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CS HB 284 (FIN)

LETTER OF INTENT

The legislature requests that the board of
directors of the Alaska Commercial Fishing and
Agriculture Bank 1investigate the feasibility
of providing services authorized under AS
44.81.210 to Alaskans other than those
authorized for services under AS 44.81.210,
and report the results of that 1investigation
to the legislature by the 15th day of the
first session of the twentieth Alaska
Legislature.
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FISCAL NOTE

STATE OF ALASKA BELL NO. HB84

1996 LEGISLATIVE SESSION

->[ision Oaie: 313)96 2ent. A(fec.eo: FishanoGame

"lie: An Ac: reiaung la :tie 'Cjmmerc:ai Fisning ana 3RU:  Commercial Fisnene; ‘Limuea | £nir/ Commission
Agriculture Rank Comoonent: .imiiea Enir/ Program Aommisiranon

iaonsor: House Special Commutes on Fisnenes

;enuester: House Finance Commutes COMPONENT SERIAL NO. U

isoendituresiRevenues "Thousands or Qollarsl

DERATING EXPENDITURES iory3r ] FY98 . FY 99 FY 30 1 FY 31 1 FY 32

3E.RSONAL SERVICES 1 | 1

"RAVEL 1 1 1 ! 1 1

CONTRACTUAL | | | !

iUPPUES 1 1 1 ! i 1

EQUIPMENT 1 1 1

"AMD di STRUCTURES h 1t i *
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'3TAI OPERATING I 33 i 00 i 30 3.3 33 ¢« 30

CAPITAL SXPENDITIi 1ES i | | . .
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-JNO SOURCE iThousanos af Qollars|

002 Federal Receiots ! : !

003 GF Match 1 ! i | r

*CC4 GF i i

‘005 GFIProgram Receiots 30 | 00 ! 30 30 j 30 | 30

'306 GFiIMHTIA 1 i . i !

Giber 1 1 1 i

TOTAL 30 1 30 i 30 . 30 i 30 1 30

Estimate of any currant year :FY96) cast: $ 0.0

POSITIONS

FULL-TIME 1 i i ! 1

3ART-TIME 1 ! 1 i 1

"EMPORARY 1 | 1

ANALYSS (Attach a separate page if necessary.)

Ho aJill 284 is a housekeeping Lill which streamines, clarifies and inproves many of ihe operations of GFA8 and |
s Ut expected to have a fiscal inpact o this agency. {
i
|

3,epared By: Roger Kolden n Phone; 789-6160
Agency: Commercial Fisheries [Limited) EniryQHimmissiQn / Date: 3)8)96
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FISCAL NOTE
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CFAB Is currently repurchasing non-voting, preferred shares of stock originally sold to the State in 1980 for $32
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completed by FY 1998. The effect cf this bill, which establishes a $1L million minimum level of capital at the bank,
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TO: HB 284

Page 3, line 31, following "purpose":
Insert "In the exercise of its powers under AS 44.81.215(Y), the bank is acting as
an agent under the express authority and reservations of the state as the issuer of

limited entrv permits under AS 16.43."

Page 4, lines 3-9:
Delete "If the cumulative value of the shares [SHARES]"

Insert "Shares"

Page 4, lines 9 - 10:

Delete "exceeds $1.000,000, the shares representing the excess

Page 4, line 11

Delete "representing the excess"

Page 4, line 14:

Delete "representing the excess"
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OFFEREL IM THE HOUSE
TO: KB 284

Page 1 line 1
Delete "and Agriculture”

Insert”, Agriculture, and Small Business"

Page 3, line 29:
Delete "and Agriculture™

Insert ", [AND] Agriculture, and Small Business"

Page 7, line 24:

Delete "and agriculture"

Insert ", commercial agriculture, and small businesses"

Page 7, line 26:
Delete "or"

Insert

Page 7, line 27, following "farmers":

Insert ", or small business persons

Page 7, line 28:
Delete "or agriculture™

Insert”, commercial agriculture, or small businesses

Page 8, line 19:

Delete "or farmers"
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BY REPRESENTATIVE BROWN
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Insert ", fanners, or small business persons,"

Page 8, line 23:

Delete "or

Insert

Page 8, line 24, following ™"agriculture™:

Insert ", or small businesses"

Page 9, line 2, following "agriculture™:

Delete "or fishing"

Insen ", commercial fishing, or small business,"

Page 9, line 6:

Delete "or fishing"

Insen "commercial fishing, or small business."

Page 9, line 20:
Following "timber processor,":
Delete "or"
Following "agricultural processor":
Delete "or"
Insen™”
Following "harvester™:

Insert ", or a small business person

Page 9, line 22:
Delete "or harvester"

Insert ", harvester, or small business person™

Page 9, line 23:

Delete "or harvester"

9-LS0584\G.2
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Insert ", harvester, or small business person”

Page 10, following line 14
Insert a new bill section to read:
"* Sec. 19. AS44.81.225(a) isamended to read:
(@) To facilitate the development of commercial fisheries or small businesses
in geographic areas in which factors such as geographic considerations, uncertainties
of communication, or limited demands do not encourage normal lending activities, the

bank may make small loans to qualified borrowers who are not members of the bank."

Renumber the following bill sections accordingly.

Page 17, line 16:
Delete "AS 44.81.350(3)"
Insert "AS 44.81.350"

Page 17lines  17- 21:
Delete all material and insert:
"Sec. 44.81.350. DEFINITIONS. In this chapter,
(1) "bank™ means the Alaska Commercial Fishing, [AND] Agriculture,
and Small Business Bank;
(2) "commission” means the Alaska Commercial Fisheries Entry
Commission under AS 16.43.020;
(3) "member of the bank™ includes
(A) aholder of a shareofmembershipstock of the banki  or
fB] a patron of the bankwith retained patronage eamings, or
other form of capital ownership in the bank, of 52,500 or more to the
patron’s credit;
(4) "supplier" means a person whose main source of income is from
providing goods or services that are directly related to commercial fishing or
agriculture to individuals, corporations, partnerships, or joint ventures engaged in

commercial fishing or agriculture.”
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Delete

Insert

(9 "resident small business person” means a person who is a resident

of the state and who is engaged in a small business in the state;
(10)  "small business" means a business that has 100 or fewe
employees and an annual average gross income of 5500,000 or less.

* Sec. 28. AS 44.88.080(18) is amended to read:

r

(18) to facilitate the expansion of a secondary market for the resale of

federally or commercially insured loans made to finance the costs ofprojects in

Alaska held by federal and state chartered financial institutions or by the Alaska

Commercial Fishings [AND] Agriculture, and Small Business Bank;

* Sec. 29. AS 45.55.900(a)(12) is amended to read:

(12) shares of membership stock in the Alaska Commercial Fishing,

[AND] Agriculture, and Small Business Bank, and other securities issued by that

bank to members or in connection with loans to members.
* Sec. 30. AS 45.92.050(a) is amended to read:
(a) The department may guarantee a loan under this chapter if

(1) the term of the loan does not exceed one year;

(2) the loan is secured by inventory or accounts receivable of the fish

processor, or by other collateral acceptable to the department;

(3) the loan is originated with and serviced by the Alaska Commercial

Fishing, [AND]Agriculture, andSmall Business Bank, or bya state or federally

chartered financial institution located in the state; and

(4) the majority interest in the fish processor is beneficially owned by

residents ofthe state and themajority ofowners of the fishprocessor areresidents

the state."

Renumber the following bill sections accordingly.

Page 18, line 9, following "Bank":

Delete "on or"

of
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AMENDMENT

OFFERED IN THE HOUSE BY REPRESENTATIVE BROWN
TO: HB 284

LETTER OF INTENT

The legislature requests that the board of directors of the Alaska
Commercial Fishing and Agriculture Bank investigate the feasibility
of providing services authorized under AS 44.81.210 to Alaskans
other than those authorized for services under AS 44.81.210, and
report the results of that investigation to the legislature by the 15th

day of the first session of the twentieth Alaska Legislature.
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IN THE LEGISLATURE OF THE STATE OF ALASKA

NINETEENTH LEGISLATURE - FIRST SESSION

BY THE HOUSE SPECIAL COMMITTEE ON FISHERIES

Introduced:

Referred:  House Special Committee on Fisheries, Labor and Commerce, Finance

"An Act relating to the Alaska Commercial

3/27/95

A BILL

FOR AN ACT ENTITLED

9-LS0584\G

Fishing and Agriculture Bank."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 16.43.150(g) is amended to read:

9) Except as provided

in AS 16.10.333 - 16.10.338, AS 44.81.215

[AS 44.81.210], 44.81.225, and 44.81.231 « 44.81.250 [44.81.230 - 44.81.250], an !

entry permit may not be

(1) pledged, mortgaged, leased, or encumbered in any way;

(2) transferred with any retained right of repossession or foreclosure,

or on any condition requiring a subsequent transfer; or

(3) attached, distrained, or sold on execution of judgment or under any

other process or order of any court, except as provided in AS 16.43.170(g) and (h).

* Sec. 2. AS 16.43.150(h) is amended to read:

(h) Unless an entry permit holder has expressed a contrary intent in a will that

is probated, the commission shall, upon the death of the permit holder, transfer the

permanent permit by right of survivorship directly to the surviving spouse or, if no

HB0284a
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spouse survives, to a natural person designated by the permit holder on a form
provided by the commission. If no spouse survives and if the person designated on
the form, if any, does not survive, the permit passes as part of the permit holder's
estate. A designation under this subsection must be acknowledged before a person
authorized to administer an oath under AS 09.63.010 or must be witnessed by two
persons who are qualified under AS 13.11.170 to witness the will of the permit holder.
Except as provided in AS 16.10.333 - 16.10.337, AS 44.81.215 [AS 44.81.210], and
44.81.231 - 44.81.250 [44.81.230 - 44.81.250], the permit is exempt from the claims

of creditors of the estate.

* Sec. 3. AS 16.43.170(a) is amended to read:

(a) Except as provided in AS 16.10.333 - 16.10.338 and in AS 44.81.231 -
44.81.250 [AS 44.81.230 - 44.81.250], entry permits and interim-use permits are
transferable only through the commission as provided in this section and AS 16.43.180 |j
and under regulations adopted by the commission. An involuntary transfer of an entry
permit in a manner inconsistent with the statutes of this state and the regulations of the

commission is void.

* Sec. 4. AS 16.43.170(b) is amended to read:

(b) Except as provided in (c) and (e) of this section, the holder of an entry
permit may transfer the permit to another person or to the commission upon 60 days
notice of intent to transfer under regulations adopted by the commission. No sooner j
than 60 days nor later than 12 months from the date of notice to the commission, the |
holder of an entry permit may transfer the permit. If the proposed transferee, other !
than the commission, can demonstrate the present ability to participate actively in the !
fishery and the transfer does not violate any provision of this chapter or regulations
adopted under it, and if a certificate for the permit under AS 16.10.333(b)(1) - (2),
16.10.338, or AS 44.81.231(a) [AS 44.81.230(b)(1) - (2)] is not in effect, the
commission shall approve the transfer and reissue the entry permit to the transferee

provided that neither party is prohibited by law from participating in the transfer.

* Sec. 5. AS 16.43.170(g) is amended to read:

(g) A person may request the commission to transfer an entry permit due to

an execution on the holder's interest in that permit. The request shall be made in the

-2- HB0284a
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form and manner provided in this chapter and regulations adopted under this chapter.
The commission may deny a request for transfer of an entry permit due to an
execution of a holder's interest in that permit if

(1) the execution does not comply with legal requirements or otherwise
is not valid;

(2) the transfer violates this chapter or regulations adopted under this
chapter;

(3) the proposed transferee or other party to the transfer is prohibited
by law frAm participating in the transaction;

(4) a certificate for the permit under AS 16.10.333(b)(1) - (2),
16.10.338, or AS 44.81.231(a) [AS 44.81.230(b)(1) - (2)] is in effect at the time of
the proposed transfer;

(5) the proposed transferee of the entry permit, other than the j
commission, cannot demonstrate the present ability to actively participate in the
fishery; or -

(6) the holder of the entry permit as shown by the records of the
commission demonstrates, under regulations adopted by the commission, that the entry :
permit is a necessary means of support for the holder and those dependent upon the

holder. i

* Sec. 6. AS 16.43.960(i) is amended to read:

(i) An entry permit revoked by the commission under this section that is .
pledged as security for a loan under AS 16.10.333 or AS 44.81.231 (AS 44.81.230]
shall be reassigned or sold as provided in AS 16.10.337 or AS 44.81.250.

* Sec. 7. AS 16.43.970(f) is amended to read:

(f) An entry permit forfeited under this section that is taken as security for a
loan under AS 16.10.333 or AS 44.81.231 [AS 44.81.230] shall be reassigned as
provided in AS 16.10.337 or AS 44.81.250.

* Sec. 8. AS 44.81.010(a) is amended to read:

@) There is established the Alaska Commercial Fishing and Agriculture Bank, j

The exercise by the bank of the powers conferred by this chapter is considered to be

for a public purpose. The bank is exempt from the provisions of AS 06.05 (Alaska !

HB0284a 3 HB 284
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Banking Code) and AS 10.15 (Alaska Cooperative Corporation Act) In its structure
and operations and in the exercise of powers granted by this chapter.
* Sec. 9. AS 44.81.010(b) is amended to read:

(b) For the purpose of acquiring and accumulating capital [THE FUNDING]
of the bank [BANK'S OPERATIONS], the board [OF DIRECTORS] may issue
nonvoting, preferred shares of stock in the bank and determine the value of each share.
The state, through the Department of Revenue [APPROPRIATE AGENCIES], may
purchase the nonvoting, preferred shares issued by the bank. If the cumulative value
of the shares [SHARES] purchased by the state exceeds $1.000,000, the shares
representing the excess shall be repurchased by the bank within 20 years after their
purchase. If the bank fails to repurchase the shares representing the excess within
20 years after their purchase bv the state, the commissioner of commerce and
economic development may appoint a receiver to direct, manage, and operate
[DISSOLVE] the bank until the shares representing the excess have been
repurchased. Upon voluntary or involuntary liquidation of the bank, and upon
repayment of all legal debts and obligations of the bank, all shares of nonvoting,
preferred stock owned bv the state have priority for redemption over all other
forms and amounts of ownership of the hank. i

* Sec. 10. AS 44.81.020 is repealed and reenacted to read:

Sec. 44.81.020. BOARD OF DIRECTORS, (a) The bank shall be governed
by a board of directors consisting of seven to nine natural persons. The number is
determined by the bank's bylaws. Two board members shall be appointed by the
governor of the state. The other board members shall be elected by the members of
the bank as provided in the bank's bylaws, except that at least one of the elected board
members must be a resident farmer. n

(b) The members of the board shall serve for terms of three years and may '
serve successive terms. Terms must be staggered. A member of the board who i
releases confidential information in violation of AS 44.81.260, commits serious ethical I
misconduct that relates to the member's fitness to serve as a member of the board, or !
maintains a chronically and irredeemably substandard borrowing relationship with the
bank may be removed from the board by affirmative vote of a majority of the

1
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members of the board.

(c) A majority of the members of the board constitutes a quorum for the
transaction of business and the exercise of the powers and duties of the board.

(d) A member of the board may not vote on a transaction of the bank under
this chapter if the member is a party to the transaction.

() The members of the board shall annually elect from among themselves a
chair and vice-chair and other board officers as may be provided in the bank's bylaws.

(0 Members of the board shall receive compensation not to exceed S250 for
each day of a board meeting if they attend the meeting. Directors may also receive
compensation for personal time and efforts expended to further the bank's interests or

business other than on meeting days as may be determined by the chair under the

bank's bylaws.

* Sec. 11. AS 44.81 is amended by adding a new section to read:

Sec. 44.81.031. OFFICERS .AND EMPLOYEES, (a) The board shall employ
a president. The president may not be a member of the board and serves at the
pleasure of the board. The president is the chief executive officer of the bank.

(b) The board shall appoint those officers of the bank that are provided for in
the bank's bylaws and as the board determines to be necessary for the effective
operations of the bank. An executive, operating, administrative, or other salaried
officer of the bank may not be a member of the board.

(c) The president may hire employees of the bank as may be determined
necessary for the efficient performance of the functions of the bank. The board shall
approve the compensation of the employees. Employees of the bank are not
employees of the state and are not considered to be employees of a public organization

for the purposes of AS 39.35.

* Sec. 12. AS 44.81 is amended by adding a new section to read:

Sec. 44.81.041. STRUCTURE AND MEMBERSHIP OF THE BANK, (a)
The bank shall be structured and operated as a cooperative corporation.

(b) The board shall issue shares of membership stock in the bank
amounts and with the value determined by the board and stated in the articles of

incorporation. The membership stock may be issued under this chapter and under the

-5- HB 284
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bylaws of the bank to persons determined to be eligible to transact business with the

bank.

(c) The board may establish one or more mechanisms by which persons or

entities, or classes of persons or entities, who transact business with the bank are
required to provide or establish capital ownership in the bank. The mechanisms may
include the issuance of capital stock or other equity instruments or the allocation or
retention of net proceeds from the operations of the bank. The mechanisms shall be
established and imposed in a manner that the board determines equitably reflects the

nature and amount of business transacted with the bank.

* Sec. 13. AS 44.81 is amended by adding a new section to read:

Sec. 44.81.051. BYLAWS. The board may adopt bylaws for the bank for the
regulation and management of the affairs of the bank, and may alter, amend, or repeal
them. The bylaws shall be consistent with this chapter and other laws that apply to the

bank.

* Sec. 14. AS 44.81 is amended by adding a new section to read:

Sec. 44.81.061. INDEMNIFICATION OF DIRECTORS, OFFICERS, AND
EMPLOYEES. The bank may indemnify directors, officers, and employees, or may
purchase and maintain insurance on behalf of directors, officers, and employees. The
indemnification and the insurance purchase and maintenance shall comply with

AS 10.06.490.

* Sec. 15. AS 44.81 is amended by adding a new section to read:

Sec. 44.81.101. PLEDGE OF THE STATE, (a) The state pledges to and
agrees with any lender to the bank that the state will not limit or alter the rights and
powers given to the bank by this chapter to fulfill the terms of a contract made by the
bank with the lender to the bank, or in any way impair the rights and remedies of the
lender to the bank. The bank is authorized to include this pledge and agreement of the
state in a contract with any lender to the bank.

(b) The pledge of the state is limited to the express provisions of (a)
section and is not a guarantee, surety, p  Nse, undertaking, or assurance of repayment

or performance of any obligation of the bank.

* Sec. 16. AS 44.81.200 is amended to read:

6- HB0284a
New Text Underlined [DELETED TEXT 3RACXETED]
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Sec. 44.81.200. REPORTS AND PUBLICATIONS. The board [OF
DIRECTORS] shall publish an annual report to the bank’s members. The report shall
be made available to the gover lor, the legislature, and the public. The report
[AND] must include financial statements audited by independent outside auditors, a
discussion [STATEMENT] of the bank’s circumstances and operations
[INVESTMENTS, A DESCRIPTION OF THE BANK’S LOAN ACTIVITY] during
the period covered by the report [[ AN ANALYSIS OF ECONOMIC AND OTHER
EFFECTS OF LOAN DECISIONS ON THE STATE’S COMMERCIAL FISHING
AND AGRICULTURE INDUSTRIES], and any other information that the board
believes would beof interest to the governor, the legislature, and thepublic,or that
the legislature requests the board to include. The board may [ALSO] publish other
reports considered appropriate [IT CONSIDERS DESIRABLE] to [CARRY OUT]

its purposes.

