board of Directors finds that the finan­
cial condition of CFAO will so permit.

Intern! on Una: The accrual of Income on loans Is discon­
tinued when Interest or principal is contractually past due 
more than 90 days.

Ptlm eft JMlrndy. Patronage dividends received from 
Spokane Bank for Coopera'ives ISBCI. of which CFAB Is a 
member, reduce Interest expense to SBC In the year de­
dared.

Al/ixanrr kw- Urn lovct: The allowance for loan losses Is 
based upon spedlic identification of uncollectible loans 
and a general reserve for those loans not spcdllcally 
Identified.

An)iii/rd arrets held hr sale. Acquired assets held for sale 
Include those assets acquired through foredosurc. These 
assets arc carried at the lower of fair market value or the 
recorded Investment in the related loan. Holding costs 
are expensed when incurred unless such costs increase 
the fair market value of the asset.

Bunk rrntttm. fumi/urr anJ equipment: Bank premises, furni­
ture and equipment arc slated at cost less accumulated 
depredation and amortization. Depreciation and amorli- 
tatlon are charged to operations by use of the straight- 
line method over estimated useful lives of three lo ten 
years. Expenditures lor maintenance and repairs are 
charged to operating expense as Incurred. Expenditures 
for renewals or improvements which extend the lile of an 
asset are capitalized at cost and depredated as slated 
above. Upon sale, retirement or other dispositions ol

propctly. the cost and accumulated depredation are re­
moved horn the respective accounts and the resulting 
gain or loss tccoidcd.

In u w  Luo: Amounts provided for Income tax expense 
are based on earnings reported for financial statement 
purposes, rather than on the taxable Income shown on 
the corporate Income tax return, llie sc amounts may dif­
fer because certain items are recorded as Income or ex­
pense In different years for flnandal statement and tax 
return purposes.

Note B — Loans:

CFABS loan portfolio by ma|or category Is as follows:

December 31.

1986 1985

Vessels.......................................... S25.623.250 S34.135.387
Fish processors........................ 8.702.504 14.172.810
Agriculture and timber . . . . 7.596.991 16.221.453
Cear. entiy permits.

and oilier............................. 4.371,442 7.697.386
Other receivables................... 1.826.138 294.400

48.120.325 72.521.436
Lets loans receivable on 

Class B prelerred stock. 13.698.5001 16.584.5001

44.421.825 65,936.936
Less allowance for

loan losses.......................... 13.291.026) 13.441.1301

541.130.799 562.495.806

The loan portfolio Includes loans which have been clas­
sified as nonaccrual. Nonaccrual loans by major category
arc as follows:

December 31,

1986 1985

Fish processors........................ 5 4.441.655 5 5.246.914
Vessels.......................................... 3.025.085 4.480.181
Agriculture and timber . . . . 7.569.743 3.740.558
Cear. entry permits

and other............................. 2.286.902 2.185.492

SI7.323.385 515.653.345
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Activity In the allowance lor loan losses Is as follows:

December 31.

1986 I9S5
balance at beginning

of year...................................  S 3,441.130 S 5.317.631
Chained to espouse  50,470 1.334.929
Recoveries on loans

previously charted o ff.. 6B8.266 374.859

4.179.866 6.927.439
Loans charged o i l .........................  1888.8401 13.486.3091

Balance at end ol year . . .  S 3.291.026

CFAB serves the financial needs ol Ihe commercial fish­
ing and agricultural Industries In Ihe State of Alaska. 
These Industries arc subject to seasonal and cyclical due- 
tuatlons which could alfcct the borrowers' ability to repay 
loans on a timely basis.

Lmiii la ifirrcfan: To qualify (or election 'o the CFAB Board 
ol Directors, an Individual must be a borrowing member. 
Loans to membe s who serve on the BoarJ ol Directors 
must be app. oved by the SBC. Total loans ta these mem­
bers were S I4 I.247 and SI.OI3.37S In 1956 and 1985. 
respectively.

Note E — Notes Payable:

Notes payable consls'ed ol the following:

Spokane Bank lor Cooperatives ISUCI long-lc m notes with Interest rates ranging Irom
10.544% lo 11.75% maturing at various cates lo lanuary. 1993..........................................

SBC short-term notes and seasonal loan with Interest rates ranging Irom 8 7% to
10.25% maturing at vailcus dates In 1986.......................................................................................