* Sec. 17. AS 44.81.210 is repealed and reenacted to read:

Sec. 44.81.210. GENERAL POWERS OF THE BANK. The bank may

(1) adopt, alter, and use a corporate seal;

(2) sue and be sued in the name of the bank;

(3) appoint officers, employees, trustees for certificate holders, and
agents, and establish their powers and duties;

(4) provide technical services to members of the bank; in this
paragraph, "technical services" includes services that will enharce the ability of a
member to obtain financial assistance from the bank;

(5) participate with state departments and agencies in formulating
policy and in planning for the development of commercial fishing and agriculture in
the state;

(6) engage in programs to support the efforts of resident fishers or _
farmers in order to enhance the further development, efficiency, stability, or j
profitability of commercial fishing or agriculture in the state;

(7) make contracts and execute instruments necessary to or convenient |j
for the exercise of its corporate powers;

(8) issue bonds to carry out its corporate purposes and powers;

HB0284a 7 HB 284
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1 (9) borrow money and issue secured and unsecured evidence of
2 indebtedness for a corporate purpose or to fund, refund, pay, or discharge outstanding

3 obligations, and enter into agreements and contracts relating to these obligations;

4 (10) secure the payment of its obligations by pledge, mortgage, or other
5 lien on its contracts, revenue, income, or property;

6 (11) incur secondary liability by guaranty or endorsement of the
7 obligations of a person, except for natural persons, when, in the judgment of the board,

8 the action furthers the bank's corporate purposes;

9 (12) acquire real or personal property by purchase, lease, bequest,
10 ! devise, gift, the satisfaction of debts, or the foreclosure of mortgages, and hold,
11 maintain, use, operate, and convey real or personal property;

12 (13) sell, lease as lessor or lessee, exchange, donate, convey, or
13 encumber in any manner by mortgage or by creation of another security interest, real
14 or personal property owned by it, or in which it has an interest, when, in the judgment
15 of the board, the action furthers its corporate purposes;

16 (14) establish wholly-owned or majority-owned subsidiary corporations

or limited liability companies to acquire, hold, operate, maintain, or liquidate property

%87.’ received by the bank in a foreclosure action or other loan collection process or to j
19 provide services to resident fishers or farmers, or other persons, if the services are ;
20 consistent with the corporate purposes and powers expressed in this chapter;
21 (15) acquire equity or other ownership interest in a domestic j
Dy | corporation or limited liability company if the purpose of the acquisition is to enhance |
23 the further development, efficiency, stability, or profitability of commercial fishing or
24 agriculture in the state; -
25 (16) enter into agreements with public or private lenders or other
26 entities, or with state agencies or agencies of the federal government, to carry out the
27 purposes of this chapter;

28 (17) do what is necessary or desirable to carry out the corporate
29 purposes and powers expressed or implied in this chapter.

30 | * Sec. 18. AS 44.81 is amended by adding a new section to read:
31 Sec. 44.81.215. LENDING POWERS OF THE BANK. The bank may
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(1) make loans to individuals, including married couples, who are
residents of the state and who are engaged in commercial agriculture or fishing,
including harvesters, processors, suppliers, and marketers, if at least one of the primary
obligors on the loan is a member of the bank;

(2) make loans to corporations, partnerships, or limited liability
companies engaged in commercial agriculture or fishing if the majority interest of the
corporation, partnership, or limited liability company is beneficially owned by residents
of the state and a majority of the owners are residents of the state, and if at least one
of the primary obligors on a loan is a member of the bank; however, the bank may not
make a loan under this paragraph to a corporation, partnership, or limited liability
company for the purchase of a new or existing fishing h at or for the repair or
renovation of an existing fishing boat if the primary purpose of the fishing boat is to
commercially harvest fishery resources, unless the corporation, partnership, or limited
liability company is wholly owned and cot. -oiled by residents of the state, and unless
at least one of the primary obligors on the loan is a member of the bank;

(3) make loans for limited entry permits to individuals who fish
commercially if the individual is a state resident; loans made under this paragraph are
subject to AS 44.81.231;

(4) make a loan for capital investment or operating capital to a
shore-based fish Drocessor, a timber processor, or an agricultural processor or harvester
who does not meet the resident ownership requirements of (1) or (2) of this section if

a facility of the processor or harvester is located in the state and the majority interest

(5) make a loan to a person, regardless of residency, if the board !
determines that the loan is necessary to preserve the value of property held by the bank ;
as security for a loan that was made under AS 44.81.210 or this section and that is in
default;

(6) make loans, as provided in (1), (2), or (4) of this section, that are
secured by liens subordinate to valid first liens and security agreements granted to
another creditor;

(7) accept the pledge of a limited entry permit as security for a loan
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made under this chapter subject to the conditions set out in AS 44.81.236 on pledges
of limited entry permits;

(8) make loans in participation with other lenders as provided in (1),
(2), or(4) of this section, whether or not an obligor is a member of the bank;

(9) purchase or acquire participations in loans from other lendersif the
participations conform to the provisions of (1), (2), or (4) of this section, whether or
not an obligor is a member of the bank;

(10) issue certificates of loan participation to members and to other
individuals, corporations, partnerships, and limited liability companies, but the bank
may not issue a certificate of loan participation if the certificate would allow
participation by the member, individual, corporation, partnership, or limited liability
company in loans that individually or cumulatively involve more than 20 percent of
tne commercial fishery entry permits issued for one type cf gear in a specific fishery
resource administrative area.

* Sec. 19. AS 44.81 is amended by adding a new section to read:

Sec. 44.81.231. PLEDGE OF PERMITS, (a) A limited entry permit issued
under AS 16.43 may be pledged by the holder as security for a loan authorized under
AS 44.81.236 if the certificate for the pledged permit lists the bank as the legal owner
of the permit and the pledger as the equitable owner of the permit.

(b) Annual permit cards issued under the pledged permit must be in the name
of the equitable owner who shall be responsible for compliance with the laws that
govern the permit as if the equitable owner were the holder of the permit.

(c) Co-borrowers or guarantors on a loan secured by one or more pledged
permits do not have a right in the pledged permit of the eq»itable owner, whether by
subrogation or other manner.

(d) Upon payment of the loan, the bank shall certify to the Commercial
Fisheries Entry Commission that the loan has been repaid, and the commission shall !
amend the permit certificate to list the equitable owner as the holder, and the legal
interest of the bank shall terminate.

(e) In anticipation of a possible foreclosure under AS 44.81.241 - 44.81.250,

the equitable owner of a permit that is pledged as security for the loan may nominate
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a person to whom the permit may be transferred if the pledge is foreclosed under

AS 44.81.245.

* Sec. 20. AS 44.81 is amended by adding a new section to read:

Sec. 44.81.236. LIMITATIONS ON THE PLEDGE OF PERMITS. A loan
may not be secured by the pledge of a limited entry permit unless the proceeds of the
loan are used for

(1) the purchase of a permit;

(2) the purchase or lease of quota shares, individual fishing quotas, or
another license, permit, or other grant of commercial fisheries harvesting entitlements
that is issued and regulated under state or federal law;

(3) the purchase, construction, maintenance, repair, or improvement of
commercial fishing boats, sites, gear, or equipment;

(4) working capital, including insurance premiums, supplies, food, fuel,
bait, boat storage, and boat launching;

(5) the payment of obligations incurred in the support of a borrower
and the persons who are dependent upon that borrower if the majority of the
borrower's earned income is derived through commercial fishing under the borrower's
permit;

(6) the enhancement of the productivity or diversification of the
commercial fishing activities of a borrower, including education and technical training;

(7) the payment of taxes or other obligations whose status places the
permit of a borrower in jeopardy of attachment, distraint, or sale on execution of
judgment or under a process or order of a court;

(8) the purchase of the bank’ stock or other equity instruments and
loan costs; or

(9) refinancing of debts incurred for a purpose listed in (1) - (8) of this

section.

* Sec. 21. AS 44.81 is amended by adding new sections to read:

Sec. 44.81.241. INITIAL NOTICE OF DEFAULT. If there is a default on a :
loan secured by a permit pledged under AS 44.81.231, the bank shall notify the

borrowers and guarantors on the loan of the default and of the right to cure the default
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by sending a notice by certified mail to their last known address or addresses on file
with the bank. The notice must include

(1) the date of the notice;

(2) a description of the security given for the loan, including the
number assigned by the commission and the name of the equitable owner of each
permit pledged to secure the loan;

(3) the date and nature of the default;

(4) the amount of arrearages as of the date of the notice;

(5) the total indebtedness, including interest, penalties, and costs of
collection, remaining owing on the loan as of the date of the notice;

(6) the amount of daily interest to accrue from the date of the notice;

(7) a statement that the costs of collection of the loan incurred by the
bank after the date of the notice will be added to the total amount of the indebtedness
owing on the loan;

(8) a statement that the default may be cured within 60 days from the
date of the notice or within an extended time period that is specified in an extension
notice provided by the bank within the 60-day period under AS 44.81.249;

(9) the place where payment of arrearages or other cure may be made;
and

(10) a statement in at least 10 point bold type stating:

"IMPORTANT: UNLESS YOU CURE THE LOAN DEFAULT
WITHIN THE TIME SPECIFIED BY THIS NOTICE, THE TOTAL
INDEBTEDNESS OWING ON THE LOAN SHALL BE
IMMEDIATELY DUE AND PAYABLE TO THE BANK WITHOUT
FURTHER NOTICE TO YOU. ALSO, THE BANK SHALL THEN

BE ENTLTLED TO TAKE ANY LEGAL ACTION AGAINST YOU

TO COLLECT THE LOAN, INCLUDING THE INSTITUTION OF
LAWSUITS AND THE FORECLOSURE OF THE PLEDGE OF ANY
PERMIT PLEDGED TO SECURE THIS LOAN."

Sec. 44.81.243. BANK REMEDIES AFTER FAILURE TO CURE. If the

borrowers and guarantors on a loan secured by a permit pledged under AS 44.81.231
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fail to cure a default within the time stated in the notice given under AS 44.81.241,
the total indebtedness owing on the loan immediately becomes due and payable to the
bank, and the bank shall be entitled to take any legal action to collect the loan,
including the foreclosure under AS 44.81.245 of the permit pledge that secures the
loan and the institution of legal action. If the bank forecloses the permit pledge, the
bank may proceed in the order the bank selects, whether before, after, or concurrent
with other action taken to collect the loan.

Sec. 44.81.245. FORECLOSURE NOTICE. The bank may foreclose on a
permit pledge that secures a loan by sending to the equitable owner of the permit
pledged and any other borrowers and guarantors on the loan a notice of foreclosure.
The notice shall be sent by certified mail to their last known address or addresses on
file with the bank and must include

(1) the date of the notice;

(2) a statement that the total indebtedness owing on the loan became
due and payable to the bank because the loan default was not cured within the time
specified in the notice of default and right to cure provided under AS 44.81.241, and
that as aresult the bank is entitled to take legal action to collect the loan, including
the forfeiture of apermit pledge that secures the loan and the institution of legal
action;

(3) a description of the permit pledge that is being foreclosed by the
notice, including an identification of the permit by the number assigned by the
commission and the name of the equitable owner;

(4) the amount of the total indebtedness owing as of the date of the
notice;

(5) the amount of daily interest that accrues from the date of the notice;

(6) a statement that the costs of collection of the loan incurred by the
bank after the date of the notice will be added to the total amount of the indebtedness
due on the loan;

(7) a statement that to avoid forfeiture of all rights of the equitable
owner of the permit identified in the notice, the loan must be paid in full within 60 .

days from the date of the notice or within an extended time period that is specified in
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an extension notice provided by the bank within the 60-day period under
AS 44.81.249;

(8) a statement that once a forfeiture of all rights of the equitable owner
of a permit described in the notice occurs, the permit may not be redeemed;

(9) a statement of the right of the equitable owner to nominate a person
to assume the loan under AS 44.81.245;

(10) the place where payment in full may be made; and

(11) a notice in at least 10 point bold type stating:

"IMPORTANT: IF THE LOAN IS NOT PAID IN FULL BY THE

DATE SPECIFIED, ALL RIGHTS OF THE EQUITABLE OWNER TO

THE PERMIT IDENTIFIED IN THIS NOTICE WILL BE FORFEITED

WITHOUT FURTHER NOTICE TO YOU. IN THAT EVENT,

THERE WILL NOT BE A RIGHT OF REDEMPTION OF THE

PERMIT. IN ADDITION, THE BANK MAY NOW TAKE OTHER

ACTION TO COLLECT THE LOAN, INCLUDING THE

INSTITUTION OF LEGAL ACTION AGAINST YOU AND THE

FORECLOSURE OF OTHER PERMIT PLEDGES THAT SECURE

THE LOAN."

Sec. 44.81.247. TERMINATION OF PERMIT INTEREST. If a loan is not
paid in full within the time specified by the notice provided for the loan under
AS 44.81.245, the equitable interest in the permit identified in the notice terminates
by operation of law without further notice. The commission shall cancel an entry
permit card issued to the equitable owner of the permit immediately upon receipt by
the commission of a certificate of termination containing a copy of the notices required
by AS 44.81.241 and 44.81.245.

Sec. 44.81.249. CANCELLATION, EXTENSION, .AND DELIVERY OF
NOTICES, (a) The bank may cancel a notice provided under AS 44.81.241 or
44.81.245 by delivering a written notice of cancellation to the persons who were given
the cancelled notice. The notice shall be given in the same manner as is required for

the cancelled notice.

(b) The bank may extend the 60-day period for curing a default under
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AS 44.81.243 and the period before a forfeiture occurs under AS 44.81.247 by giving
a written notice of extension to the persons who were given the notice. The notice
shall be given in the same manner as is required for the giving of the notice being
extended.

(c) The bank may give a notice required to be provided in AS 44.81.241,
44.81.245, or 44.81.247 by personal delivery instead of by certified mail.

* Sec. 22. AS 44.81.250 is repealed and reenacted to read:

Sec. 44.81.250. TRANSFER OF ENTRY PERMITS AFTER FORECLOSURE,
(@) Upon foreclosure of a pledge of an entry permit under AS 44.81.241 - 44.81.249,
the bank shall determine if the permit is subject to a buy-back program under |
AS 16.43.290 - 16.43.330 and, if it is subject to a buy-back program, shall offer the |
permit to the commission at a price equal to the outstanding indebtedness on the loan. !

(b) If the permit is not subject to a buy-back program, or if the commission !
fails to buy back the permit within 30 days after the commission receives the offer, the
bank shall sell the permit to a person who qualifies as a transferee of an entry permit ;
under AS 16.43 and the regulations adopted by the commission. The bank shall give
preference to an offer to purchase a permit made by a state resident if the price offered
is equal to or greater than the price offered by a nonresident. If the proceeds of the
sale of a permit exceed the amount necessary to pay the indebtedness in full, the bank
shall remit the excess to the borrower.

(c) At any time before foreclosure of a pledge of a permit, or within 30 days
following foreclosure of a pledge of a permit, the equitable owner or former equitable
owner may nominate a person to assume the loan. A person nominated must qualify
as a transferee of the permit under AS 16.43 and must qualify to assume the loan !
under the requirements of the bank. If the person qualifies, the permit shall be
transferred to the nominee upon the nominee's assumption of the loan.

(d) This section does not affect the right of the bank to institute legal actions
against the borrowers, guarantors, or other sureties for performance to collect the
indebtedness owing on the loan and to take other legal action on the collateral securing
the loan.

* Sec. 23. AS 44.81.270 is repealed and reenacted to read:
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Sec. 44.81.270. AUDITS AM) EXAMINATIONS OF BANK, (a) The
legislative auditor may cause the bank to be audited in the manner and under the
conditions established by AS 24.20.271 for audits performed by the legislative audit
division. The legislative audit division has free access to all books and papers of the
bank that relate to the business of the bank and books and papers kept by a director,
officer, or employee relating to or upon which a record of the business of the bank is
kept. The legislative audit division may summon witnesses and administer oaths or
affirmations in the examination of directors, officers, or employees of the bank or
another person in relation to the affairs, transactions, and conditions of the bank, and
may require and compel the production of records, books, papers, contracts, or other
documents by court order if not voluntarily produced. At the direction of the legislative
budget and audit committee under AS 24.20.271, the legislative auditor may conduct
an audit of the bank.

(b) The legislative auditor and the auditor's employees may not disclose
information acquired by them in the course of an audit of the bank concerning the
particulars of the business or affairs of a borrower of the bank or another person,
unless the information is required to be disclosed by law or under a court order.

(c) The bank shall be audited annually by independent outside auditors. The
legislative auditor may confer with the outside auditors and review the work papers of
the audit. The board shall engage the outside auditors, who shall be responsible to the
board. The bank shall submit copies of each report of the outside auditors to the ;
legislative auditor within 30 days of the report by the bank.

(d) The state bank examiners shall perform an annual qualitative examination
and evaluation of the bank. The commissioner of commerce and economic
development shall assess the bank a fee established under AS 06.01.010(b) for the
actual expenses incurred by the Department of Commerce and Economic Development
in connection with the examination. The examiners shall report to the board on the
examination. The examiners shall prepare a summary report evaluating the bank’s loan
portfolio quality on a statistical basis and addressing the appropriateness and
effectiveness of the bank's policies, practices, and management within the context of

the bank's statutory purposes. The examiners shall distribute copies of the summary

-16- HB0284a
New Texc Underlined (DELETED TEXT BRACKETED]



report to the bank, the legislature, and :he governor, and the other records related to
the examination of the bank are subject to AS 06.01.025.
* Sec. 24. AS 44.81 is amended by adding a new section to read:

Sec. 44.81.300. UNCLAIMED DISTRIBUTIONS, REDEMPTIONS, OR
PAYMENTS. The bank may revoke a distribution of net proceeds by the bank or a
redemption of orpayment based upon an allocation of proceeds or upon capital stock
issued by the bank if the distribution, redemption, or payment remains unclaimed six
years after the date authorized for payment, redemption, or retirement. The amount
revoked may revert to an unallocated capital account of the bank if,at least six months
before the declared date of revocation, the bank has mailed to the lastknown address
of the person shown by the bank’s records to be entitled to the amount a notice that
the payment is available to the person; if the address is unknown, the bank shall
publish the notice as provided by law for the publication of a summons. A
distribution, redemption, or payment subject to this section is not subject to
AS 34.45.110 - 34.45.780.

* Sec. 25. AS 44.81.350(3) is amended to read:
(3) "member of the bank" includes
(A) a holder of a share of membership stock of the bank: or
(B1 a patron of the bank with retained patronage eamings, or

other form- of capital ownership in the bank, of $2,500 or more to the i

patron's credit;

* Sec. 26. AS 44.81.350 is amended by adding new paragraphs to read:

(5) "commercial agriculture™ includes commercia'ly-related activity in
connection with producing, harvesting, processing, or marketing an agricultural,
maricultural, or horticultural commodity, including the breeding, raising, shearing,
feeding, caring for, training, and management of livestock, bees, poultry, shellfish, and
fur-bearing animals and wildlife, and the planting, cultivating, caring for, harvesting,
or processing of forest products on a sustained yield basis;

(6) "permit" means a limited entry permit issued under AS 16.43;

(7) "resident farmer" means a person who is a resident of the state and

who is engaged in commercial agriculture in the state;
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(8) "resident fisher" means a person who is a resident of the state and
who is engaged in commercial fishing in the state.

* Sec. 27. AS 44.81.010(c), 44.81.040, 44.81.050, 44.81.060, 44.81.070, 44.81.090,
44.81.100, 44.81.110, 44.81.160, 44.81.190, 44.81.220, 44.81.230, 44.81.235, 44.81.240, and
44.81.280 are repealed.

* Sec. 28. TRANSITION PROVISIONS. This Act does not affect a contract, cause of
action, liability, penalty, or proceeding existing, incurred, or accrued on the effective date of
this Act. This Act does not affect an action of the Alaska Commercial Fishing and

Agriculture Bank taken on or before the effective date of this Act.
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AMENDMENT

OFFERED IN THE HOUSE BY REPRESENTATIVE BROWN
TO: HB 284

LETTER OF INTENT

The legislature requests that the board of directors of the Alaska
Commercial Fishing and Agriculture Bank investigate the feasibility
of providing services authorized under AS 44.81.210 to Alaskans
other than those authorized for services under AS 44.81.210. and
report the results of that investigation to the legislature by the 15th

day of the first session of the twentieth Alaska Legislature.
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Members of the Legislative Budget
and Audit Committee:

In accordance with the provisions of Title 24 of the Alaska Statutes, the attached report is
submitted for your review.

ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK

January 12, 1996

Audit Control Number
08-4525-96

The objectives of this audit were to determine: the financial condition of the Alaska
Commercial Fishing and Agriculture Bank (CFAB); the factors affecting the continuance or
discontinuance of the financial and statutory relationship between the State and CFAB; the new
general/lending powers proposed in House Bill 284; and to determine whether the activities
associated with those powers are available through existing programs of other state agencies,
quasi-state corporations, or private lending institutions within the State.

The audit was conducted in accordance with generally accepted government auditing standards.
Fieldwork procedures utilized in the course of developing the findings and discussion presented
in this report are discussed in the Objectives, Scope, and Methodology section of this report.
Audit results can be found in the Report Conclusions and the Findings and Recommendations
sections.
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OBJECTIVES. SCOPE. AND METHODOLOGY

In accordance with Title 24 of the Alaska Statutes and a special request by the Legislative
Budget and Audit Committee, we conducted an audit of the Alaska Commercial Fishing and
Agriculture Bank (CFAB).

Objectives
The objectives of the audit were:
1. To determine the financial condition of CFAB.

2. To determine the factors affecting the continuance or discontinuance of the financial
and statutory relationship between the State and CFAB.

3. To identify the new proposed general/lending powers included in House Bill 284 and to
determine whether the activities associated with those powers are available through
existing programs of other state agencies, quasi-state corporations, or lending
institutions within the State.

Scope and Methodology

Our scope included a review of CFAB’s audited Financial statements for FY 91 through
FY 95. We also reviewed the 1995 examination report by the Department of Commerce and
Economic Development (DCED), Division of Banking, Securities, and Corporations’ bank
examiners. We interviewed the external auditors, KPMG Peat Marwick, and the DCED bank
examiners and reviewed their procedures and workpapers to determine whether to place
reliance on the results of their reviews.

We performed trend and ratio analyses of pertinent financial information contained in
CFAB’s accounting records and audited financial statements, including loan delinquencies.

A review was done of the enabling legislation (AS 44.81) for CFAB, including any
subsequent statutory changes or proposed changes affecting its relationship with the State. A
copy of the agreement between the Department of Revenue and CFAB regarding the
repurchase of the Class C stock held by the State was reviewed to determine the terms of the
repurchase. Discussions were held with CFAB’s management and legal counsel. In addition,
we reviewed management’s correspondence files and the board meeting minutes for the
calendar years 1993 through September 1995. We attended a meeting of CFAB’s board of

directors.

We also reviewed the enabling legislation (AS 16.10) for the Commercial Fishing Revolving
Loan Fund (CFRLF) and the Alaska Commercial Fisheries Entry Commission (CFEC),
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AS 16.43, to determine the effect of their authority and activities on CFAB’s operations. In
addition, we obtained pertinent loan portfolio information from CFRLF. Interviews with
management of CFRLF and CFEC were conducted.

Decisions on legal cases between the Internal Revenue Service and the State regarding the
seizure of limited entry permits from fishers for payment of back taxes were reviewed.

We attended certain segments of the Alaska Fish ‘95 conference and trade show for the
fishing industry. Topics included were: individual fishing quotas, pending fish initiative,
governor’s policy on fisheries, the Board of Fisheries, and fisheries’ market.

We reviewed HB 284 and the related legislative committee minutes. Discussions were held
with CFAB management regarding the proposed expansion in general/lending powers.

The statutes and regulations of other state agencies and quasi-state corporations were
reviewed to determine if they have the authority to provide similar financing/lending
services. We interviewed the management of any of those organizations that appeared to
provide such services. In addition, we held discussions with the management of the Alaska
Fisheries Development Foundation, a private, nonprofit organization.

Our audit procedures also included a review of the Federal Farm Credit Act and agreements

between the Cooperative Bank of Spokane (CoBank) and CFAB. Discussions were held with
CoBank management as considered necessary.
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O RGANIZATION AND FUNCTION

The Alaska Commercial Fishing and Agriculture Bank (CFAB or Bank) was established in
1978 by the enactment of AS 44.81. The Bank was subsequently incorporated under AS 44.81
on May 4, 1979, and began its operations in April 1980. In 1981, CFAB’s statutes were revised
to clarify the original intent of the legislation. The original intent was for the Bank to exist as a
private, cooperative corporation, while filling a crucial need of the State in making capital
available to commercial fishers and farmers. Alaska Statute 44.81.010(a) now reads as follows:

There is established the Alaska Commercial Fishing and Agriculture Bank. The
exercise by the bank ofthe powers conferred by this chapter is considered to be
for a public purpose. T/ie bank is exempt from the provisions of AS 06.05
(Alaska Banking Code) and AS 10.15 (Alaska Cooperative Corporation Act) in
the exercise o fpowers granted by this chapter.

As discussed in the Background Information section, the initial capitalization of the Bank was
provided by the State through the purchase of $32 million of CFAB’s nonvoting, preferred
Class C shares of stock. Alaska Statute 44.81.010(b) requires that these shares be repurchased
by the Bank within 20 years of their sale to the State. Currently, CFAB is in the process of
repurchasing the Class C shares of stock under an agreement with the Department of Revenue.
Due to the early retirement of the shares, CFAB is repurchasing the shares at a discount.

CFAB’s policies and directions are established, within its statutory authority, by a seven-
person board of directors that hires professional management and staff to operate the Bank.
Five of the directors must be borrowers/owners of CFAB and are elected by the total
membership of the cooperative Bank. The other two directors are appointed by the governor.
All directors’ terms are for three years. CFAB holds an ownership meeting each year. At this
meeting, the borrowers/owners have the opportunity to vote on important matters, to receive
reports from CFAB’s directors and managers, and to elect new directors.

CFAB makes loans for most fishing or farming related purposes. The most common purposes
are the purchase, modification, or refinancing of a vessel; purchase of a limited entry fishing
permit; gear, engine, or equipment replacement or upgrade; general operating capital; and
fish processing. There are no “standard” repayment terms or programs. In order to be eligible
to be a CFAB borrower, an applicant must be engaged in the commercial fishing or farming
industries. An individual applicant must be an Alaska resident, and a partnership must have
majority ownership by Alaska residents. When the applicant is a corporation, the majority
ownership and control must rest with Alaska residents.

Eligibility, however, is only the first step of the lending process. To obtain a CFAB loan, an
applicant must be found by CFAB to be capable and creditworthy within the context of the
specific loan request. The standards used by CFAB are essentially the same as those of any
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responsible lender. However, CFAB’s specialized purposes, and their experience, has
allowed them to consider a broader range of applicant qualifications than most other lenders.

Borrowers, as members of the cooperative Bank, must purchase one share of Class A stock
that has a par value of $10. In addition, borrowers must purchase shares of Class B stock with
a $100 par value in an amount equal to 5% of the loan amount. The purchase costs of the
Class B stock may be included in the loan amount. As of May 31, 1995, CFAB had
outstanding $28.2 million in net loan receivables, $10,770 in Class A membership stock, and
$4.1 million in Class B preferred stock. Refer to Exhibit 1 in the Report Conclusions section
for asummary of CFAB’s FY 95 published financial statements.

In the disposition of the FY 95 net proceeds totaling $1,439,066, CFAB’s board of directors
authorized a 7% dividend, totaling $108,122, on the Class B preferred stock holdings of
members whose related loans were paid in full at May 31, 1995. This was the sixth such
dividend paid in the past seven years. In addition, $650,000 of the proceeds were allocated to
members/borrowers as a patronage refundlin accordance with CFAB’s bylaws, with 50 % of
that allocation being paid in cash. The remaining $680,944 of net proceeds was transferred to
CFAB’s unallocated surplus account to be retained as capital.

‘A “patronage refund” is a return of a portion of the interest paid to CFAB by a member/borrower on a timely basis
during a particular year. As a cooperative. CFAB may distribute a portion of its net proceeds (profits) back to its
members/bon ovvers. This is an effective reduction in the interest paid by a member/borrower. For example, the
patronage refund for FY 95 reduced the average interest rate charged during the year from 9.73% to 8.63%.
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re ACKGRQUNP INFORMATION

Improved access to capital bv Alaskans with creation of CFAB

In the late 1970’s the commercial fishing industry expressed dissatisfaction with the available
credit sources to finance operations and the development of the industry. In response, the
legislature commissioned a study in the fall of 1977 to evaluate the adequacy of the available
financing sources for the commercial fishing industry in Alaska.

The study concluded that there was a need for improved access by the Alaska commercial
fishing industry to sources of credit. Several alternatives to improve such access were
discussed in the report. One of the options recommended was for the State to form a private,
cooperative development bank for the Alaska commercial fishing industry that could
leverage its capital with funds from the Federal Farm Credit System.

As a result of the study, in 1978 the legislature passed a bill that created the Alaska
Commercial Fishing and Agriculture Bank (CFAB or Bank). It was to provide financing for
the commercial fishing and agriculture2 industries within the State by leveraging its capital
with funds from the Federal Farm Credit System as recommended.

The initial capitalization of CFAB was provided through appropriations from the State
totaling $32 million. For this initial funding the State was issued nonvoting, preferred shares
of stock in CFAB that by statute are required to be repurchased within 20 years of their
issuance. Upon the full repurchase of the Class C stock, the specific statutes for the creation
of CFAB (AS 44.81) will lapse and the cooperative Bank is to continue to operate under the
terms of its bylaws and under the Alaska Cooperative Corporation Act (AS 10.15).

Cooperative banks provide CFAB with necessary capital

The concept of CFAB was patterned after the Federal Farm Credit System (System) which
provides a source of credit to farmers, ranchers, and producers or harvesters of aquatic
products. The Federal Farm Credit Act of 1933 provided for the organization of thirteen
Banks for Cooperatives (BCs). BCs were initially capitalized by the federal government and
remained largely owned by the government until the Farm Credit Act of 1953 was passed.
This act provided for a means of control of the entire System by its users and paved the way
for the ultimate retirement of all the federal government capital investment in the System.
The Federal Farm Credit Act of 1971 recodified all the prior laws governing the System,
modernized its functions, broadened its lending powers (e.g., loans to producers and
harvesters of aquatic products), and brought decision making closer to its borrowers.

Although the study only looked at the need for improved access to credit for the commercial Fishing industry in
Alaska, the legislature believed an analogous problem existed for farmers.
-5-
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BCs are cooperatives themselves. They are financial institutions whose business is to provide
credit and related services to their agricultural and aquatic cooperative members. BCs obtain
a major portion of their loan funds through the sale of securities backed by the notes of
borrowers. These securities are sold through a fiscal agent with the aid of a nationwide group
of securities dealers. Through the issuance of these securities, BCs provide their cooperative
members with direct access to the nation’s money markets which helps to ensure an adequate
supply of dependable credit.

Any association of farmers, ranchers, or producers or harvesters of aquatic products which is
operated on a cooperative basis for the mutual benefit of its members as patrons may be
eligible to borrow from BCs.3The cooperative must also meet the following requirements:

e At least 80 percent of the voting control of the cooperative must be held by farmers,
ranchers, or producers or harvesters of aquatic products.

e« The cooperative must do at least 50 percent of its business with or for its members.

* No member of the cooperative shall have more than one vote regardless of the amount
of stock or membership capital he/she owns.

* The cooperative must restrict dividends on its stock or membership capital to either
10 percent per year or the maximum allowed by state law, whichever is less.

CFAB, as an eligible borrower, has a Line of Credit Agreement with the Cooperative Bank
of Spokane (CoBank). The current agreement provides for borrowings up to $10 million or
an amount equal to CFAB’s borrowing base,4 whichever is less. This agreement is

periodically renegotiated.

The agreement has certain requirements to ensure CoBank, as a major creditor, is kept
apprised of CFAB’s financial condition. Those requirements include: providing copies of the
annual audited financial statements, monthly financial statements, and Alaska Division of
Banking, Securities, and Corporations annual bank examination reports; maintaining at all
times a ratio of total assets to total equity of not greater than 3.5 : 1 and an excess of total
assets over total liabilities of not less than $20,000,000; and utilizing credit policies
satisfactory to CoBank. In addition, as discussed in the Report Conclusions section, unless

3The association must be engaged in one or more of the following functions:

e Storing, packing, processing, or marketing farm or aquatic products.

» Purchasing, testing, grading, processing, furnishing, or distributing farm or aquatic supplies.

» Furnishing business services to fanners, producers or harvesters of aquatic products, or other eligible

cooperatives.
“According to the Line of Credit Agreement, the “borrowing base”” means the sum of: (1) 80 percent of the principal
balance of loans pledged to CoBank classified as acceptable or other assets especially mentioned, (2) 50 percent of
the principal balance of loans pledged to CoBank classified as substandard, and (3) other assets at percentages
acceptable to CoBank. All principal balances exclude loans made to finance the purchase of Class B stock and
further excludes the portion of the total loans exceeding 10 percent of CFAB’s total net worth, if any.
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otherwise agreed to in writing by CoBank, CFAB may not merge or consolidate with any
other entity, or acquire all or substantially all of the assets of any person or entity, or form or
create any new subsidiary or affiliate, or commence operations under any other name,
organization, or entity, including any joint venture.
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R EPORT CONCLUSIONS

The Alaska Commercial Fishing and Agriculture Bank (CFAB or Bank) was in ~ satisfactory
financial condition as of the end of its 1995 fiscal year and had good quality loans. However,
the Bank’s shrinking loan portfolio is of concern.

We also conclude that if CFAB repurchased all of its stock from the State as scheduled, the
statutory relationship (AS 44.81) between the State and CFAB would lapse and would:

Delete CFAB’s ability to provide limited entry fishing permit loans to fishers.
o Eliminate the statutory requirement that CFAB borrowers be Alaska residents.

« Delete CFAB’s exemption from the Alaska Banking Code and the specified
applicability of the Alaska Cooperative Corporations Act; thus, CFAB’s continued
operations would be in question.

 Delete CFAB’s charge to serve a public purpose, as currently stated in AS 44.81, to
enhance the development of the aquatic and agriculture industries of the State.

On the other hand, the continuance of AS 44.81 would ensure CFAB would remain a source of
capital for Alaska resident fishers, a financing mechanism for the purchase of limited entry
permits, and an organization whose charge is to serve a public purpose in the development of
the aquatic and agriculture industries of the State. In addition, we believe the Bank could be
utilized to take over all or part cf the functions of Commercial Fishing Revolving Loan Fund
(CFRLF) through optimum use of its access to capital from the Federal Farm Credit System.

Further, we conclude that the general/lending powers proposed in HB 284 do not duplicate
activities of existing state agencies or quasi-state corporations; rather, they may augment
those activities. In addition, the proposed additional powers do not alter CFAB’s current
competition with private lending institutions within the State. The proposed changes to
CFAB’s general/lending powers in House Bill 284 are shown in Exhibit 4 of this section. We
also determined that there are certain controls in place through CFAB’s membership
involvement and its credit agreement with the Cooperative Bank of Spokane (CoBank) to
monitor these new activities.

The following is a more detailed discussion of our conclusions.
CFAB’s financial condition satisfactory, with some future concerns

As of May 31, 1995. CFAB held $31,813,164 in assets which included net loan and other
receivables totaling $28,204,726. Total liabilities included $4,478,930 in notes payable to
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CoBank which are secured by substantially all of CFAB’s loan receivables. CFAB had a
leverage ratio (Total Assets:Total Capital) of 1.2: 1 while the CoBank line of credit
agreement allows a ratio as high as 3.5 : 1. In other words, CFAB could have theoretically
borrowed and loaned out an additional $57 million with its capital structure as of
May 31,1995.

Net proceeds for FY 95 totaled $1,439,000, which included income of $1.1 million in
recoveries of previously charged-off loans. Therefore,

without those recoveries CFAB’s net proceeds would Exhibit 1

have been only about $339,000. Summary amounts Summary of CFAB’s FY 1995 Financial
from the published Balance Sheet and Statement of Statements

Proceeds are shown in Exhibh 1 Balance Sheet

Total Assets S31.813.164
On July 1, 1991, the Alaska Department of Revenue Total Liabilities 5,211,654
and CFAB entered into an agreement for the State Capital 10,000,000

repurchase of the Class C stock held by the State. As of Members' Equity/Capital 16.601.510
June 30, 1995, CFAB had repurchased $22 million of
the $32 million of stock. Those repurchases were
discounted by $9 million dollars, thus the actual cash

Total Liabilities and Capital ~ S31.813.164

outlay for CFAB totaled about $13 million. The Loan Revenies 53,973,958
repurchases at a discount are in accordance with an  InterestExpense (344,628)
agreement between the Department of Revenue and  Operating Expenses (1,617,358)
CFAB. The discount is being given due to the Income Tax Expense .(572,90S)
repurchases occurring before the statutory deadline. Net Proceeds $ 1.439.066

/
The amount of the discount was credited to the Bank members’ unallocated surplus capital

account. Therefore, the $9 million in discounts was a significant portion of the total net
increase in members’ equity of $11 million between July 1991 and June 30, 1995.

CFAB is to continue repurchasing the Class C stock in $250,000 increments on a monthly
basis until fully repurchased. We estimate the remaining $10 million in Class C stock will be
repurchased at an additional discount of about $2 million. This will bring the total cash
discount received by CFAB to approximately $11 million for the full repurchase of the $32
million in Class C stock, originally purchased by the State.

We reviewed the audit and examination procedures of CFAB’s independent auditors and the
bank examiners with the Department of Commerce and Economic Development (DCED),
Division of Banking, Securities, and Corporations. The following summarizes the results of
their reviews.

External auditors express.-C.onccm-QYer.CFAB-Is shrinking loan.portfolio

KPMG Peat Marwick (KPMG) issued an unqualified opinion on CFAB’s financial
statements, meaning the statements were fairly stated. In its management letter to CFAB’s
board of directors, KPMG reported that no matters involving material weaknesses in CFAB’s
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internal control structure were noted. Other issues brought to our attention either through a
review of KPMG’s workpapers and/or the auditors’ presentation to the board of directors

were as follows:

e CFAB’s loan portfolio is shrinking and, according to KPMG, if the trend continues
CFAB will be at a break-even point (i.e., revenues equaling expenses) in
approximately two years. This may impact CFAB’s ability to repay the $10 million to
the State under the current pay-back plan.

e CFAB’s loan portfolio is concentrated in the extremely volatile industry of Fishing
and is considered a high level of risk. Over the past several years, prices paid for fish
have been declining. Further, the value for limited entry fishing permits has also
declined. This affects the ability of borrowers to pay back loans, as well as the value
of the collateral securing the loans.

« In FY 95 CFAB made a significant recovery of one major loan loss in the amount of
$2,031,703, $1.1 million of which was credited to income.

Bank examiners conclude CFAB’s overall condition is fundamentally SQ.und

The DCED bank examiner’s report concluded that “ft]he bank's condition appears to be
fundamentally sound, but general areas of importance are caVed to your [CFAB board of
directors ] attention.. .. ” The report further states the following:

Recommendations made at this examination are generally minor in nature and
focus on the need to:

1 Continue decreasing the level of nonaccrual and classified5
loans.

2. Improve director [CFAB board members] attendance and loan
maintenance.

3. Promote quality=loan growth to increase earnings.

4. Continue monitoring stress level on bank earnings from

repurchase ofClass C stock.

The bank examiners conducted a full-scope examination using a financial presentation date
of May 31, 1995, and an asset review date of July 31, 1995. The examination focused on an
evaluation of the following five areas: capital adequacy, asset quality, quality of
management, and eamings and liquidity. The examiners concluded the following regarding

these areas:

PNonaccrual loans arc loans 90 days or more past due lhai no longer arc accruing interest for financial reporting purposes.
Classified loans arc problem loans identified by the DCED bank examiners, when performing a quality review, that they believe
should be adversely classified as either substandard, doubtful, or a loss. Classified loans may also be included in CFAB’s

nonaccrual loan amounts.
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The bank is considered well capitalized. [CFAB has 49.86% ratio of leverage
capital over average total assets, while commercial banks generally have only
about a 5.5% ratio.]

The asset quality has continued to show improvement over the last two
examinations. . . . Management has also devoted a considerable amount of
effort toward addressing problem credits. ... In conjunction with the decrease
ofproblem credits, the bank has been unable to aWact quality loans to replace
these credits . . . and benefit [increase] earnings. . .. Competitionfor quality
loans with other financial institutions and the State of Alaska, Division of
Investments, continues to remain strong.

The management of the bank has remained stable and are [sic] considered
capable. Bank policies are kept in a current condition, expenses are well
controlled, the loan loss reserve is considered adequate, and loan loss
recoveries are aggressively pursued.

Earnings continue to remain good but have been enhanced considerably by
some sizable recoveriesfrom prior loan charge offs.. .. The Net Income (After
Tax) forfiscal year-end May 31, 1995 was S1.439M and represented 4.32% of
Average Assets. Removing the loan loss recoveriesfrom earnings would have
decreased Net Income to S339M or 1.02 % of Average Assets, which is
considered acceptable but marginal.

The principal source of CFAB's funds is CoBank . ... Funds are made
available to CFAB on a term basis through a master borrowing agreement
that gives CoBank a first security interest in all of CFAB% assets which
includes cash, certificates of deposit, securities, bonds, loans to members,
accounts receivable, and chattel paper. ... To meet any additional loan
demand, CFAB has a seasonal line of credit with CoBank. The maximum
available amount is determined annually prior to the beginning of CFAB%
fiscal year. CoBank sets the maximum amount based upon certain criteria
which include its evaluation ofloan portfolio quality and capital ratio . ...