Other notes payable and capitalized equipment leases with various inlcres: rates 
and maturity dates.............................................  ....................................................................................

The loans are secured by substantially all CFAO assets

Note C — Temporary Investments:

lemporary Investments consisted ol $4.I5U.00U ol 
Farm Credit Bonds maturing at vatlous dates In 1987, 
wills Interest rates ranging (tom 3.99% lo 8.50% and ccr- 
tllkatesof deposit ol S3.20U.000 with Interest rales rang- 
Inr Irom 8.45% to 8.52% al December 7 1. 1986 and 
1985. respectively.

Note D — Bank Premises. Furniture and Equipment:

The lo lowing represents a dassillcallon ol bank prem­
ises. furi iture and equipment by major category:

December 31.

Furniture. Iliturcs and
equipment...........................

Leasehold Improvements . .

Less accumulotcd deprecia­
tion and amortization . .

1986 1985

S 893.365 S 889.432
147.202 147.202

1.040.567 1.036.634

(688.6931 1565.1311

$ 351.874 S 471.503

December 31.

1986 1985

$25,000,000 S2S.OUO.OOO

20.220.081

2.539 48.213

S25.002.539 S4B.268.294

«
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Principal payments icqulicd oil nolcs payable are a'- fol­
lows:

Year Ending December 31. Amount

1987 $ -
1988 10.000.000
1989 10.000.000
1990 5.000.000

CFAB must Invest In SBC's Class C slock In an amount 
equal lo at Icasl 5% ol the cumulative average loan bal­
ance maintained with SBC. The amount ol CFAB'S Invest­
ment In SBC's Class C stock and equity In allocated sur­
plus was $5,390,548 and $5,352.423 at December 31. 
1986 and 1985. respectively.

Note F — Pension Plans:

CFAB has pension plans covering substantially all em­
ployees. The total cost charged to operations lor 1936 
and 1985 was $57,422 and $58,372. respectively. The 
Board ol Directors voted to terminate the door retire­
ment pension plan during 1986. The door retirement 
plan provided (or payments In the event the remaining 
pension plan was not sullidently lundcd to meet actuarl- 
ally computed retirement funding. As ol December 31. 
1985. (he net assets available lor benefits under the lloor 
retirement plan was $28,244. This amount will be re­
funded to CFAB upon the approval ol termination by reg­
ulatory agencies. In accordance with generally accepted 
accounting principles, no gain will be recorded until the 
regulatory approval of the termination is obtained.

Note C  — Capital and Patronage Earnings:

Sfiiirr Capful: Shares purchased by the State ol Alaska 
must be repurchased by CrAB on or bclurc luly 20. 2000.

Preferential shareholders' rights on dissolution aie at­
tached In the order ol Class C. Class B and C iv s  A.

The following rights apply to the three categories of 
stock:

Class C - No voting or dividend rights. May only be Is­
sued to the State ol Alaska.

Class B - No voting rights. Class B stock may only be 
held by members ol CFAB. Prior to Decem­
ber 31. 1985. all loans required a purchased 
Gass B stock In an amount equal to I OX of 
the loan balance: however, this purchase was 
not funded but was evidenced by notes. On 
loans made subsequent to December 31.
1985. e .'J i  borrower Is required to make a 
cash purchase of Class B slock In an amount 
erual to 5 X ol Ihe total loan. This Investment 
vvi.1 remain In place until retired by the Board 
d  Directors.

Cbss A - No dividend rights. Each member of CFAB 
must own one share of Class A stock. Each 
share ol stock carries one vote. To vote a 
member must be engaged In commercial 
fishing or agriculture jnd  must be a current 
borrower or have borrowed Irom CFAB dur­
ing the preceding two years or have a mini­
mum retained patronage earnings with CFAB 
ol S2.500.

a * 1
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UiulkxAli-J Uivliilrilnlnl fiiliciiiji" Urn: In accordance with 
Alaska Commercial fishing and Agrlculluic Bank Ii)laws, 
lltc Hoard ol Directors a.led lo icduco an unallocated 
undistributed patronage loss In the amount t l  
$9,977,776 as lollous: II by allocating S3.U74.6J4 to allo­
cated undisnibutrd patronage earnings ol prior years In 
193$: and 71 by cliarglng $11-1.187 to 198$ unallocated 
undistributed patronage earnings Al December 31.
1986. the remaining unallocated undistributed patronage 
loss amount was $6,878.94$ Isce Note l|.