Our review of CFAB’s annual reports, audited Financial statements, and bank examiners'
report indicated that CFAB’s interest income has been declining. Gross revenue declined by
8%, from $3,124,000 in FY 94 to $2,874,000 in FY 95. Additionally, CFAB’s loan portfolio
declined by $5.1 million or 16.8% between FY 94 and FY 95. According to the executive
message to members in the 1995 annual report,

... CFAB seems still to be not widely recognized by Alaskafishers. ... CFAB
is positioned to accommodate significantly more loans —and loan volume —
with very little, if any, increase in operating expenses. This would effectively
translate into reduced costsfor all borrowing members.
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Problem loans in decline since FY 92

We performed trend analyses of pertinent financial information contained in CFAB’s
accounting records and audited financial statements, including loan delinquencies. The
nonaccrual loan balances (loans 90 days or more past due) for the past five years were as
follows'

Exhibit 2
Schedule of CFAB’s Nonaccrual Loans for FY 91 through August 1995
5/31/91 5/31/92 5/31/93 5/31/94 5/31/95 8/31/95*
Seafood Harvesters $ 1,626,012 $4,537,728 $2,927,282 $4,651,964 $2,644,757 $2,060,334
Fish Processors 8,007,250 8,599,440 5,692,651 3,220,523 1,515,624 1,485,091
Agriculture and Timber 4.856.522 3.173.045 & £b n
Total $14.489.784 516.310.213 $5.619.933 $7.872.487 $4 160.381 $3.545.425

Exhibit 3 shows the loan modification information for the past four fiscal years. We conclude
that the trends for nonaccrual loans and loan modifications appear to be moving in the right
direction (i.e., decreasing), in spite of the volatility and risk, associated with the fishing
industry. This observation was also made by KPMG and the DCED bank examiners.

CFAB one of two sources of credit for limited entrv fishing permit program

Not only is CFAB the State’s only mechanism to access capital from the Federal Farm Credit
System, it is also one of only two sources of capital for Alaska residents to finance the
purchase of a limited entry permit.

Financing from CFRLF 8 is the only Exhibit.2

alternative. Schedule of CFAB’s Loan Modifications for FY 92 through FY 95
In 1972, Article V111, Section 15 of Modification Type' 1992 1993 1994 1995
the Alaska Constitution was 1 $4,330,689 $1,254,484 $3,081,992 $261,792
amended to allow a limited entry 2 684,452 495,488 45,585 564,116
program to be created by tk. State 3 1.629.053 395415  300.760 33.704
for fisheries resource conservation Total $6.644.194 $2.145.387 $3,428.33? $979&12

6The S3,545,525 excludes nonaccrual Class B preferred stock notes receivable, which reduces the overall amount of
the nonaccrual loans. For instance, the S4,160,381 at 5/31/95 could be reduced by $900 if nonaccrual Class B notes
were excluded. Due to immateriality', the totals for FY 91 through FY 95 were not adjusted to exclude the
nonaccrual Class B notes receivable amounts.
TThe following arc the types of modifications that took place in the given years:
1 Modified loans with the payment of interest in full by the borrowers and the principal reamortized within
the original loan terms.

2. Modified loans with the payment of interest in full and the reamortization of principal resulted in new and
later final payment dates.

3. Modified loans with no payment or partial payment only of the interest due.

*CFRLF is administered by the Division of Investments. Department of Commerce and Economic Development.
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and development purposes. Then, in 1973 the legislature enacted the Commercial Fisheries
Limited Entry Act (AS 16.43).

This Act contained limitations and restrictions on permits that were designed to keep control
of the permit in the hands of the holder and to not allow direct or indirect control by third
parties, i.e., canneries, financial institutions, or speculative investors. Specifically,
AS 16.43.150(g) stated:

An entry permit may not be:

(J) pledged, mortgaged, or encumbered in any way;

(2) transferred with any retained right of repossession orforeclosure;
or

(3) attached, distrained, or sold on execution o fjudgment or under any
other process or order ofany court.

In 1978, this statutory section was amended to allow the fishers to take advantage of the
value of their permits to fund their operations or if they no longer wanted to participate in the
fishery. With the passage of Chapter 83, SLA 1978, CFRLF was authorized to make and
foreclose on limited entry permit purchase loans to Alaska residents. The aim of the State
was to place more limited entry permits in the hands of Alaskans. CFRLF loans would still
be consistent with the original intent of the Limited Entry Act as the State would be the
holder . f the foreclosed permit in the case of default on the loan by the fisher. This would
ensure the permit would be sold to a qualified person under the Limited Entry Act
requirements, allowing the State to maintain control over its fisheries resource management.
In addition, if the sale of the foreclosed permit was financed oy CFRLF, the purchaser would
have to meet the residency requirements of the loan program.

The next year, the legislature passed an amendment to CFAB’s statutes that gave the Bank
the same authority to make limited entry permit loans as was given to CFRLF. The sectional

analysis of the bill stated in part:

.. . This language parallels the existing law that allows the state division of
loans to make limited entry permit loans. . . . The purpose o fthis section is to
expand the bank's power to providefor limited entry permit loans to Alaskans.
Since the Bank provides for loans only to resident Alaskans this additional
capital source will be an advantage to Alaskans who ware /o get into the
fishery in the future. At least one-third ofAlaska’ salmon fishermen are still
nonresidents .... This expansion ofloan authority to the Commercial Fishing
and Agriculture Bank will provide another source of capital to Alaskans who
want to move into the salmonfisheries in the state.

Again, the limited entry permit loans made by CFAB were considered consistent with the
intent of the Limited Entry Act. As CFAB was a creature of Alaska law, the procedures for
foreclosure could be set by statute, thus protecting the State’s right to control the transfer of
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any foreclosed limited entry permit. Also, any purchaser of a foreclosed limited entry permit
that obtained financing for the purchase from CFAB would have to meet its statutory

residency requirement.

In 1995 there were 13,364 limited entry fishing permits held by fishers. Of those, 1,363 had
liens against them by CFRLF and 383 by CFAB.

As previously mentioned, CFAB’s statutes will lapse upon the full repurchase of its Class C
stock from the State. This could create problems for Alaskan fishers and the State.

Problems in the elimination of CFAB’s statutes

If payments for the repurchase of CFAB’s Class C stock are made in accordance with the
agreement with the Department of Revenue, CFAB’s statutes will lapse in about May 1998.
The Bank is to continue operations under its bylaws and the Alaska Cooperative
Corporations Act (ACCA). Nonetheless, this elimination of CFAB’s enabling statutes will
give rise to severa' significant issues.

First, since CFAB’s authority to make limited entry fishing permit loans is contained in
AS 44.81, the elimination of that chapter will also delete such authority. Thus CFRLF would
be the only capital source for financing the limited entry fishing permits for Alaska resident

fishers.

This raises additional questions as to the legal status of CFAB’s outstanding liens against
permits at the time the statute is eliminated. These questions include concerns regarding any
potential seizures of ihose permits by the federal Internal Revenue Service (IRS). Currently
the State and the IRS are in a legal dispute over the applicability of AS 16.43 regarding tax
liens and ultimate seizure and sale of permits by the IRS.

Secondly, the current statutory requirement for CFAB to make loans only to Alaska residents
would be deleted with the elimination of AS 44.81. Under AS 44.81.210(a)(1) and (20),
CFAB is authorized to make loans to Alaska residents and to companies owned by Alaska
residents. Alaska Statute 44.81.210(a)(23) and AS 44.81.210(c) provide narrow exceptions
for protection-of-collateral loans and shore-based Alaskan processors, respectively.

Thirdly, there are concerns as to whether CFAB could conduct its operations under
AS 10.15. ACCA specifically excludes cooperatives organized for banking purposes.9
However, ACCA does not define “banking.” One possible definition can be found under the
Alaska Banking Act (AS 06.05) which states:

(3) "banking”means performing activities that

Bee AS 10.15.005.
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(A) include, at a minimum, soliciting, receiving, or accepting money or
its equivalent on deposit, whether the deposit is made subject to a check
or is evidenced by a certificate of deposit, passbook, note, receipt, or
other writing; in this subparagraph, "deposit" does not include a
deposit made by an agentfor aprincipal; and

(B) may also include the negotiationfor and discounting o fpromissory
notes or other evidences o f indebtedness, selling and buying money or
its equivalent, lending money on personal or real property or other
security, or performing other similar financial operations. [Emphasis
added.]

Although CFAB meets the criteria of section (B), it does not accept deposits, thus it may not
be a “bank” under this definition. Regardless, the Alaska Banking Act is not controlling over
the Alaska Cooperative Corporations Act. Thus, it is uncertain whether CFAB would qualify
under ACCA.

In 1981 AS 44.81.010(a) was amended to make

it clear that CFAB is not engaged in “banking” as contemplated by the
Alaska Banking Code, as it seems clear that the Legislature intended that
CFAB serve a differentfunction than that ofthe commercial banks in the state.
Regulation under the Alaska Banking Code would be inappropriate.10

This amendment to AS 44.81.010(a) also added the sentence, "[tjhe bank is exemptfrom the
provisions of the Alaska Banking Code (AS 06.05) in the exercise ofpowers granted by this
chapter.” However, the legislature believed the exclusion of cooperatives organized for
banking purposes under ACCA still needed to be addressed. The legislative summary of
HB 413 stated the following:

The last paragraph of CFAB's originating legislation states that upon
repurchase o fthe original Class C stock, the legislation lapses and CFAB is to
operate totally under the cooperative statutes of the State. However, the first
section of the cooperative statute prohibits a cooperative from engaging in
banking or insurance. Therefore, once the current legislation ceases, CFAB
could be construed as being an illegal operation under the strictest definition
o fbanking:

In order to address this problem with ACCA, the legislature amended AS 44.81.220 with the
passage ofFCCSHB 413 as follows:

IOA 1981 legislative document concerning House Bill 413, Summary of a Bill Concerning the Alaska
Commercial Fishing and Agriculture Bank and Relating to the Relationship of the Bank with the State.
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Notwithstanding the provisions AS 10.15.005,* upon the repurchase ofall the
nonvoting, preferred shares initially issued by the bank and purchased by
agencies of the state, the provisions of this chapter lapse and the bank may
proceed to operate solely as a private cooperative corporation under the terms
of its bylaws and the provisions of AS 10.15.010 - 10.15.600 [ACCA
provisions].

The concern regarding the elimination of AS 44.81 upon repurchase of CFAB’s Class C
stock is that these exemptions for CFAB from the Alaska Banking Code and ACCA will be
deleted. Of course, the problem can be addressed by amending AS 44.81, as proposed in
FIB 284, by repealing AS 44.81.220. This would retain AS 44.81 upon repurchase of the
CFAB’s Class C stock from the State and not require CFAB to operate under ACCA.
Another possible alternative would be for the legislature to allow AS 44.81 to lapse but
amend the Alaska Banking Act to specifically exclude CFAB and to amend AS 10.15 to
specifically include CFAB as a cooperative to be governed by ACCA. If this alternative is
pursued by the legislature, any legal ramifications for CFAB should be considered in
constructing the specific legislation due to the fact that it was originally incorporated under

AS 44.81.

Finally, with the elimination of AS 44.81, CFAB would no longer be required to serve a
specific public purpose that the legislature found appropriate to enhance the development of
the aquatic and agriculhre industries of the State.

In 1981, through FCCSHB 413, the legislature made it clear that CFAB was established to
serve a public purpose by amending AS 44.81.010(a) to state that “[tfhe exercise by the bank
of the powers conferred by this chapter is considered to be for a public purpose.” The
summary of HB 41312 included the following:

The Bill now before the Legislature as HB 413 is designed to make clear what
many believe to be the intent of the original drafters ofthe legislation which
created the Alaska Commercial Fishing and Agriculture Bank (“CFAB’) i.e,
that CFAB was intended to exist as a private, cooperative corporation while
filling a crucial need of the State in making capital available to commercial
fishermen andfarmers, thereby assisting with tne development o ffishing and
agriculture in the state.

In an effort to retain this public service charge, HB 284 was introduced last session to amend
CFAB’s statutes to have the State retain for perpetuity a $1 million investment in its Class C
stock. However, based upon a request by CFAB’s management and legal counsel the
$1 million investment has been deleted and replaced with a more direct conveyance of public
purpose. The proposed change to AS 44.81.010(a) reads as follows:

TAlaska Statute 10.15.005 states that "[A] cooperative may be organized under this chapterfor any lawful purpose,
exceptfor the purpose ofbanking or insurance or thefurnishing ofelectric or telephone services. "
12See previous footnote 10.
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In the exercise of its powers under AS 44.81.215(7) the bank is acting under
the express authority>and reservations o fthe state as the issuer oflimited entry
permits under AS 16.43.

The referenced section, AS 44.81.215(7), allows the Bank to “. . . accept the pledge ofa
limited entry permit as securityfor a loan made under this chapter

As discussed earlier, CFAB was patterned after components of the Federal Farm Credit
System, which were initially financed by the federal government. This initial financing was
subsequently repaid and the components became fully owned and financed by their
members/borrowers. However, with that repayment the Federal Farm Credit Act did not
lapse; instead, it has remained to provide some congressional control over the public purpose
of that system. This is similar to what is contemplated with CFAB in HB 284.

Retention of AS 44,81 mav result in monetary benefits to the State

Retention of AS 44.81 would ensure CFAB would remain a source of capital for Alaska
resident fishers, a financing mechanism for the purchase of limited entry permits, and an
organization whose charge is to serve a public purpose in the development of the aquatic and
agriculture industries of the State. In addition, we believe the Bank could be utilized to take
over all or part of the functions of CFRLF through optimum use of its access to capital from
the Federal Farm Credit System. See Recommendation No. 1 in the Findings and
Recommendations section.

Appropriate changes proposed for CFAB statutes

One of the objectives of the audit was to identify the new proposed general/lending powers
included in HB 284 and to determine whether those type of activities are already available
through other State or private organizations. Exhibit 4 identifies the proposed additional
powers. As discussed below, we do not consider these new powers to constitute new or
additional competition.
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Exhibits
HB 284 Proposed Additions to CFAB’s General/Lending Authority

AS 44.81.210 General Powers of thC-Bank

The bank may...
(6) engage in programs to support the efforts of resident fishers or farmers in order to enhance the further
development, efficiency, stability, or profitability ofcommercialfishing or agriculture in the State....
(14) establish wholly-owned or majority-owned subsidiary corporations or limited liability companies to:
e acquire, hold, operate, maintain, or liquidate property received by the bank in aforeclosure action
or other loan collection process, or
e provide services to residentfishers orfarmers, or other persons, if the services are consistent with
the corporate purposes and powers expressed in this chapter.
(15) acquire equity or other ownership interest in a domestic corporation or limited liability company if the
purpose of the acquisition is to enhance the further development, efficiency, stability, or profitability of
commercialfishing or agriculture in the State.

AS 44.81,215 Lending Powers of.the.Bank

The bank may...
(8) make loans in participation with other lenders as provided in (1), (2), or (4) ofthis section, whether or not an

obligor is a member ofthe bank.
(9) purchase or acquire participations in loansfrom other lenders if the participations conform to the provisions
of(]), (2), or (4) ofthis section, whether or not an obligor is a member ofthe bank.

AS 44.81.236 Limitations on the Pledge of Permits

A loan may not be secured by the pledge ofa limited entry permit unless the proceeds o fthe loan are usedfor...
(2) the purchase or lease ofquota shares, individualfishing quotas, or another license, permit, or other grant of
commercialfisheries harvesting entitlement that is issued and regulated under state orfederal law....

(5) the payment of obligations incurred in the support ofa borrower and the persons who are dependent upon
that borrower ifthe majority of the borrower's earned income is derived through commercial fishing under the
borrowers’ permit.

(6) the enhancement of the productivity of diversification of the commercial fishing activities of a borrower,
including education and technical training.

(7) the payment of taxes or other obligations whose status places the permit of a borrower in jeopardy of
attachment, distraint, or sale on execution ofjudgment or under a process or order ofa court.

(8) the purchase ofthe bank's stock or other equity instruments and loan costs.

CFAB is a potential participant in AIDEA or ASTF projects, not a competitor

Neither the management of the Alaska Industrial Development Export Authority (AIDEA)
nor the Alaska Science and Technology Foundation (ASTF) believe there is a duplication of
services between the statutory authority of their organizations and CFAB. Both
organizations’ management view CFAB as a potential participant in their projects relating to
the development of the agriculture and commercial Fishing industries in the State.

With respect to the additional general powers proposed under AS 44.81.210(6), both AIDEA
and ASTF have similar authority to engage in programs that support fishers and farmers in
their efforts to enhance the commercial fishing and agriculture industries in the State.
However, AIDEA’s authority is restricted to “participation” with government or private
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industry in programs for technical assistance, loans, technology, transfer, or other programs
related to the exportation of Alaska goods, services, or raw materials, while ASTF
administers a grant program (rather than a loan program) for research projects that may be in
the fisheries or agriculture industries. ASTF cannot not fund a project beyond the research
stage; that is, it cannot fund operations or the development of markets.

The addition of AS 44.81.210(14) conveys authority similar to AS 44.88.080(14) that gives
AIDEA the power to acquire, manage, and operate projects it considers necessary or
appropriate to serve a public purpose. This would include projects that AIDEA acquires
through foreclosure or other loan collection processes. CFAB’s proposed statutory power
would allow it to establish a wholly-owned or majority-owned subsidiary corporation or
limited liability company to own and/or operate such acquired property. Unlike AIDEA,
CFAB has member/owner interests to protect as well as the interests of CoBank as a capital
lender. The use of subsidiary corporate or limited liability structures may provide some
protection of these interests in CFAB’s assets.

Neither AIDEA nor ASTF have the power to establish service corporations as proposed
under AS 44.81.210(14). Nevertheless, revenue from a service corporation would provide
some diversification of CFAB’s revenue sources, which is desirable due to its lending
activity being primarily concentrated in a single-resource based industry. The statutory
change requires that the services provided be consistent with CFAB’s statutory purposes and
powers expressed in AS 44.81.

Alaska Statute 44.81.210(15) would provide CFAB with the power to acquire equity or other
ownership interest in a domestic corporation or limited liability company. AIDEA has made
a similar investment in a limited partnership referred to as the Polaris Fund. The purpose of
the fund is to provide equity capital to young companies. The companies sought by the fund
for investment are those with the potential to achieve profitable sales of $5 to $50 million
within three to five years, in a distinctive product line. AIDEA’s power to invest in the
limited partnership is derived from its authority to invest the amounts held in its revolving
fund.13 The goal of both the proposed CFAB statutory change and AIDEA’s investment in
the Polaris Fund is to provide a source of venture capital to Alaskan enterprises. CFAB’s
authority would be limited to enterprises in the commercial fishing or agriculture industries
in the State and limited to significantly lov/er dollar amounts.

There are in place certain controls over the type of activities that would result from the
additional general powers proposed in HB 284. CFAB would have to obtain written approval

NAlaska Statutes 44.88.060 states ". . . the authority has the powers and responsibilities established in AS
37.10.071 [Investment Powers and Duties] with respect to the imestment of amounts held in the revolvingfund. ”
According to an attorney general memorandum dated July 26, 1989, the discretion to concentrate or diversify
investments under AS 37.10.071(b)(3) is ™. . . the factor that makes the joint venture investment project feasible
under existing law."
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from CoBankM to support or to acquire equity or other ownership interest in a domestic
corporation or limited liability company and to engage in any new programs or activities. In
addition, the agreement with CoBank would effectively limit the amount of capital available
to investls in such programs or entities. In addition, on an annual basis CoBank
representatives perform a quality review of all or part of CFAB’s loan portfolio, much like
that performed by the DCED bank examiners. These controls would assist in ensuring that
CFAB does not perform activities that may jeopardize its financial stability.

Proposed loan participation authority is standard industry practice

Under AS 44.88.155(c), AIDEA has the authority to purchase loans or purchase
participations in loans for projects. The Farm Credit Act allows banks for cooperatives (BCs)
to either purchase or acquire loan participations from other lenders, or make loans in
participation with other lenders. These loans must be to entities engaged in similar activity as
the BC’s members but the loan obligors need not be members of the BC. The principle
behind participations in loans with other entities is one of managing the risk of the
transaction. This is a common practice in the financing industry.

The addition of sections (8) and (9) to AS 44.81.215 is consistent with AIDEA’s statute mand
the changes to the Farm Credit Act. It is somewhat more restrictive than the Farm Credit Act
in that the loans associated with the participations must conform to the lending powers of
CFAB’s statutes.

Limitations on the Pledge of Permits

In accordance with AS 16.43.150(g), only CFAB and CFRLF may use limited entry permits
as security for loans to commercial fishers. No other entities may make these loans.

The proposed additions to AS 44.81.236 relate to the use of the proceeds from a loan secured
by a limited entry permit. The statutes governing CFRLF were recently amended to allow
loan proceeds to be used for the purchase of quota shares for halibut and sablefish fisheries1

l4Per the National Bank for Cooperatives Line of Credit Agreement, dated April, 19, 1993, Section 15, "[ttjnless
otherwise agreed to in writing by CoBank, while this agreement is in effect, whether or not any indebtedness is
outstanding hereunder the Borrower [CFAB] will not: ...(C)... acquire all or substantially all o fthe assets ofany
person or entity, orform or create any new subsidiary’ or affiliate, or commence operations under any other name,
organization, or entity, including anyjoint venture. ... (G)... Engage in any business activities or operations
substantially differentfrom or unrelated to the Borrower's [CFAB's] present business activities or operations. "
I3Per the National Bank for Cooperatives Line of Credit Agreement. Section 13, "[ujnless otherwise agreed to in
writing by CoBank, while this agreement is in effect, whether or not any indebtedness is outstanding hereunder, the
Borrower [CFAB] agrees to:... (I) ... Maintain at all times a ratio oftotal assets to total equity... ofnot greater
than 3.50 to 1.00. ... (J) .. . Maintain at all times an excess of total assets over total liabilities ... ofnot less than
520,000,000."
I6Tlic federal government implemented a rights-based fisheries’ management program for the halibut and sablefish
fisheries. The 1995 fishing season was the first season in which the program was operational. The program is
administered by the National Marine Fisheries Services.
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and to satisfy past due federal tax obligations that may result in the execution upon and
involuntary transfer of the individual commercial fisher’s entry permits. Only one such
CFRLF loan may be obtained during the individual’s lifetime and is limited to $30,000.

We have concluded that duplication of lending services, including the additional authority
provided in AS 44.81.236(2) and (7) above, exists between CFAB and the CFRLF. See
Recommendation No. 1 in the Findings and Recommendations section.

Proposed changes do not alter CFAB’s current competition with private financial institutions

The proposed changes to CFAB’s lending powers do not constitute new or additional
competition with the private financial institutions within the State. The factors in our
determination are as follows:

e The legislature commissioned a study in the Fall of 1977 to study the problems and
alternative solutions of financing the commercial fisheries industry in the State. The
report entitled Financing Alaska Commercial-Fisheries Businesses. Problems and
Alternative Solutions, dated October 14, 1977, confirmed that there was a need for
improved access by the industry to sources of credit. It identified a number of options
to address the need. One was to form a private cooperative development bank which
would obtain its initial capitalization from the State and would leverage that capital
base with funds provided through the Federal Farm Credit System. This would allow
the State access to a source of capital generally available to the agriculture and
commercial fishing industries in other states. This recommended option resulted in the
legislature establishing CFAB.

CFAB was a device to access the capital provided through the Federal Farm Credit
System and that capital source is available to farmers, ranchers, and fishers in other
states through cooperative banks or production credit associations. These cooperative
banks or production credit associations do not appear to be considered undue
competition with the private lending institutions in those states.

* In enacting the limited entry system, the legislature recognized that, for the purpose of
conservation, the State needed to retain control of its fishery' resources. In view of
this, the legislative intent of the limited entry permit program was that an entry permit
would not be the property of its holder but rather a use privilege which can be
modified or revoked by the legislature without compensation.

The legislature further recognized that the absence of a property right in a limited
entry permit would not allow the holder the ability to obtain financing for its purchase
or to use it as collateral to obtain financing for his/her commercial fishing operations.
In order to provide a source of capital to the fishers, the legislature amended the
Alaska Commercial Fisheries Entry Commission in 1978 (Ch. 83, SLA 1978) to allow
the Commercial Fishing Revolving Loan Fund to take limited entry permits as
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security for its loans to fishers. Then in 1981 (Ch. 51, SLA 1981), similar legislation
was passed which provided for CFAB to take limited entry permits as security for
loans.

e Therefore, the proposed additions to AS 44.81.236 that relate to the use of proceeds
from loans secured with limited entry permits do not constitute any new or additional
competition with the private financial institutions. Private institutions can only make
loans to commercial fishers or processors that are secured by assets other than limited
entry permits.

CFAB was established because there was a need for improved access by the Alaska
commercial fishing industry to sources of credit. Through the creation of CFAB the State had
a mechanism to access the low cost funds of the Federal Farm Credit System. The proposed
changes to HB 284 do not create any additional competition beyond that of the original intent
of AS 44.81.
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p INDINGS AND RECOMMENDATIONg

Recommendation No. 1

The management of CFAB and the Division of Investments, in. conjunction with the
Cooperative Bank of Spokane, should perform an analysis to determine whether CFAB should
assume the Alaska Commercial Fishing Revolving Loan Fund functions and/or purchase, in
whole or part, that fund’s loan portfolio.

As discussed in the Report Conclusions section, retention of the Commercial Fishing and
Agriculture Bank’s (CFAB’s or Bank’s) enabling statutes, AS 44.81, would ensure CFAB
would remain a source of capital for Alaska resident Fishers, a financing mechanism for the
purchase of limited entry permits, and an organization whose charge is to serve a public
purpose in the development of the aquatic and agriculture industries of the State. In addition,
we believe the Bank could be utilized to take over all or part of the functions of the
Commercial Fishing Revolving Loan Fund (CFRLF) through optimum use of its access to
capital from the Federal Farm Credit System. This would decrease the demand on CFRLF
and allow excess flinds to be deposited into the General Fund.

CFRLF makes loans under AS 16.10.310(a)(1) sections (A), (B), and (C) as follows:

e Section A Loans. These loans are to individual resident commercial fishers for the
purpose of purchasing a limited entry permit, upgrading of existing vessels and gear,
or satisfying past due federal tax obligations that may result in the execution upon and
involuntary transfer of the fisher's limited entry permits.

To qualify, the applicant must have held a limited entry permit or commercial fishing
or crew member license for the year preceding the application and two other years out
of the last five years. He/she must have fished in Alaskan waters during those
qualifying years. The applicant does not have to demonstrate that he/she cannot obtain
financing from a private lending institution or CFAB. The lending limit is $300,000
less any loan balances outstanding with CFRLF, excluding Section C loans. If an
applicant receives a loan under this section, he/she does not qualify to borrow under
Section B. In addition, tax obligations are limited to $30,000 and are a one time only

loan.

» Section B Loans. These loans are to individual resident commercial fishers for
purposes similar to Section A loans. However, to qualify, the applicant must not have
occupational opportunities available other than commercial fishing due to either a
lack of training or a lack of employment opportunities in the area of residence or must
be economically dependent on commercial fishing for a livelihood and for whom
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commercial fishing has been a traditional way of life in Alaska. There is a regulatory
requirementl7 that the fisher must be determined not to be eligible for an alternative
source of financing. The lending limit is Sir 0,000 less any other Section B
outstanding loan balances with CFRLF. The lending limit for tax obligation loans
under this section is the same as for Section A loans.

e Section C Loans. These loans are for the purpose of purchasing quota shares for
fisheries in or off the State by individual resident commercial fishers who for any two
of the past five years possessed a crewmember or commercial fishing license or
permit and who actively participated in the fisheries for which the license or permit
was issued. In addition, the fisher must qualify as a transferee for quota shares under
the applicable law. As with the Section B loans, the fisher must be determined not to
be eligible for an alternative source of financing, which for these loans is required by
statute18 in addition to the regulatory requirement.

In addition to the above loans, in FY 95 CFRLF implemented a refinance program for vessel or
gear loans made by other lenders (including CFAB). The fishers must meet the eligibility
requirements of Section A, B, or C loans. The lending limit is $300,000 less any other
outstanding loan balances with CFRLF.

According to legislative committee minutes, the refinance program was necessary to allow
CFRLF borrowers to take advantage ofthe new lower interest rate of 8% in effect at the time of
the discussions. In addition, the refinance program allows the fishers to combine debt service
on permit loans held by CFRLF and vessel loans held by private lending institutions. This
restructuring provides a more reasonable repayment schedule and in some cases a lower overall
interest rate, as the private lending institution vessel loan interest was higher than CFRLF’s
interest rate. Refer to Appendix A for the interest rates charged by CFRLF between FY 91 and
November 1995.

There appears to be duplicative lending services provided by CFRLF and CFAB for the Section
A loans. Both lending organizations can make loans to creditworthy individual fishers for the
purpose of purchasing a limited entry permit. As of November 22, 1995, CFRLF had
outstanding Section A loans secured with limited entry permits totaling $40.8 million, while as
of October 31, 1995, CFAB held $18.7 million in loans secured with limited entry permits. The
$40.8 million represented approximately 57% of CFRLF’s total outstanding loan portfolio.

Prior to FY 95, CFRLF was authorized to make Section A loans only for the purchase of
limited entry' permits. In the 1994 legislative session, a bill was adopted authorizing Section A
loans for the purposes of upgrading existing vessels and gear and to satisfy past due federal tax
obligations. These loans can be secured by limited entry permits, vessels, gear, other assets or
any combination thereof. CFAB was already making loans to upgrade vessels and gear that
could be secured by any of the aforementioned assets. The current version of HB 284 would

[7See 3 AAC 80.055(b).
I8See AS 16.10.310(a)(1)(C)(iv).
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give CFAB the authority to make loans for past due tax obligations secured by limited entry
permits.

In FY 95, CFRLF’s new authority for Section A loans resulted in about $269,000 in new loan
originations. The total loan originations for the fiscal year were $18.7 million with $6.4 million
or (34%) of that being Section A loans. CFRLF originated $4.9 million in refinancing loans
from other lenders during FY 95. Of that amount, approximately $1.7 million were loans held
previously by CFAB.

As noted previously, CFAB’s loan portfolio is shrinking and if that trend continues the Bank
will be at a break even point in approximately two years. The state bank examiners reported
that “[competition for quality>loans with otherfinancial institutions and the State ofAlaska,
Division o flnvestments, continues to remain strong. ”

We compared CFAB’s loan portfolio for seafood harvesters19 from 1991 through October 1995
with the loan portfolio of CFRLF. See Appendix A for a schedule of that comparison. From
FY 91 through FY 95, CFAB’s loan portfolio for seafood harvesters declined from $37 million
to $25.1 million, a 32% decrease. While CFRLF’s loan portfolio remained steady at an average
of $66 million between FY 91 and FY 94, its FY 95 loan portfolio increased by approximately
$7 million over that average.

We are uncertain why CFRLF has continued to hold a larger market share of loans than CFAB.
It does not appear to be due to interest rates. In fact, as shown in Appendix A, the interest rates
for CFRLF limited entry permit loans have generali) been greater than on similar CFAB loans.
In four of the past six years, CFRLF interest rates were 1% higher, while in the remaining two
years CFAB rates were 1.5% higher. Further, CFAB’s rates may be reduced for
borrowers/owners who are current on their loan payments through patronage refunds. As
discussed in the Organization and Function section, the FY 95 patronage refund effectively
reduced the average interest rate paid by 1.1%. CFAB declared and distributed patronage
refunds in four of the five last fiscal years.

The market share differential could be due to a perceived difference in credit policies.
Delinquency rates have been comparable (within about 2%) for FY 91 through FY 93. Then,
for FY 94 and FY 95 CFAB’s delinquency rate has been about 5% higher than CFRLF’s rate.
Further analysis is difficult without reviewing CFRLF’s loans, as one reason for a lower
delinquency rate could be the practice of modifying loans without collecting the interest due.
Thus, through a mere paper transaction a loan can be removed from the delinquency status.
CFAB does modify some loans without collecting the interest. The extent of that practice for
FY 92 through FY 95 can be seen in Exhibit 3 in the Report Conclusions section of this report.
CFRLF does not track the dollar amount of this type of loan modification.

ICFAB makes loans to commercial fishing processors and agriculture harvesters, processors, suppliers, and
marketers, including those in the timber industry. CFRLF only makes loans to individual seafood harvesters.
-27-
ALASKA STATE LEGISLATURE DMISION OF LEGISLATIVE ALDIT



These and other issues must be reviewed and analyzed by management of CFAB and the
Division of Investments, in conjunction with the Cooperative Bank of Spokane (CoBank)
][eﬂresentatwes. Among the options to be considered, we recommend inclusion of the
ollowing:

A.  Delete CFRLF’s authority to make new Section A loans

The legislature could delete CFRLF’s authority to make Section A loans from AS 16.10. The
existing loan portfolio of Section A loans would continue to be serviced by CFRLF. CFAB’s
annual loan originations potentially could increase by approximately $7 million. As
estimated by CFAB, ‘his amount of increased loan volume would not significantly increase
its operating expenses as shown below.

Exhibit 5
CFAB's Estimates of Effect of Increased Loan Volume2)
Number of Loans 100 200 300 400 500
New Loan Volume §10,000,000  S20.000.000  $30,000,000  S40,000,000  $50,000,000
New Borrowings by CFAB $9,500,000 319,000,000  $28,500000  $38,000,000  $47,500,000
New Operating Expenses §3,750 $42,500 $111,250 $195,000 $243,750
New Net Proceeds $165,000 $295,000 $395,000 $480,000 $600,000
New Personnel None 1 support 1 loan officer 2 loan 2 loan
and 1 officersand  officers and
support 1 support 2 support

As CFRLF’s existing portfolio of Section A loans pays down, any funds in excess of the
lower loan demand and the annual statutory transferZ for the needs of the Fisheries
Enhancement Revolving Loan Fund could be transferred to the General Fund of the State
through legislative action.

B.  Delete CFRLF’s Section A loan authority and sell these loans to CFAB

This alternative would be the same as alternative No. 1, except CFAB would purchase the
existing Section A loan portfolio from CFRLF using borrowed funds from CoBank. A due
diligence review of the CFRLF loans would have to be conducted by CFAB and CoBank
representatives to determine the quality of the loan portfolio. Those loans meeting CFAB’S
credit policies and approved by CoBank could be purchased at a negionated price. As of
November 22, 1995 CFRLF’s Section A loan portfolio totaled $44.2 million.

AT his schedule was prepared by CFAB staff and presented by CFAB president, Ed Crane, at the board of directors’
December 7, 1995, meeting. We did not review any of the underlying assumptions for the amounts presented, nor
did we perform any audit procedures in regard to the calculations of those amounts.

2Alaska Statute 16.10.340(c) states that if the commissioner determines that CFRLF contains money that is excess
to that needed to carry out its purpose, then the commissioner may use the excess money to carry out the purpose of
the Fisheries Enhancement Revolving Loan Fund. B_
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As stated in the Background Information section, the Line of Credit Agreement that CFAB
has with CoBank requires that CFAB maintain an equity balance (total assets over total
liabilities) of not less than $20,000,000 with a leverage ratio (total assets to total equity) of no
greater than 35 : 1 Given CFAB’s total capital halance of $26.6 million and that CFAB had
an outstanding payable balance to CoBank of $4.5 million as of May 31, 199, CFAB could
have horrowed approximately another $57 million from CoBank.

This alternative would provide the General Fund of the State with a lump-sum payment for
the Section A loan portfolio. However, a sufficient amount would have to be retained in
CFRLF to ensure that the fund could meet its annual loan demand for new Sections B and C
loans.

C.  Abolish CFRLF and sell all Section A. B. and C loans to CFAB

Under this alternative, the legislature would repeal the Alaska Commercial Fishing Loan Act
éAS 16.10). CFAB would receive the authontr to make all the loans currentg made by

FRLF. A due diligence review of the CFRLF loans would have to be conducted by CFAB
and CoBank representatives to determine the quality of the total loan portfolio held by
CFRLF. The loans made under Section B and C are considered higher risk as they are made
to fishers who do not qualify under normal lending credit policies. For the existing and new
loans made by CFAB under these sections, the State may have to agree to continue a share in
the risks of these loans. Both the terms of the purchase agreement and the value of the
purchase would have to be negotiated.

As of November 22, 1995 CFRLF’s total loan ﬁortfolio balance was $714 million.
Depending on the terms of the purchase, the State might need to use a portion of the proceeds
to purchase additional Class C stock in CFAB in order to comply with CoBank’s required
leverage ratio. A financial analysis would need to be prepared to determine the benefits to the
State of increasing CFAB’sequity in order to leverage more CoBank funds.

The vice president of CoBank stated that the alternatives merited consideration and CoBank
would assist in reviewing them. CFAB and CFRLF have not yet taken a position regarding
these alternatives.

In an early version of the bill adopted in 1978 to establish CFAB. there was a clause to repeal
the Commercial Fishing Loan Act upon the creation of CFAB. However, this verbiage was
deleted from the hill that was ultimately adopted by the legislature. Perhaps the deletion was
due to the uncertainty of the success of CFAB as a viable Iendin% institution for the
commercial fishing and agriculture industries of the State. CFAB has proven to be a
successful lending organization and we believe it is time to reappraise the need for both
CFRLF and CFAB.
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Commercial Fishing and Agriculture Bank
Comparison of CFAB and CFRLF Loan Activity for Seafood Harvesters

(millions)
1991 1992 1993 1994 1995 10/31/95 11/22/95
CEAB CEBLE  CFAB CEFLE =~ CEAB CEBLE CEAP CEBLE CEAB  CFRLF CEAB CEBLE
Loan Balances $37.0  $67.0 $354  $67.0 $33.3  $655 $29.1  $64.9 $251  $734 $23.5 $71.4
CFRLF Section A Loan Balances N/A N/A N/A N/A N/A N/A N/A N/A N/A $44.2 N/A $40.8
Delinquent 4.3% 2.8% 127%  14.9% 8.7% 6.4% 16.2%  11.1% 10.4% 5.9% 12.8% 3.9%
Loan Originations $15.0  $13.8 $4.0 967 $42  $10.2 $1.8 $7.3 $3.6  $18.7 N/A N/A
Section A Loan Originations NA  $10.5 NA  $58 N/A $7.7 N/A $4.5 N/A $6.4 N/A N/A
Interest/Fee Income Note $5.1 $7.3 $3.9 858 $3.7 $8.3 $3.1 $5.5 $2.9 $6.7 N/A N/A
Interest Rale Range Low 10.50% 10.50% 10.00% 10.50% 9.50%  8.00% 9.50%  8.00% 9.50% 10.50% 9.50% 10.50%
High 12.00% 10.50% 11.50% 10.50% 11.00%  8.00% 11.00%  8.00% 11.00% 10.50% 11.00% 10.50%
Interest Rate for Limited Entry Permit Loans ~ 9.50%  10.50% 9.50% 10.50% 9.50% 800% 9.50%  8.00% 9.50%  10.50% 9.50% 10.50%
Notes:
. Only loans to seafood harvesters arc included in this comparison schedule. As CFRLF only makes loans to seafood harvesters, CFAB’sloans to other
categories of borrowers have been excluded for comparison purposes.
. CF/. 3 amounts arc gross loan receivables as of May 3 1of each year and as of October 31,1995. CFRLF amounts are presented net of estimateduncollectablc
amounts as of June 30 of each year and as of November 22, 1995,
. CFAB’s delinquency rale represents loans 90 days or more past due, whileCFRLF uses a 60 day or more past due standard.
. CFAB’s interest rate is based on the blended interest rates of its borrowings from CoBank plus 1.5% to 3% dependingon the type of collateral obtained. Fcr

AS 16.10.320(a)(2), CFRLF loans " May not bear interest exceeding 10.5 percent. From January 1, 1990 to November 28, 1992, the maximum statutory
interest rate was charged. Subsequently, based on a departmental policy change, the rate of interest was set at 2 percent over the prime rate, with a maximum

of 10.5 percent.
N/A - Not applicable or not available.

Sources:
. CFAB?’s annual reports, internal documents, and accounting records.
. State of Alaska’s comprehensive annual financial reports.

. Department of Commerce and Economic Development, Division of Investments’ reports, internal documents, and accounting records.
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Randy S. Welker, Legislative Auditor LtIsISLAfIVt AUDI!
Lesgislative Audit Division

Post Office Box 113300

Juneau, Alaska 99811-3300

Dear Mr. Welker,

Mr. Alan Otness, Chairman of CFAB"s Board of Directors, and 1 have
discussed the substance of the preliminary audit report transmitted to him by
your letter of February 8. He has directed that |1 provide this written
response. The audit report, presumably 1in 1its final version, will be
discussed by the entire Board of Directors at its next meeting.

Response to Recommendation

We concur with the logic of the recommendation. Perhaps it is more
accurate to say that we agree with the recommendation in total but would urge
that it be received and analyzed with extreme care and thoroughness by
potential decisionmakers and other third parties.

1. We believe that certain CFRLF activities -- particularly, but
not exclusively, Section B loans as referenced in the audit report -- serve a
vary real and extremely important socio-economic need in Alaska, to an extent
which may not be fully appreciated by urban Alaskans. It is perhapB mis—
leading to unqualifiedly refer to those activities as "lending," but their
maintenance is critical to the economic fabric of many rural communities. We
believe that rational credit standards would not permit CFAB to replicate
those CFRLF activities; but we also believe those activities should not be
curtailed.

2. While the concept embodied in the recommendation is not totally
new andhas been the subject of casual discussion over several years, there
has notbheen any analysis of the factors which might be legally relevant to
the transfer (on any basis) of loan assets between two non-traditional

lenders such as CFRLF and CFAB. The world of commercial law for lenders and
lienors is more complex and peril-ridden than a casual observer might
suspect. This 1is not to presume or to suggest any particular difficulty;

rather, it is to warn against any premature assumption that a transfer would
be "simple."

3-
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Randy S. Welker, Legislative Auditor
February 16, 1996

Page 2

3. We have little clear knowledge of the Division of Investment®s
circumstances and activities. We do have the impression that the CFRLF 1is a
major piece of those activities and that the gross revenue generated by the
CFRLF covers a good deal of the Division®s "overhead" and, effectively,
permits the administration of many other and smaller Jloan programs and
activities. If that impression is correct, any abruptly-imposed or -effected

transfer of assets might adversely impact the State"s overall interests even
though there were "benefit" to CFAB.