Clan C SterP Rtfuiifatt Plan: In accordance with AS 
44.81 .OlOlbl. on or bclore luly 70. 7000. CrAD Is re­
quired to repurchase Its Class C stock Issued to the State 
ol Alaska. CrAB Implemented a program requiring bor­
rowers originating leans alter December 17. 1983 to 
make an additional purchase c l Class U stock lor the as­
sumed purpose ol ultimately funding die repurchase ol 
Class C stock. This plan was In cllcct until December 31. 
198$. Notes originated. 'ter December 31.198$. are not 
subject to this program but. are sub|cct to new Class B 
stock requirements.

Note H — Contingencies and Commitments:

ConliiijifiKio: CFAB Is a defendant In scseral legal actions 
arising Irom normal business activities including actions 
related to delinquent loans and foreclosures CFAB re­
serves lor potential losses on delinquent loans as de­
scribed In Note A. As to litigation outside ol delinquen­
cies and foreclosures, management believes that those

actions arc without merit or llia l llie ultimate liability. II 
any. resulting lioni them will not materially allcct crAQ s 
financial position or Its results ol operations.

Crwmiilmmlj: CFAB Iras entered Into certain noncancclable 
long-term operating lease agreements lor buildings. 
Peril ii crpcnsc under these leases totaled SI97.-ISO and 
$?1I.$49 lor lltc years ended December 31. 1986 and 
193$, rcs|>cctlvcly. Minimum annual lease payments are 
as follows: ,

Year Ending December 31. Amount 

1987 $701,000
1938 187.000
1989 174.000
1990 . 43.000

Note I • Subsequent Event:

On March 7. I°87 . In accordance with Alaska Commer­
cial Fishing and Agriculture Bank bylaws. Ore Board of 
Directors acted to reduce the unallocated undistributed 
patronage loss by charging $371,463 lo 1986 unallocated 
undistributed patronage earnings. The remaining unallo­
cated undistributed patronage loss Is $6.$07,477.

In addition, the Board of Directors approved an alloca­
tion ol 1986 patronage earnings totaling $714,317 10 
1986 patrons, litis allocation is to be distributed in cash 
on or bclore April I . 1987.
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by Mary Scarp Ina to riJ{ :./• »?' unaudited figures and preferred to'
ThatM writer ...............   ̂‘ •*. hold back on any specific numbers •

Alaska’s Commercial Fishing and until the audit Is completed some- 
Agriculture Bank once looked like it | . 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 thei'pswing.
Ed Crane.

New borrowers will help to push 
along those recovery prospects out of 
their own pockets with a requirement • 
that they also purchase stock in the 
bank.

n Much of this has concentrated on 
at»-*mpting to restructure loans verg­
ing on repayment problems, he said.

Only last fall, CFAB was warning 
that its own $32 million obligation to 
the state iiardly looked like it could

After reporting a $8.9 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), * fisherman and farmers unable to se- 
the 1985 reckoning for CFAB should* cure loans from conventional banks, 
show a "dramatic improvement, It was essentially launched when the
very close to a break-even position ”  state bought $32 million worth of ; /
said Crane. i , t;. .\CFAB stock on condition that this be V

Crane based this •„ picture J, on ̂ repurchased by the year 3 0 0 0 . ' •  i
i , , » • . • • • »*-#•/*' - * **

"I've always had hope,”  Crane 
said, when asked if CFAB’s brighten­
ing prospects might bode better for 
return of the state's investment. ;

New borrowers, in one sense, will 
be making investments similar to the 
state’s.* ' _<V

As 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. ' '

“ We are asking, we are requiring, 
that people take a risk If they are 
going to be borrowers," Crane said, 
adding that these individuals also 
have an interest in the financial 
health of the institution... •* •*'

enmg
Meanwhile, CFAB has been doing 

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, deaL.g with non-per­
forming loans. This was being dene 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  ___
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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 CF AB , said Monday 

the company made significant strides last year 

in controlling a slev jf 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, w e  really made a lot nore progress 

than I thought w e  would," Crane said.
Audited financial results for 1985 show 

C F A B  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, C F A B  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 C F A B  in 1978 to 

provide loans to farmers, fishermen nnd the 

timber Industry that traditionally have had 

trouble getting loans from conventional lend­

ers. About 85 percent of C F A B ’s loans finance 

vessels for Individual fishermen.