Other Matters

There are two other matters mentioned in the report on which we
would like to comment.

First -- As reported, HB 284 as introduced included provision for a
"permanent” State of Alaska investment of $1.0 million. As of this writing,
that provision remains 1in Section 9 of HB 284. We do anticipate that, at the
earliest and/or most logical procedural opportunity, HB 284 will be amended
to make the changes discussed on pages 17-18 of the report. We mention this
only because the report language may 1inadvertently suggest that HB 284 has

already been amended.

We would also like to comment on the several references to CFAB"s

declining loan volume. That decline isa fact and is indeed of concern to
CFAB*sBoard and management. We would caution, however, that 1loan volume
(i.e., the measurement in dollars only)is but one aspect of CFAB"s overall
health, and we do not consider the recent trendsin total to suggest a
critical situation. As a matter of fact, there are strong arguments that

at least from the sole standpoint of financial effectiveness -- a loan
portfolio of $25 to $30 million represents CFAB"s "optimum" size. Neverthe —

less, we do want to build CFAB®"s loan volume and are frustratedthat a lender
can only obtain new volume by finding/developing new markets or by holding a

"sale" (i.e., lowering standards). The aggregate histories of financial
institutions demonstrate the folly of the latter approach, while the former
is denied to CFAB. It would certainly be nice 1if your office"s report 1in

total, and the discussion of CFAB"s development and evolution 1in particular,
could lead today"s legislature to recognize that its predecessor iterations
have created a "good thing” whoBe values and services might logically be
extonded to 1inadequately-served participants of other Alaska resource-based

industries 1

Very truly yours,

President
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February 23, 1596
Mr. Randy S. Welker, CPA 9S1BM

Legislative Auditor

Division of Legislative Audit
P.O. Box 113300

Juneau, AK 99811-3300
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Dear Mr. Welker:

Re: Alaska Commercial Fishing and Agriculture Bank preliminary audit report dated
January 12, 1996.

This letter is in response to the above-referenced preliminary audit report.

Recommendation No. 1

The report recommends that ""The management of CFAB and the Division of Investments, in
conjunction with the Cooperative Bank of Spokane, should perform an analysis to determine
whether CFAB should assume the Alaska Commercial Fishing Revolving Loan Fund functions
and/or purchase, in whole or part, that fund's loan portfolio."

We have significant concerns with the concept of transferring the functions and/or selling the
assets of the CFRLF to CFAB, but are certainly willing to participate in an analysis as
recommended in the report. An independent third party, however, may be able to provide a
more objective analysis. Itwould also be important that this analysis not only consider the
financial ramifications, but also look at the long-term effect on several important public policy
ISSues.

Our primary concern with this concept is that it attempts to solve a short-term problem at the
expense of an extremely successful program. The CFRLF has been helping Alaskan’
participate in the fishing industry since the early 1970's. It has received approximately $60
million in total appropriations during that time, but has not requested any appropriations since
1985. In fact, over $58 million has been appropriated from the CFRLF (most of it back to the
General Fund) in the last ten years. The Fund is completely revolving and has committed
nearly $294 million in 4,600 loans s'I.ce its inception. A House Research Agency report from
October of 1989 described the CFRLF program as ""one of the healthiest loan programs ever

0B-H2LH -33-
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created by the State.” Admittedly, we have had to modify a number of these loans over the
years and use creative financing techniques to help applicants through difficult times. This,
however, is one of the real advantages of maintaining this program in the public sector. The
primary public purpose of helping Alaskans compete in the commercial fishing business
continues to be the main focus. While we have accomplished this without sacrificing the
financial integrity of the Fund, the fact remains that a private lender would not have the same
degree of flexibility enjoyed by the CFRLF.

This short term fix is not likely 15solve CFAB's declining portfolio problem. Permit purchases in
general have been declining over the past six years. Loan applications for the CFRLF this
fiscal year are running considerably behind last year and unless there are drastic changes in
salmon prices, this trend will probably continue. In addition, the increased risk associated with
the fishing industry because of current market conditions makes it more difficult for fishers to
obtain loans from private sector lenders. A large number of borrowers receiving loans under
the CFRLF would not be able to obtain financing through CFAB. This would adversely impact
the public purpose of maintaining a predominately resident fishery. Although some of the loans
made under Section A would qualify for CFAB financing, there does not appear to be enough of
an overlap to justify eliminating the CFRLF. In addition, these stronger borrowers help balance
the overall makeup of the CFRLF portfolio and continue a positive cash flow to the Fund.

CLARIFICATIONS

There are several items in the report that need further clarification. Page 25 contains a
description of the loan purposes authorized under Sections A and B of AS 16.10.310(a)(1).
Under Section A, loans to upgrade existing vessels and gear may only be made to improve the
quality of Alaska seafood products (such as refrigeration). The vast majority of loans made
under Section A continue to be for the purchase of limited entry permits. Under Section B, the
report indicates that loans may be made for similar purposes. While it is true that loans to
purchase limited entry permits, satisfy past due federal tax obligations, or upgrade vessel and
gear to improve seafood quality may be made under either Section A or b, loans to purchase
new or existing vessels and loans to purchase gear or upgrade vessels that are not specifically
for the improvement of seafood quality may only be made under Section B.

On page 26 of ihe report, there is an explanation of the purpose of the vessel refinance
program tnat was passed by the 1994 legislature (SB 251). The report indicates that the
primary purpose of the refinancing section was to allow fishers an opportunity to take
advantage of lower interest rates and more favorable loan terms which resulted in lower
payments. This certainly was one of the primary considerations, however there was another
factor worth mentioning. Following the 1993 season, the Division traveled to communities to
work with fishers experiencing financial difficulties because of a disastrous season. While many
of the fishers were extremely grateful for the assistance in restructuring loans, several indicated
that in spite of our help they were in danger of losing their fishing operation because their
private lender was unable or unwilling to restructure their vessel and gear debt. Refinancing is
the last lending priority (3 AAC 80.055(a)) and as a result of increased demand in other areas,
this portion of the program was closed down in March of 1995 and is projected to rem. .in closed

for the balance of FY 96.
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On page 27, the report theorizes that the market share differential between the CFRLF and
CFAB could be due to “a perceived difference in credit policies.” Based on input from
applicants and past experience with applications that have been forwarded to CFAB for
consideration, the credit policy differences are mote than just perceived. This is
understandable as private sector lenders are more conservative by nature. Likewise, we utilize
extension policies that are more creative than usually found in the private sector. Deferring
interest to maturity, extending and reamortizing loans, utilizing oil spill assignments, and
refinancing existing loans to a lower interest rate are all tools commonly used to help borrowers
through difficult years. Generally, private lenders do not have the same degree of flexibility
because of various financial requirements such as those mentioned in the last paragraph on
page 6 of the report.

OPTIONS

Pages 28 and 29 deal with three options that are recommended for consideration by the report.
They are as follows:

A Delete CFRLF's authority to make new Section A loans

Many of the loans currently being made under Section A would not be made by CFAB. There
are a number of applicants who qualify for both Section A and B and choose to apply under
Section A because of the larger loan limit ($300,000 vs. $100,000). These are individuals that
would not meet private sector lending criteria. In addition, there are other Section A borrowers
who simply do not meet CFAB's more conservative lending criteria. Because CFAB and the
CFRLF are the only two entities that can secure a loan with a limited entry permit, these
individuals would be unable to obtain financing elsewhere. This woulo frustrate the primary
public purpose of the CFRLF, which is to maintain and promote a predominately resident,
fishery.

Over the past 16 years, both the CFRLF and CFAB programs have provided financing to
Alaskan fishers to accomplish this goal. These efforts have been successful, but it has taken
both programs (one public, one private) to meet this goal. According to statistics provided by
the Commercial Fisheries Entry Commission (CFEC Report Number 95-12N), Alaskan
residents received 81.6% of permits issued between 1975 and 1994. By the end of 1994
Alaskans still held 77.6% . Less than half of this decrease was due to transfers. Revocation
and migration were two other factors included in the decrease. According to CFEC, the CFRLF
has provided financing for 27.6% and CFAB 3.5% of all permits purchased by Alaskans.
Eliminating Section A loans from the CFRLF will eliminate a permit financing source for a large
number of Alaskan fishers.

B. Delete CFRLF % Section A loan authority and sell these loans to CFAB

The problems associated with eliminating Section A loans from the CFRLF has been discussed
under option A above. In addition, this option contemplates selling the existing Section A
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portfolio to CFAB. Itis unlikely that CFAB and its lender, CoBank, would be willing to purchase
this portfolio without a substantial discount. As the report suggests, falling fish prices, declining
permit values, and competition from foreign countries has substantially increased the risk of
lending in an already volatile industry. As a result, we have had to modify a substantial number
of these loans and utilize creative restructuring techniques to help fishers survive difficult
seasons. In addition, a number of borrowers under this section would not have qualified

finar cially fcr CFAB in the first place. Thus while the State may enjoy a one time lump-sum
payment to the General Fund from the sale of this portfolio, itis likely that this payment will be a
fraction of what could be reaped over the long-term if this portfolio was left intact.

Several other questions come to mind concerning the sale of existing CFRLF loans. Will
CFAB's (CoBank3) policies provide the same kind of flexibility and creativeness utilized by the
CFRLF to deal with some very difficult times forecasted in the immediate future? Will the
borrowers become members of CFAB? WII they be required to purchase class A and class B
stock? Where wiil the funds for those purchases come from? The impact on existing
borrowers should also be considered.

C. Abolish CFRLF and sell all Section A, B and C loans to CFAB

The concerns relating to the elimination of Section A loans are mentioned above and many of
those comments would also apply to elimination of the other portions of the CFRLF. Section B
and C loans are only made to individuals that do not qualify for other financing and, for the most
part, these loans would be considered high risk. Section B was actually created to fill a
financing void in rural Alaska that was not adequately being met by the private sector. While
CFAB was created to help serve a public purpose, it is by definition a private lender with
fiduciary responsibilities to its members and its lender (CoBank). Itis unlikely that they would
be anxious to make loans to many of the fishers currently receiving loans under Sections B and
C of the CFRLF. Itis also unlikely that they would be interested in purchasing many of the
loans contained in this portfolio without a substantial discount.

One further comment relating to the last paragraph on page 29 which contempL ;es the reason
for not deleting the CFRLF at the time that CFAB was created. The report theorizes that the
legislature was unsure as to whether CFAB would become a viable lending institution for the
commercial fishing and agricultural industries in the State. There is an overall policy
consideration of keeping limited entry permits in the hands of Alaskans and having two
programs available (one public and one private) significantly increases the likelihood of
successfully accomplishing this goal. As it turned out, this decision appears to have been a
good one, as over 1,800 permits have been purchased with loans through the CFRLF. In
addition, over 2,600 vessel and gear loans have been made, as well as 159 tax obligation loans
which prevented the IRS from seizing the permits owned by these individuals. Many of these
borrowers were located in rural areas of the State. They would be considered high risk and
would not have been able to obtain financing through a private source.
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SUMMARY

In conclusion, both the CFRLF and CFAB programs serve a valuable purpose. They both help
Alaskan compete in the fishing industry. As a private lender, CFAB has been able to help
fishers that meet more traditional lending criteria. The CFRLF has been able to help fishers that
fall outride normal private sector lending guidelines. It has taken both programs working
toward a mutual goal to help stem the flow of limited entry permits from the hands of Alaskans.
In addition, the CFRLF has been especially active in rural Alaska through various outreach
programs. We are concerned that if the CFRLF program is severely restricted or eliminated,
these public purposes will nut be accomplished as effectively.

Thank you for the opportunity to comment on this report.

Sincerely,

bl’ Commissioner



A laska State L egislature

House of Representatives
Special Committee on Fisheries

RE: AMENDMENT TO HB 284

TO BE OFFERED BY REP. AUSTERMAN
March 11,1996

The amendment offered in the House Finance Committee affects
only Sections 8 and 9 of FIB 284 and is best explained by addressing
those sections in reverse order.

Section 9 of FIB 284, as it passed out of the Fisheries and Labor &
Commerce committees, includes a provision for the state to maintain
a permanent 51.0 million stock investment in CFAB. The purpose of
that feature was to provide foundation for a future legal assertion
that CFAB is acting as an agent of the state with respect to its
financing of limited entry permits. The amendment removes that
feature, leaving CFAB obligated to return the entire state investment
to the state.

The amendment adds a new (third) sentence to Section 8 of HB 284.
That sentence provides a more precise and clearly limited expression
of CFAB's relationship to the state in its financing of limited entry
permits.

Room 434, Stale Capitol, Juneau, Alaska 99801-1 182 (907) 465-4230 or 463-2487



Alaska State Legislature

House of Representatives
Special Committee on Fisheries

SPONSOR STATEMENT
House Bill 284

"An Actrelating to tha Alaska Commercial Fishing and Agricultural Bank.”

House Bill 284 enacts changes to AS 44.81 and AS 16.43. These
statutes contain the enabling language of the Alaska Commercial Fishing and
Agricultural Bank (CFAB) and set forth the operating procedures, structure, and
authorities of the bank. Most of the changes contained in HB 284 are for

purposes of clarification.

It has become increasingly apparent that the statutes which established
CFAB require some adjustment to meet the needs of evolving commercial law
and 1990s commercial fishing economies. Since CFAB's inception in 1978,

there nas been little modification or refitting of the statutes.

Perhaps the most significant change contained in HB 284 is the move to
permanent ownership of CFAB by the state. The state's initial investment in
CFAB was $32 million in stock. This stock was to be retired by the year 2000.
Section 9 of the bill will require CFAB to repurchase the state's shares in the
bank that exceed $1 million ensuring a permanent investment by the state and
reinforcing CFAB's public purpose mandate. At present, CFAB has retired
nearly $22 million of the state's stock, and, at the current rate, will have retired

all but $1 million by mid-1998.

Room 434, State Capitol, Juneau, Alaska 99801-1182 (907)403-4230 or 483-2487



Tne other most significant changes appear in Section 20. This section
broadens the purposes and circumstances under which a fisherman may use
a limited entry permit as collateral for securing CFAB loan. CFAB is the only
private commercial lender with the authority to accept a consensual lien on a
limited entry permit. The changes in Section 20 reflect the needs of new

economic pressures on resident fishermen.

Some of these changes include loans for the purchase or lease of quota
shares, individual fishing quotas or other licenses; the purchase, construction,
maintenance, repair, or improvement of commercial fishing boats, sites, gear

or equipment; and, other purposes which will enhance diversification.

House Bill 284 will help the Alaska seafood industry compete more
effectively in the world market as it proceeds to the twenty-first century. The
state will benefit through more revenue and more jobs through industry

diversification. We would respectfully request your support.



Division of legal service?’

LEGISLATIVE AFFAIRS AGENCY

STATE OF ALASKA
(907) -(65-3867 or -165-2450

F-LY(907) 465-2029 130 Seward Street, Suite 409
Mail Slop 3101 Juneau, Alaska 99801-2105
MEMORANDUM February 22, 199
SUBJECT: Sectional Summary of CFAB Bill Draft
(Work Order No.9-LS0584\F, 2-14-%)
TO: Representative Alan Austerman
Attn: Amy Daugherty
FTtOM: Theresa Bannister
Legislative Counsel

You have requested a sectional summary of the above-described bill draft. Please use this
summary rather than the summarK of February 17 19%  This summary corrects a
misstatement made in Section 9of the earlier summary and rewrites the section.

As a preliminary matter, note that a sectional summary ofa il draft should not be considered
an authoritative interpretation of the bill draft and the bill draft itself s the best statement of
its contents.

Section 1corrects the CFAB cross-references to conform to the new CFAB provisions,
Section 2corrects the CFAB cross-references to conform to the new CFAB provisions.
Section 3 corrects the CFAB cross-references to conform to the new CFAB provisions.
Section 4 corrects the CFAB cross-reference to conform to the new CFAB provisions.
Section 5 corrects the CFAB cross-reference to conform to the new CFAB provisions.
Section 6 corrects a CFAB cross-reference to conform to the new CFAB provisions.
Section 7 corrects a CFAB cross-reference to conform to the new CFAB provisions.
Section 8 estahlishes the Alaska Commercial Fishing and Agriculture Bank. Provides that
the exercise of bank powers is considered to be for a public purpose. Exempts the bank from

the Alaska Banking Code and the Alaska Cooperative Corporation Act in the bank's
structure, operations, and exercise of its powers.
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Section 9 authorizes the bank to issue certain shares of stock in order to acquire and
accumulate capital. Allows the state, throu%h the Department of Revenue, to purchase the
stock shares. Requires the bank to repurchase the state's shares in the bank that exceed
$1,000000. Sets a time for the repurchase. Authorizes the commissioner of commerce to
appoint a receiver to mana([;e the bank until the shares are repurchased, if the bank fails to
make the re_Purchase within the set time. Gives the nonvotm%, preferred stock shares of the
state priority for redemption if there is a liquidation of the bank, after payment of all legal
obligations of the hank.

Section 10 establishes a board of directors to govern the bank. Establishes the number of
directors, the method of appointment and election, the duration of the terms, the staggering
of the terms, the bases for removal from the hoard, the method of removal, the quorum for
transacting business, the election of officers for the board, and the compensation the members
will receive. Prohibits aboard member from voting on a bank transaction under this chapter
if the member is a party to the transaction.

Section 11 contains provisions about the officers and employees of the bank. Requires the
board to employ a president. Restricts who can be president. States that the president serves
at the pleasure ofthe hoard. Requires the board to aPpomt those officers provided for in the
bylaws and as the board determines necessary for the hank. Limits who can be an officer.
Authorizes the president to hire employees for the bank. Gives approval of salaries to the
board. States that employees are not state employees and exempts them from the public
employees retirement system chapter.

Section 12 states that the bank is to be structured and run as a cooperative corporation.
Directs the board to issue membership stock shares. States that the membership stock ma?]/
be issuied to persons eligible to transact business with the hank. Allows the board to estahlis

one or more mechanisms by which certain persons are required to provide or establish capital
ownership in the bank.

Section 13authorizes the board to adopt, alter, amend, or repeal bylaws for running the bank.

Section 14allows the bank to indemnify its directors, officers, and employees. Allows the
bank to maintain insurance on their behalf. Requires the indemnification and insurance to
comply with an indemnification and insurance provision in the corporations code.

Section IS states that the state pledges to and agrees with a lender to the bank that the state
will not chargjge the bank's powers and rights under this chapter to fulfill the terms of a
contract made by the bank with the lender, or otherwise |mﬁa|r the lender's rights and
remedies with regard to the bank. Indicates the limitations of the pledge.

Section 16 requires the board to publish an annual report to the bank’s members and make
the report available to the governor, legislature and the public. Indicates what the report must
contain. Authorizes the board to publish other appropriate reports.
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Section 17 lists the general powers of the bank.

Section 18 describes the lending powers of the bank, including to whom and for what
purposes the bank may lend. The powers include making loans for limited entry permits and
obtaining the pledge of a limited entry permit as security for a loan.

Section 19allows a limited entry permit to be pledged as security for a loan. Requires the
bank, after the loan has been paid, to certify the repa}/ment to the Commercial Fisheries Entry
Commission, so that the Commission can amend the permit certificate to list the equitable
owner as the holder. Requires the annual permit cards to be in the name of the equitable
owner, who remains responsible for compliance with Fe_rmn reﬂuwements. States that co-
borrowers and guarantors on the loan have no right in the pledged permit. Allows the
equitable owner of a pled?ed permit to nominate a person to whom the permit may be
transferred if the pledge is foreclosed.

tShecttionkzo lists the purposes for which a permit may be pledged as security for a loan from
e bank.

Section 21 adds five sections.

Sec. 4481.241 requires the bank to notify the borrowers and guarantors (on a loan for which
a limited entry permit is pledged) if there Is a default on the loan. Lists what information must
be included in the notice. This information includes a statement that the default may be cured
under certain conditions.

Sec. 4481243 provides that if the borrowers and guarantors (on a loan for which a limited
entrg permit is pledged) fail to cure a default, the entire loan indebtedness becomes due and
the bank can take any legal action to collect the loan. |f the bank forecloses on the permit
pledge, the section allows the bank to proceed with the foreclosure and its other remedies in
any order the bank selects.

Sec. 44.81.245 allows the bank to foreclose on a permit pledge by sending a notice of
foreclosure. Specifies how the notice is to be sent and what the notice must include.

Sec. 4481247 states that the e?uitable interest in the pledged permit terminates automatically
without further notice after the foreclosure notice if the loan is not paid in full within the time
allowed. Directs the Commercial Fisheries; Entry Commission to cancel the entry permit card
ofthe equitable owner of the permit when the commission receives a certificate of termination
containing a copy of the required notices.

Sec. 44.81.249 authorizes the bank to cancel its initial notice of default and a foreclosure
notice. Authorizes the bank to extend the time for curing the default. Allows the bank to
personally deliver the notices rather than using certified mall.
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Section 22 directs the bank, after foreclosing an entry permit pledge, to determine if the
permit is subject to the buy-back program. If it'is, directs the bank to offer the permit to the
commission for the price of the outstanding indebtechness on the loan.

Directs the bank to sell the permit to an eli.?ible person if the permit is not subject to the buy-
back program or if the commission fails to buy back the permit within a certain time.
Requires the bank to give preference to a state resident under certain circumstances. Requires
the bank to pay the borrower the sale proceeds that exceed the indehtedness.

Allows the equitable owner or former equitable owner to nominate a qualified person to
assume the loan at ar]r time before foreclosure or within 30 days after foreclosure. 'Requires
transfer of the permit to the nominee when the nominee assumes the loan.

States that the section doesn't affect certain other remedies of the bank.

Section 23 provides for the legislative auditor to cause the bank to be audited. Gives the
legislative audit division access to the bank's records. Gives the division specific powers to
carry out the audit.

Prohibits the legislative auditor and the auditor's employees from disclosing information
acquired during an audit, unless required by law or court order.

Requires the bank to be audited annually by independent outside auditors. Allows the
legislative auditor to confer with the outside auditors and to review the audit work papers.
Directs the bank hoard to engage the auditors. Requires the bank to submit copies of the
audit to the legislative auditor.

Re(wwes state bank examiners to perform an annual qualitative examination and evaluation
of the banks. Provides for payment of a fee for the examination. Directs the examiners to
report to the board on the examination. Requires the examiners to prepare a summary report
evaluating the bank's loan portfolio quality and ad_dressm% bank policies, practices, and
management. Directs the examiners to distribute copies of the summary report to the bank,
the Ieg|s|a_ture, and the governor. Subjects the other records related to the examination to a
confidentiality and retainage provision in the state banking code.

Section 24 allows the bank to revoke certain distributions, redemptions, and payments if the
distribution, redemption, or payment remains unclaimed for a specified period of time.
Indicates that the revoked amount may revert to an unallocated capital account of the hank
under certain conditions. Provides that the distribution, redemption, or payment is not subject
to the state's unclaimed property provisions.

Section 25 amends the definition of "member of the bank™ for the CFAB chapter.
Section 26 adds new definitions to the CFAB chapter.
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Section 27 repeals certain present CFAB provisions.
Section 28 provides transition guidelines for the new provisions.
If | may be of further assistance, please advise.

TLB:Imb:pl
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Sac. 1
thru
Sac. 7

Sac. 8 AS 44.81.010(a)

Sec. 9 AS 44.81.010(b)

Sac. 10 AS 44.81.020(a)

2057D

CFAflI SUMMARY - HB 2 8 *

thaaa ara not aubatantiva changes. Tha only purpose
of thaaa aactiona is to conform rafarancaa in tha
Limited Entry Act to AS 44.81 aa renumbered by thia
legislation.

Thia ia aasantially a restatement, but also clarifies
and makes more comprehensive tha exemptions froa tha
banking coda and cooperative coda.

Thia addresses tha technical difference between
"operating funds" and "capital funds"; it modifies the
20-year repurchase requirement to provide that tha
state will rcrain a permanent owner of CFAB at a
minimal level of $1.0 million, which rationalizes
CFAB's "special" status (and which also eliminates the
irresolvable conflict between tha existing statute as
a whole and its Sac. 44.81.220); it identifies tha
dapartmant of revrt.de as tha nominal owner of tha
state's stock (a raflaction of tha existing reality)/
and it expresses a means for tha state to taka control
and assure repurchase of its stock, if necessary,
without resorting to a process which would place it in
conflict  with  CFAB's individual  marnbnr-owners.
Finally, it makes clear that in liquidation all other
owners' interests ara subordinate to that of the state.

This clarifies that the board's role is oie of
governance rather than of active management of CFAB.
It provides for limited expansion of the board, to
accommodate practical necessities as may he determined
by tha board, while permanently retaining a stats
presence through two gubernatorial appointments..
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b) thru (a)

Sac. 11 AS 44.81.031(a)

thru (c)

Sac. 12 AS 44.81.041(a)

20S7D

thru (c)

Thai* paragraph* ara intendad to group board-ralatad
mattars in thia saction, and thay iccorporata -- with
minor changaa -- tha aubatanca and proviaiona of
axisting Sacs. 44.81.020(a), 44.81.090, 44.81.100, and
44.81.190.

Thia paragraph ra-atataa axiating Sac. 44.81.110.
It alao providaa for racognition of tha naad for
diractora to commit tin* for traval to and from
seating* and/or to occaaionally (1) rapraaant tha bank
for business, ceremonial, or promotional purpoaaa; (2)
provid* taatimony in litigation to which tha bank ia a
party; or (3) attand busineas-ralatad aaainars,
confarancaa, and training aaaaiona.

Thia covara aaaantially tha aasa mattara as in axiat-
ing Sac. 44.81.070(a)-(c). Tha principal diffarancaa
ara to provida aora flaxibility in official titlaa; to
maka claar that activa officars may not ba diractora;
to raaov* tha raquiraaant for tha board to prascriba
tha dutias of amployaaa (which tha board is not
compatant to do); and to laava tha sattar of
profasaional sax-vicas angagamants to bha addrassad aa

policy.

Thia aatablishas that C7/AB is structural, and
oparatas, as a cooperative -- a mattar which hns
haratofora baan addrassad only Dby infaranca in
axiating Sac. 44.81.040 and by legislative history.
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Sac. 13 AS 44.81.051.

Sac. 14 AS 44.81.0S1.

Thia parallels existing Sac. 44.81.040.

This is a ravision of axisting Sac. 44.81.210 (a) (21),
which is 15-yaar-old language, and makes available to
CFAB tha saaa indemnity provisions as ara available to
private corporations generally and as were expressed
in 1389 amendments to the state's Corporation Coda.

Sec. ISAS44.81.101(a) This is a ravision of axisting Sec. 44.81.1S0. It

Sac. 16AS44.81.200.

Sec. 17T AS 44.81.210.

2057D

eliminates cumbersome language, it recognizes that
CFAB has access to a range of potential lenders, and
it clarifies that the state's "pledge* is a simple
non-disturbanca provision.

(b) This emphasizes that the state's “pledge" does not

relieve CFAB of sola responsibility  for its
obligations.

This is changed little from existing Sac. 44.81.200.
Tha primary difference is elimination of a somewhat
presumptuous and unrealistic requirement for a
discourse on tha macro-effects of CFAB's activities.

(1) Existing Sec. 44.81.210(a)( 5).
( 2) Existing Sac. 44.81.210(a)( 6).
( 3) Existing Sec. 44.81.210(a)(15) .
( 4) Existing Sec. 44.81.210(a)(IS).
( 5 Existing Sec. 44.81.210(a)(IB).
(S) A new paragraph which confirms CFAB's ability to

actively and/or financially support the efforts
of individual fisherman or farmers, or groups
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thexaof, co pursue such things as naw products,
alternative markets, naw harvesting tachniquas,
ate.

axiating Sac.44.81.210

a)(11).
Existing Sac.44.81.210(a

(a)(11

(a)(17),
Existing Sac.44.81.210(a) (13).
Existing Sac.44.81.210(a) (14) .
Existing See.44.81.210(a) ( 9).
Existing Sec.44.81.210(a)(12).

Existing Sec.44.81.210(a)( 8).

A naw paragraph which will permit CEAB to accom-
plish necessary or dasirable purposes through
activities which may ba burdened with inherent
potential liabilities or other exposures which
ara inappropriate to its basic function as a
lander or to tha interests of its members. An
example might be a situation in which CEAB has
acquired a fish processing plant through fore-
closure and cannot find a buyer but encounters
an operator willing to lease and operate tha
plant for a season. Eear of jeopardizing CEAB's
total assets through ownership of an operating
facility has caused CEAB to consider transfer-
ring ownership to a subsidiary in tha past; this
paragraph clearly establishes the right to do
so. Another application of this authority would
be creation of an entity whereby CFAB might
offer its expertise and capacity in vessel and
marina mortgage documentation as a service to
fishermen and other lenders.

A new paragraph which would permit CEAB to
function as a venture capitalist in certain
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Sac. 13 AS 44.81.21S.

2057D

(16)
(17)

(1)

situations ralatad to commercial fishing or
agricultura.

A slight broadaning of tha provisions of axist-
ing Sac. 44.81.210(a)(4).

Existing Sac. 44.81.210(a)(L3).

A revision to tha first part of axisting Sac.
44.31.210(a)(1)/ tha insartad rafaranca to
marriad couples and tha somewhat diffarant
approach to membership ara to confirm CFAB'S
ability to daal with instancas whara, purely for
credit purposes, CFAB requires a non-fishing
spouse or other parson to ba a co-borrower on a
loan.

The second part of axisting Sac. 44.81.210(a) (1)
with slight ravision.

Existing Sac. 44.81.210(a)(20), except that a
two-year residency requirement is removed in
rasponsa to litigation which has occurred since
enactment of tha original statute.

Existing Sec. 44.81.210(c).

Existing Sac. 44.81.210(a)(23), except for
removal of a limitation which can place CFAB in
conflict with the Uniform Commercial Code and
worfc  to  the disadvantage of  tha original
borrower and CFAB'S member-owners.

Existing Sec. 44.81.210(a) (17), except for a
language change to permit CFAB to subordinate
its position to other hinds of creditors than "a
private lending institution."

Existing Sec. 44.81.210(a)(22).
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Sac. 19 AS 44.81.231
and

Sec. 20 AS 44.81.236.

20570

(8 A ravision of existing Sac. 44.81.210(a) (10) .
Tha ravision permits CFAB to participate in
loans to qualified applicants for eligible
purposes  while  eliminating  the  sometimes
insurmountable complications of coordinating
CFAB's cooperative features with the more birsic
requirements of other lenders. (The potential
volume of such participations is limited by
Federal tax law and IBS Coda treatment of CFAB
as a cooperative.)

(9 A new subparagraph which extends CFAB's authority
under tha preceding subparagraph to situations
where another lender has a loan in place and
subsequently seeks a participant.

(10) Existing Sec. 44.81.210(a) (24).

These ara revisions to existing Sacs. 44.81.230 and
44.81.235.  Although the legislative intents and
philosophical/political inferences of the current
sections have hean maintained, there are both
technical or procedural adjustments as well as changes
to substance incorporated into the revisions. An
example of a technical adjustment appears in tha
substitution of "boat(a)a for "vessel* in Sec. 236.
"Boat* is used throughout other sections of tha
proposed versions of AS 44.81. and is a generic term,
m\essel' has a particular meaning under same Federal
law, a meaning which would arguably exclude certain
kinds of "boats" used by many Alaska fishermen. This
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change, therefore, is simply to eliminate the
potential for coetly legal contentiousness.

Another such adjustment appears in the elimination of
language in existing Sec. 44.81.230(a) which addressee
a certification by the Limited Entry Commission. Thia
la an unnecessary step since the effect ia achieved
m automatically" -- tha Coaaiaaion will not transfer a
permit to a purchaser who ia not qualified under
AS 16.43 and under its regulations.

Tha substantive changes, all of which appear in Sec.
44.81.236, ara more meaningful and may be suaaed up as
broadening tha circumstances or purposes for which a
permit nay be used as loan collateral. They reflect
(1) developments affecting both commercial law and
fishermen's operating practices since CFAB's statute
was originally enacted; (2) the fact that investments
inpermits have become, and continue to be, an
increasingly significant portion of most fishermen's
capital bases; and (3) tha difficulty of distinguish*
ing the "total [lifestyle" requirements from the
mcommercial fishing" requirements of a resident Alaska
fisherman who is wholly, or nearly wholly, dependent
upon commercial fishing income.

The most significant substantive changes in Sec.
44.31.236 ara:

Par. (2). Thia reflects the current and potential

iImposition of new schemas for the allocation or
limitation of harvesting rights, which tend to
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represent opportunities or requirements for increased
participation, divariification, and/or stability for
rasidant fishermen,

Par. (5). Many rasidant fishermen hava by choica or
nacassity committed most of tbair families" financial
resources to thair coaaarcial fishing oparations.
Under tha axisting statuta, CFAB may uot mala a loan
to a rasidant fisharman -- sacurad by a parmit pledga
- to pay for cancar traatmant for his/her spousa, for
example. But tha fisherman could sail tha permit, use
tha proceeds to pay tha medical expanse, and than
borrow from CFAB to buy another parmitl Tha latter
approach is not only cumbersome and burdened with
direct costs and risks, but its timing could quits
easily result in unnecessary and costly tax
consaquancss for tha fisharman. Under tha proposed
ravision, CFAB could accept a pledge of the parmit to
secure a loan to pay for tha cancar traatmant.

Par. (S). On numerous occasions, CFAB has bean
approached by individual rasidant fisherman, or groups
of such fisharman, for loans to finance involvement in
enterprises such as added value processing, naw market
development, chartering or tendering, diversification
into naw fisheries, ate. Many, but notall, such
proposals  appear to Dbocommerciallyfeasible and
bankable but ara stymied by tha fact thatthere ic
little or no collateral available to ba offered other
t-njn a pledge of permits. Thia provision would allow
fisharman in such situations to build upon thair
established capital bases.
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Par. (7). Thera is a popular perception/ supported in
part by historical fact, that fishermen's permits ara
totally insulated from tha intrusions or pradationa of
creditors. However, evolving case law -- as wall aa
acts of tha Alaska stata legislature itself -- has
resulted in an increasingly broad range of vulnerabil-
ity.  This paragraph gives creditworthy resident
fishermen an opportiwity to avoid a permit loss
through seizure by borrowing to meet the offending
obligation. Potential seizure is not the only threat
addressed, however. A not uncommon circumstance is
for a Court in a divorce proceeding to order that a
parmit be sold so that proceeds might ba split; this
paragraph offers an alternative source of cash

proceeds.

Par. (8). As with any lender, there are costs
associated with borrowing from CFAB (including an
investment required by its cooperative structure).
This paragraph confirms that payment of those costs
and investments is an appropriate use of proceeds of a
loan secured by tha pledge of a parmit.

These sections address CFAB's formal response to a
default on a loan secured by pledge of a permit as
wall as tha foreclosure process which must be followed
and constitute a revision to existing Sec. 44.81.240.
Again tha original legislative intents and philosophies
have been maintained.  Tha procedures have been
restructured, however, to reflect changes in CFAB's
status since the original statute was enacted; to
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permit CFAB to proceed against other collateral prior
to resorting to foreclosure of the permit pledge; to
provide more time (120 days rather than 90 days) for
tha borrower to respond to Initiation cf the process;
and to allow CFAB to suspend the foreclosure process
in the event of promising "last-minute* actions by tha
borrower to develop an alternative. Tha ravision does
not change tha circumstances under which CFAB may
declare a default or proceed against a permit pledge.

The language of thia part of CFAB's original statute
paralleled that of the law governing tha state's own
commercial fishing loan program.  Klsewhere in its
statute, CFAB was then identified as "an instrumental-
ity of tha state." For reasons unrelated to this
issue, CFAB's statute was almost immediately amended
to establish its currant status as a private
commercial lender,

Under applicable law, and as tha issuer of a limited
entry permit, tha state may reserve to itself certain
rights and privileges related to that permit; this
principle effectively gives the state's commercial
fishing loan program a "special" status with regard to
foreclosure of a permit pledge. As a private commer-
cial lender, however, CFAB is held to somewhat
different standards under both case law and relevant
statutes. As reflected in this section, CFAB must
follow a mors complex and more precise foreclosure
procedure than is contemplated by existing Sec.
44.81.240,
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Sac. 22 AS 44.81.250.

2057D

This faction deals primarily with tha disposition of a
limited entry parmit following the foreclosure of its
pledge. No aspect of the ultimata outcome, as it
affects the original borrower, is changed by this
ravision, but soma disordered or illogical ctaps in
the process have been changed or eliminated.

Tha nomination feature, a somewhat odd concept (odd in
tha sense that it is almost impossible to imagine a
commercial lender Ignoring the potential for a viable
assumption whether or not there is a statutory right
of nomination), has been changed. Under tha existing
statute, it is onlyafter a minimum of 30 days
following foreclosure that the borrower is given a
30-day right of nomination. Furthermore, it is not
clear that CFAB presently has tha right to require
creditworthiness on tha part of a proposed assumptor
in-all cases.

This revised section establishes the borrower's right
to propose an assumptor at any time prior to fore-
closure and during a **y  periodimmediately
following foreclosure. It also establishes that CFAB
may require a finding of the proposed assumptor's
creditworthiness.

This revised  sectionalso eliminates tha existing
discussion of assumption of the loan by a person
chosen by lottery from a list maintained by the entry
commission.  The commission does not maintain such a
list. Moreover, this process covid only work to tha
disadvantage of tha (former) borrower. An aspiring
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24AS 44.81.300.

assumptor, chosen by lottery, would presumably assume
the loan only if his or her perception were that tha
permit's value exceeded the total indebtedness. If
that perception were valid, tha excess value would
accrue to tha benefit of tha assumptor rather than
becoming excess proceeds to be paid to tha original
borrower upon sale of tha permit, by the bank, for an
amount equal to or close to tha perceived value.

23AS 44.81.270. This incorporates tha provisions of existing Sacs.

44.81.270 and 44.81.280, and provides a more logical
and structured traatmant of tha three kinds of audits
and examinations to which CFAB is subject. [t retains
and confirms accountability to tha state, primarily
through reports to the legislature. A significant
addition appears in tha third sentence of paragraph
(c), which statutorily memorializes an existing policy
under which CFAB's auditors ara responsible to tha
board of directors rather than to management.

This is a totally new subject and section, occasioned
by CFAB's existence as a cooperative, and its language
Is taken from the Alaska Cooperative Corporation Act.
It addresses unclaimed property which arises from a
member's participation as a cooperative member, and
provides for such property to revert to tha benefit of
all other existing and future members. All other
forms of unclaimed property would remain subject to
forfeiture to tha state under the general unclaimed
property statute.
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Sac. 25 AS44.81.350(3) This revises the definition of "member of the hanlc"
and it intended to recognize that members and patrons
may, and usually do, own residual interests in the
bank other than retained patronage eamings.

Sec. 26AS44.81.350. This defines “"commercial agriculture" to provide
context within which CFAB can resolve questions which
have repeatedly arisen throughout its history. Thera
ara also three naw definitions, added for the purpose
of clarity.
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NOTES TO OECISIONS

S 44.81.020 §44.81.050

BIanHBSfornlanIIlnc nrcclnosnrnqe crlg {:olrae:ﬁlr?surAe r?lccee(blﬂg?( A|?JSIEaAI2\éY<%
Hang ani Ag ncuﬁj ﬁaﬁk'? not a  Coast, 7IS I b RUAL (Alaska | BAG)
-Iate agency for purporea of maritime lien

Sec. 44.81.020. ihmrd of directors, (a) The bank shell be tnnu
nged by e board of directors consisting of seven members. Five hoard
members shall be elected by the members of the bank, will) at lensl
one of Hie elected board members belnﬁ an Alaska farmer, and two
bonrd members shall be appointed by llie governor until llie repur-
chase of nil llie nonvoting, preferred shares initially issued by the
bank and purchased by agencies of the state. Alter repurchase is com-
Bleted all board members shall be elected b{ the members of the

ank. The board membera shaII annually elect n chairman from
nmong llieniselves. The purpose of the board is to manage the assets of
the bank.

(b) The governor ehnll designate the two membera whose ponilions
on the board will remain appointive for the period eel out in (a) of this
Reclion. (S 3 cli 169 SLA 1978; am 5 2 ¢cb 63 SLA 1979; am § 3 cli 61
SLA 1980; am i 2 ch 49 SLA 1987)

llevfagr's note*. Formerly AS
B St cred i IR

See. 44.81.030. Articles of incorporation, Illepoaled, f 06 cli 21
SLA 1986.J

Sec. 44.81.040. liylnws. The bonrd of directora shall adopt the ini-
tial bylaws of the batik. The power to alter, amend, or repeal the
bylnws Is vested in the bonrd of directors. The bylaws may contain
Brovisions for the .-equlali »Htid management of the affairs of the

ank notinconsistentw ill Jiis chapter or other provisions of law. (5 3
ch 169 SLA 1B78)

44'!’%% iftcnnuontw ered lnF1%<[_r|1erIy A8

See. 44.81.060. Membership meetings. Upon filing the articles nf
incoriKiration, the board of diroclora, with Ilie assistance of the com-
missioner of commerce and economic development or the commis-
sioner's designee, may hold public meetings throughout the alulo for
the purpose or explaining to members of tha commercial fishing and
farming industries the functions of the bank and to encourngc mem-
bership in the bank. (§ 3 ch 169 SLA 1978)
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19 44.H.0lid Aiaska Statutes 8§44.81.070

Ivalé'iir's .., . Fwmerly AS
44,04 060. llmuntlieicd in JOPO.