To launch CFAB, the state in I960 pur- 

i chased $32 million worth of the cooperative's 

stock, essentially providing ar interest-free 

loan due in the year 2000.
Crane informed the state last year that the 

bank's troubles would ma ke it impossible to 

repay the state on time.

O n  Monday, he said the improved financial 

outlook “enhanced the possibility (of repaying 

the state), but w e ’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 und a 

good year overall for the fishing industry 

contributed to the turnaround. The bank also 

closed four offices and reduced rtaff 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 N e w  York City and we pulled Into E d m o n ­
ton a half day ahead of schedule. That’s good, 

that’s satisfying, but w e ’ve still got a long 
w a y  to go."

However, C F A B  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, C F A B  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. C F A B ’s highest rate 

Is about 14.75 percent, be said.

That has resulted In the flight of some of 

C F A B ’s most-profitable and less-risky custom­

ers to other lenders, he said.

"What I find most troublesome is that w e ’re 

forced by statute and expectations into such a 

very narrow comer as far as lending activity 

Is concerned," be said.
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TO: S e n a t o r  J a c k  Coghill, Chair
Se n a t e  Resources Com mittee

FROM: S e n a t e  Re sou r c e s  Fisheries S u b c o m m i t t e e

DATE: M a r c h  20, 1987

RE: S.B. 8 and S.B. 9 —  legisl a t i o n  r e l a t i n g  to the
Commer cial Fish and A g r i c u l t u r e  Bank  (CFAB)

The fisheries s u b committee reports b a c k  the above m e n t i o n e d  

le gislation  to the Senate R e s o u r c e s  C o m m i t t e e  and recomm e n d s  

that S.B. 8 and S.B. 9 be c o n s i d e r e d  by the C o m m i t t e e  as soon 

as possible.
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SECTIONAL ANALYSIS

Senate Bill No. 8 — "An Act relating to the Commercial Fishing and
Agriculture Bank".

SECTION 1

44.81.010(a); Exempts CFAB from the provisions of the Alaska 

Cooperative Corporation Act (AS 10.15), since the act was 

not written to apply to cooperative banking institutions 
such as CFAB. CFAB is governed by its own separate 
statute (Title 44, Chapter 81), and should not be subject 

to possible amendments to AS 10.15. CFAB is already 
exempt from the Alaska Banking Code (AS 06.05).

SECTION 2

44.81.020(a): Delates language that at least one of the Alaska farmer

members of the board have "at least 10 years of Alaskan 
farm experience". Requirement is difficult to meet and, 

based on CFAB's experience, unnecessary. Deletes 
outdated language pertaining to board appointments.

SECTION 3

44.81.090: Amends statute to allow for removal of members of the 

board of directors who release confidential information 
in violation of AS 44.81.260 (Confidentiality of CFAB 

records), who commit "serious ethical misconduct", or who 
maintain "a chronically and irredeemably substandard 

borrowing relationship with the bank". Removal occurs 
upon a unanimous vote of the remaining members of the 

board. Deletes outdated language pertaining to board 
appointments.

SECTION 4

44.81.210(a)(20):

Deletes language duplicated from state loan program 

statutes rejquiring^loan applicants to have experience Ui 
the fishery for whfch they afe'applylng tsr a loarT. As a 
private institution, CFAB should be free to evaluate loan 

applications based on its own objective credit standards.
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SECTION 5

44.81.210(a)(22):
Deletes unnecessary language. The conditions regarding 
the acceptance of a pledge of a limited entry permit as 

security for a loan are spelled out in Section 6.

SECTION 6

s

44.81.235: New section. Expands the purposes for which a limited
entry permit may be accepted as collateral. Currently, a 

permit may be pledged as security on a loan to purchase a 
permit; on a loan for the repair, restoration, or 

<,,vfv'lr improvement of a commercial fishing vessel or commercial 
fishing gear; and on a loan for the construction or 

purchase of a commercial fishing vessel. Language added 
I , ' to reorganize and expand the provisions to read: (1)

4 i "purchase, repair, restoration, or improvement of a
commercial fishing vessel or commercial fishing gear;"
(2) "construction of a commercial fishing vessel;" (3) 
"working capital, including insurance premiums, fuel, 

i bait, and boat storage and launching expenses;" and (4)

"purchase and improvement of set net sites and associated 

equipment". Allows a permit to be used as security for
more than one loan, and to refinance existing debt on thi

items listed above. Allows a fisherman to use a permit 

for one fishery to secure funds to use in another 
fishery. Expands slightly the exception CFAB was granted 
to AS 16.43.150, which prevents anyone (except the state 
or CFAB) from legally seizing a permit-holder's permit. 

This section would allow fishermen more flexibility in

their business plans. Under limited circumstances, they 
would have a new asset to use to leverage funds for their 

operations. The circumstances are limited because CFAB 
— with its special statutory relationship to the fishing 
industry — would still be the only private institution 
with the ability to accept permits as collateral.

SECTION 7

44.81.270: Adds new subsections.

(b) Requires an annual independent audit. Legislative
auditor may confer with and review the workpapers of the 
independent auditor. Legislative auditor may only
conduct an audit at the direction of the Legislative
Budget and Audit Committee (AS 24.20.271).

(c) Requires state bank examiners to perform "an annual
qualitative examination and evaluation of the bank", for 
the standard fee. Outlines what the examination and 
evaluation shall include.
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2550 Denali Street, Suite 1201 
P.O. Box 4-2070 
Anchorage, Alaska 99509-2070 

(907) 276-2007

March 19, 1986

Senator Fred F. Zharoff 

Alaska State Legislature 

Box V (M.S. 3100)

Juneau, Alaska 99811

Dear Senator Zharoff:

Thank you for your comments and for the constructive interest iri 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 ami 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 
tho 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 CFAB'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 to address the matter. That is the 

primary reason for this letter.

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
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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 mousetrap 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 i_s 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 general 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, 1 would subjectively prafer 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 t) 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 tho 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!.



Senator Fred F. Zharoff
March 19, 1986

Page 3 of 8

The easiest solution to the immediate problems (from CFAB’3 
standpoint) would be for the State to inves„ anothe- $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 tealistic, 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, that there may well be 

opportunities for CFAB to act on an agency or contract basis for the State in 
administering, modify!ag, 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 tho 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-membors 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 effort for a 
small group of members to work toward correction of a perceived problem -- the 
most effective control clement 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 muy bo nominal - that was, of course, 

known when the investment was made but I'm sure the State has made hundreds



Senator Fred F. Zharoff
March 19. 1986
Page 4 of 8

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 sinply 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 wo»ld 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 
forgiveness 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 seemed 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.

X X X X X X X X X X

Following are the other specific points in CFAU'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 (tho basic 
cooperative statute) should be eliminated. CFAH .is unique, and AS 44.81 

provides a specific und comprehensive organic foundation. AS 10.15 is subject
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to change without regard for its impact on CFAL, and a basic necessity for a 
credit institution, especially one involved 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 CFAB 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-ycar 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 lear that the five elected 
directors are accountable as individuals to the members only. They should not 

be subject to the same requirements, standards, etc., us 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 woll to provide that the 

Legislative Audit Division is au'horized to confer 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 far more important and necessary provision, from our viewpoint, 
would be for an annual qualitative examination and evaluation 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 cither 

"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 n (20) — they are essentially eliRibilit; requirements, and may 

or may not have any relevance to objective credit standards a lender might 

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 fo- 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, wo flatly avoid making loans that we would otherwise be willing 

to make. Again notwithstanding the complex and controversial history of tho 
limited entry progrum 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 ho cun 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. Tho 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 tho loan contract to which he agreed. If a borrower is unwilling 
to risk his/her legal ability to fish in order to nave the financi \l 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 

moans very few applicants can qualify. Effectively, CFAB is denying credit to 
a largo 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 bo rowrittcn to provide:

(1) Loans made should be restricted to enabling the 

fishorman to bottor compcto In the fishery for which he 
holds the pledged permit. In othor 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 

includo:

(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 sites 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) authorizes 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 toward the State, the public at large, and its mandated constituency. 

U'e 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.

x x x x x x x x x x

Sincerely

Edward E. Crane 

President

EEC:1077V
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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 sanvj 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 CFAD'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 tho dangerous 
concentration of risk, make it extremely difficult for CFAB to maintain a 
focus o” that market without charging interest rates which are unusually 

burdens » 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. T.tose loans tend to be relatively lurgc, but do not require 

servicing costs to a comparable degree. They permit basic operating uxpenses 
to be spread over a larger volume of loan dollars, moderating tho pressure on 
smaller individual borrowers.
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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 hcving
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
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