Sec. 41.Hi.0li0. klcmht'rnhip pluck. lii) Tim bonrd of dirrcinrn
shnll issue (dimes of membership nlock in llie Imnk in lIm niuuunls
nnd with IIm vnlue determined by llie board nnd slated in the articles
of incorporation.

1) bonus made to members of llie Imnk under llie provisions of (bis
chapter shnll lie in nccnrdnnco with a schedule of innximum mnounla
ndnﬁled hy the bonid of directors based upon prnpni‘lionnl ownershi/f
olfogo)nrcH <4 enpitnl nlock. ID .1eh 169 SLA 1078; nm 5 4 ch 51 SL

Y S PR AS

Sec. 44 HL.OT0. I'reslileiil; officers nnd employees, (ni The
bonrd of directors Himll emé)on n president. The president mnK not he
n member of the Immd of directors. Tim president nerves nl the plea-
sure of the board of diroclorn. The president is the chief executive
ollirer of llm Imnk.

(li) The hoard of directors shnll appoint one nr more virc-presidcnls,
ns prescribed in llm bylnws of lIm Imnk, n sccrcinry, a Ircnsurer, nnd
ntimr officers as lIm honrrl of directors considers necessarr. The bonrd
ordirectors may appoint one person to more than one nf lim positions
described in Ibis subsection. The nllicers described in this subsection
me mil reipiiied In lie members of the board of directors.

let The president mny hire emplorees of the hank reasonably neces-
smy for the elllcicn| perfominncc of the functions of the Imnk. Subject
to the approval nf (lie hoard of directors, llm president mny nIBO con-
tract for nnd engage Ihe services of professional nnd technical advi-
sors. The hoard of directors shall prescribe llm duties nnd compensa-
tilon of erfnlpl)loyeesI of tdlm Imnk. Empdloyegs o;] llm blank arc not %T

oyees of llie stale and are not conside .he employee public
gr&agir.nlion for lm purposes of A é?).SBJ.m — géﬁfé&or fOB
S |.1|&3|||3)ch 159 SILA 1978, nm 5 9ch 51 SLA 1980; nm 5 2 ch
A i

‘ |llt\ylvbsl%rlitcant]rirlﬁféred_in FIBHPIG fy AS

10

«
«

X.7

10

\0

17

844.81.080 State Coveiinment 5 44.81.160

See. 44.81.080. Exempt status. /Repealed, 9 10 ch 100 SLA 1081.
For current law see AS 44.81 070(c).!

Sec. 44.81.000. Term of office mid removal. The members of the
board sImll serve for terms of three years, end they may serve succes-
sive terms. Terms shall be staggered. An elected member of llie board
who releases confidential information in violation of AS 44.81.260,
commits serious ethical misconduct that relates tc the member's fil-
ncas lo serve as a mcniber oftho hoard, or maintains s chronically nml
Irredeemably substandard borrowing relationship with the bank may
ba removed from the board by nlrérmnllve veto of a magonty of (7I|e
members of tho lionrd. (# 3 ch 159 SLA 1978; am 4 3 ch 53 SLA 1971i;
urn 53 ch 49 SLA 1987)

tryinur'ff Mute*. — F ly AS
M@Z}Sﬂ#\r IterMFanrcd in 109r 0.e g

Sec. 44.81.100. Quorum. A minority of the incmhern oT the Inmrd

constitutes n quorum for lliu transaction of business and the exercise
of the powers and duties of the board. (J 3 cli 169 SLA 1978)

Iteleor'% notes. — Formerly AS
44.it.100. Kenumbered In IBE0.

Sec. 44.81.110. Compensation of bonrd members. Members of
the hoard receive compensation not lo exceed (250 as determined hy
the board for each day the board meets if they attend the meeting.
(5 3 ch 169 SLA 1978; Hin 53 ch 109 SLA 1081!

44|.|6cﬂsl%r.lﬁ%ennuont1 wred In Flggggrly AS
NOTES TO UECI810NS

M%l%i\z %;'E\?gkgog‘cagl?“zifeg P9

Scch. 44.81.120 — 44.81.150. Honda of Ilie bank; trust inilcntincs
and trust agreements; validity ofpledgee; nonliability on bonda. lie-
penled, 9 10 ch 109 SLA 1981J

Sec. 44.81.100. *'ludgo of the state. Tho stato pledges (o anil
agrees with any lender to the bank nnd with the federal agency or
regional institution of the federal farm credit system Hint loans nr
contributes funds in respect ofa project, that the slate will uni limit or
alter the rights and (lowers vested In the bank by this chapter (o fulfill
the terms of any contract made by the bank with the lender lo (lie
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hank or federal ngcney or regional iiiMilution of Tho federal form
rrcdil RYsleni, or in any wny imP>nii lIm rights nod remedies of the
londor lo Ilie linok or rmloiol agency or regional institution of Llit:
ledeinl loco riodil nyatciu. The linok in nolhori7.cd lo incindo this
pledge nnd ngiccmenl of llie aliilc, ionofnr as il rofern In n lender lo
(he Imnk in n contract willi t»e ninkcr of n loan, nnd innofar an il
rolnlon lo a federal agency or reginnni inslilulion nf the federal farm
credit system, in n conlrncl with n federal agency or regional innlitu-
linn or lhe fcdernl fnrm credit system. (8 3 cli IC9 SLA 1978; inn § 4
ch 109 SLA 1981)

S T red I Flol%,e”y A3

N01F8 TO DECISIONS
é /Qn pll '(F/QA l/-{na% Inal\x/lt,i Ulil%g %Zﬁ‘rfﬂﬁ

Sees. 44.8/ 170 — 4-1.fil.180. Excwiiliun Cram liixnlion; bonds legal
investments Car lhlucimim. //fepon/cd, $ W eh 109 SI,A 1981.1

See. 4-LHLI9LI. (Innflleln of Inlerenl. A nninher of llie Imnrd nf
diicrlois may nnlvole on n Irnnrctinn of lIm Imnk under lliin chapter
if llie inemher in n parly lo Ihe Irnnnnction. (5 3 ch 109 SL.A 1978)

T g in TP A9

See. 44.81.200. lleporl.n nnd p ililiealionn. The hoard ordirecinrn
shall puldinh nn nnnunl report lo llie Imnk'n members. The reporl
shall lie made nvnilnhlc (o the public n.al muniinclude linnncial stale-
meuln nudiled hy independenl nuLnide nuditors, n statement of llie
Imnk'n invenliuenin, n dencriplien of Ihe Imnk'n loon activity during
Ilie period covered by lhe repoil, nr nimlynin of economic nnd cllior
ellecU of loan deciflioun on llie ninlo'n coiamercinl fi i)|||ug nnd agricul-
ture Immsliics, anil nuy nlh.rr iuformnliun lm | llie bonrd believes
would fie of inlet est lo ¥ cgovernor, llie legininlure, nml llie public, or
[Im 1 .'lie legininlure rcipicrlA the bonrd lo include. The bonrd mny also

publish nlher repoils il considers dcsirr.blc lo cniry oul its pur|Kincn.
<83 ch 159 SLA 1978; am 8 0 ch 109 SLA 1981)

llrv[*or> _upit*, — y  AS
O citiNed i 10e0™
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NOTES TO DECISIONS

A AT A

Sec. 44,81.210. I'owera of llio bank, (a) The Imnk may

(1) make vnrinble rale or fixed role loans lo individuals who mu
residents nnd who aro engaged in commercial agriculture or bailing,
including harvesters)-processors, suppliers, nnd marketers, or lo cor-
porations, Fartnershlps orjoint ventures engaged in comi.- -orciiil ngi i-
cullure or tishing, lhe nnv|nrily Interest of which is benoflcmllﬁ owned
hy residents of tho slate and a majority of Ilie ownura of which nro
residents of the stnle, if the recipient of the lonn is n member of Ihe
tinnk; however, Ilie honk mny make a loan under lliis paragraph lo
cnrHirnlinn, pnrinerahip, or Joint venture for the purchnoo or a m-w
cxialing riahiug veanel or for the repair or renovalion of an existing
fishing vessel, Ilia primary purpose of which Is lo commercially har-
vest fishery resources, only If the corporation, partnership, or Joint
venture Is wholly owned and controlled by residents of the slate nml if
tho recipient of tho loon is @ member of the honk;

(2) make and aller bylaws necessary or doairahlo to carry out ila
corliornle functions;

(3) establish amortization plans for repaymenl of lonns, which mny
includo exlennions fur poor fislnug or farming Reasons, or fur adverse
market conditions for Alaskan products;

(4) enter into agreements with regional institutions of the ledornl
fm in credit sysleiii, private lending iuslilutions, and other rlhlu ngen-
cies or Hgencles of the federal government, to carry out the purposes of
this chapter;

(8) adopt, alter, and use o corpornto seal;

(G) sue and he sued in the name of the bank;

(7) issue bonds to carry oul any or its corporate purposes and
[towers;

(8) sell lenso an lessor or lessee, exchange, don,Tie, convey, or
cumber in any manner by mortgage or by creation ofany ollior becii-
rity Interest, real or peraonal property owned hy It, or in which il lias
nn’interest, when, In the Judgmentof the hoard of directors, the action
is In furtherance nf ils corporate purpoaea;

(9) Incur secondary liability by guaranty or endorsement of the oh-
ligations of another cjrporation or legal entity when, in the juilgme.il
of the hoard of directors, the action Is In furtherance of its corpornin
purposes;

(10) make loans as provided in (1) of Ibis subsection in participation
with financial institutions, and establish and regulate tho terms of the
loans:

2G1
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(111 umke cimlincls nnd execute inr.liiniienIn iiecpusory nr eoiivm
nirnl in Hip cxeirisc nf its rnrjimnli! powers;

<12) nriliiirn liy pmelmsn, lense, liitifiicsi, devise, pill, Hip milifilnu-
(inn of drills, nr Hip foreclosure nfinoilgnges, nnd liuld, tiiniiilniii, uni),
operate, nnd convey rcnl or pernnnnl property;

(Id) hoiiow money mill issue secured nnd unsecured evidence nf
indplilpdiipss for n corpornle purH. mor In fund, refund, pny, nr dis-
charge. outstanding obligations, nnd enUr Agreements nnd conlrncls
concprnini; lliese obligations;

1M1 spcuie Him payment of its abligations liy pledge nr rrollgagenr
ollipt lien nn its miriicla, lavcnuen, inciinic, or properl

115) nppninl olfirrrs, euiplnyncn, Iruslcos for cnrlilicnle I|nI|In|s nml
ngents, nml presrrilie llicir powers nnd duties;

I Mil pinvido lecliuicnl services lo uieinljers of llie imnk; Tor the pur-
pose of Iliis .anagraph, "Irrlinlcnl services” includes services lIm | will
ﬂiiliiiliicpklhe ability of Ilie member lo obtnin finnncinl assistance frnni

ir Imn

(17) make Innns, nn provided in (1) of lliis subncclinn, secured by
liens niiboidinnlc to vnliil Hrst liens nnd sccurily agreements grouted
In n piivnlr lending insliluliini;

(IK) pmticipnlc willi sinle departments nnd agencies in fnrmohit-
ing policy nnd in planning fur (lie development of connnorcinl fishing
nnd npticulline in (lie sinle;

IMil do wiml is necessnry or dcsirnbin In curry mil Hu* corpornle
pm pones mid powers expressed or implied in Ilis clinpler;

(201 ninlie limns In iiidividunl coinnieicinl linlieruien for liuiiled
enliv pelmils: n lonn under Iliis paragraph mny lie mode only lo on
iiidividunl cnuinirrcinl lisliermnn who iius been n sinle resident for n
continuous period of two yenrs imuicdintcly preceding llie dnle of np-
plicnliou for llie lonn; lonns uindc under Ilits pnrngrnpli arc subjccl In
AS 44.81.230;

(21) indeinnify dircclors, olliceis, or employees of the bunk mid
(heir heirs, cxeculors, nml ndminialrninis against nil linhililies nml
icinted expenses including, but not limited lo, courl casts nnd attorney
fees, judgmenis, nnd tho cosl of rennoiinblc seUlumeculs, incurred by
them” in cnnucclinn with or nrising out of nn nclion nr proceeding
bioughl ngninnl them becnuse of nn ncl or omission in the perlor-
sumice id Iheir olTiciiil dulics nn directors, nlliccta, or employeen of llie
Imnk regmdless of wlielher lliey were direclors, olliccrn, or employeen
nl llie. lime lhe expenses or linldlilien nro mcurred

1221 nccept(glle pledge of o limited enlry pcrmil ns security for o
limn inntle under this chnptor suhject to the conditions set nut in AS
44 K1.2:10 — 44 81.250 on pledges of limited entry pcrmiln;

(211 ninke nlonn lo o person, regardless of residency, if the bonrd of
directors of the linnk dclcrmines Hint the lonn innocensmy lo preserve

262
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Ilie value of properly bold by the bunk ns security Torii loon Iliol was
nindc under (1) of this subsection nnd Hint is in defnull;

(2-1) issuo certificates of hum participation lo inembcrn mid lo other
iinlivifinnIn, corporations, partnerships, and joint ventures, but lie.
Imnk mny not issue a certificate of lonn pnrticipution if the certificate
would nllow participation by the member, individual, corporation,
partnership, or joint venture in loans Hint individually or
cumulatively involve'more than 20 percent of the commorcml Hsliery
entry permits issued for one type of gear in a specific fishery resource
ndmlnlntrnllvo nren.

) The dprovmons of (n)(21) of this section do not aiilliorir.n Hie
Imnk to indemnify a dlrector 0lTlcer, or employee of the Imnk who in
tuludged liable for negllgence or misconduct in the performance of
olTicinl duties.

(c)  Notwithstanding (n)(l) of thin section, the bmik mny moke
variable or fixed rate lonn to n ehoro-imsed fisli processor, n limber
processor, or nn ngricultursl processor or harvester that duos not meal
Hie resident ownership requirements of (a)(1) of thin section for cnpilnl
investment or o)>ernliiig capital if a facility of the processor or har-
vester is located in the stole and Hie majority Interest in the processor
or harvester is beneficially owned by residents of the United Stntcs.
(5 3cli ICOSLA 1978; a»n 8 4 ch 63 SLA 1979; am 85 7 — 10 cli 51
SLA 1980; mn 8 6 ch 109 SLA 1981, am | 62 cli 113 SLA 1982; am
8 17¢ch 07 SLA 1983; nm | 20 ch 79 SLA 1985; am 18 4,5 ch 49 SLA
1987; am 8 2 cli 52 SLA 1987; am 8 2 ch 70 SLA 1989)
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NOTES TO DECISIONS

Inn|<te" Uéé l& egl<§0@o»|:lat}|{]§/ ﬁ’ZdA%
At*aka 1

See. 44.81.220. Transition. Notwithstanding Hie provm|0|m of AS
10.15.005, upon Hie repurchaso of all the nonvotiiig, preferred nlinren
initially issued by the Imuk and purchased by agencies of llie slate,
Ilie provisions of this chapter lapse and the bank inay proceed 0
operate solely as a private cooimrallve corporation under tho terms or
its bylaws and the provisions 0f AS 10.15.010 — 10.15.500. (8 3 cli 169
SLA 1978; am 8 7 ch 109 SLA 1981)
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Nill1KS TO 1IJKOISIONS

(L BRI %

(Alnnkn  10FS¥

Sue. d-1.H1.225. Small hinnn lo iionmeiuhcrs. (n) To facilitate llie
development of cnintiiRrciRl fisheries in geogrnpliic nrenB in which
fnctiim nurh nn geographic cnnsidcrnllons, uncertainties nf communi-
cntion, nr limilcit demands do not encourage nnrmnl lending activi-
ties, Die linnk mny make small loans lo qunli(led liorrowera who nre
mil. members of Hip imnk.

(hi Tlip ||rnvm|n||f| of lliis chapter npply lo lonns authorized liy lliis
section pxcrpl llm |

(1) Hip hoirower is not rpipiired lo tie n ineniher of llie Imnk nl llie
I|me Hip lonn is approved; nml

2) Hip pnncdpal amonntofl ie portion of llie lonn made liy llie hank
mny not exceed $25,000.

(cl The lolnl ninnnnl of money Hint may lie loaned tinder Iliis sec-
lion mav not pxcerrl eight percent of the lolnl capital of Ilie hank.

Id) To service loans mndn under this section, llm hank mny conlrncl
or make oilier arrangements with a public ngeucy nr witli n legal
enlily Ibnl the bank delcrininpn In In; responsiblR nnd conipelcnl lo
[tilmiiimlei’ the hum. (5 2 ch 3!) SLA 1001)

Sec. 4481231& L.nnns for purchnso of Alnnkn liniilm| entry
permits. In) A hum under AS dd8121Uth20(} or -1d.81.225 for the
Furchch of n limited enlry permlIl rnsy bo made only ujion cerlificn-
ion by the commission llm | llie fisherman is aferson who qualities ns
n transferee for the permit untlcr AS 1041 and tho rcquinlions
adopted hy the commission.

Hi) Upon npprovnl hy IIm hank, a permit mny be gledged nn seem »ly
far a bum uinilo under (a ] of lliis section, AS dd.B1.225, or dd.Ht.235 if

(1) the certificate for llie pledged permlt lisls liio bank ss llie legal
owner of the permit;

(2) llie certificate for Ilie pledged perniil lists lim debtor as lim
piptilable owner of the permit;

13) nil nmiunl permit cards issued under llie pledged permit list the
inline of llm debtor;

(d)  oil ohli olinnn nnd resivinsibilitien of n permit owner arc as-

sumed by Hie dcblnr;

5) co signers or ailier sureties for performance under llie note arc
not vested witli any rights in the pledged permit nnd their nldigntion
is limited to snlisraelion of lim nnlc and payment of costs dircclly
incurred hy llie Imuk in administering Ihe lonn.
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(c) Upon satisfaction of the note by the debtor, thu bank shall cer-
tify lo the commission Ilm | Iim note has been sntislied.

(d) Ulion certification es provided in (c) of this section, Urn commis-
sion shall amend the permit certificate to Hat the debtor as lim legal
owner.

(e) In addition to the permit of the debtor pledger) as security for a
loan under (a) of this section, Ilie debtor may pledge another limited
entry permit as secunty for that loan if the bank approves and Iim
permit lo be pledged' meets Um requirements of (b) of this section.

(0 In oulicipntioii of possible foreclosure on an entry |ierinil under
AS 44.81.250, Um debtor may nominate mpeison lo assume a note for
alonn made under AS 44,81 210ta)(20), 44.81.225, 0r 44.81.235. If lim
Person noniinnted qualifies under (a) of this section at the lime of lIm
oreclosure, Ilie person may assume all rights and liabililics of I* *
debtor in IIm event the bank forecloses on the entry perniil. (S 5 ch
SLA 1979;nm U It — 13 ch 51 SLA 1B80; am f 3 ch 70 SLA 1089;

m (S 3 — 5ch 39 SLA 1091)

ltcvlaor's note*. — Formerly A8  The 1991 amendment, effective June
Alf- |230 }tcnumbaltd In 1080. 13, 1991, in aubeeclion (3] Insﬁda
Cros e*— For rea35| nment  44.81.226" In subsection I») auy |S|ute|I

o M? [ enIr erm| Ie ed aecu "a ermit ma G’de pIedr%ed" or “IImA>erp>d
rity after revo ono to be purch as ma Zp (n; aotln|
coﬁwmlssmn aeeAS 104390 "made" and "A9 44.81.226, fir 44 HI 2T5.*
Intlve ﬁureos ne tion ht een* and mnds a 0[Junctunlmn (fhange nml, in
octmr D n thia eection. ece  su sectlon substituted *n “note fur u

LA 1989 I Tne Temporary  |oa ade" 0r "a note given" and added
pchnI Ad "4401226 or 44.01 23G™ to the end of tiir
Efféct of amendments. — The 1989  first sentence.

dpndm nt, Fec e M 31 1989,
aoded aubeectiona (a) and

NOTES TO DECISIONS

0 dtgd AfA derslodbv Anderson. 730

Sec. 44.81.235. Liniltnlloiis on pledge of permits, (n) The b
may issue n loan secured by a limited entry permit for

(1) purchase, repair, restoration, or improvement of o commercial
fishing vessel or commercial fishing gear;

(2) construction of a commercial fishing vessel;

(3) working cnpilnl, including Insurance premiums, fuel, bail, and
boat storage and launching expenses; or

(4) purclinse and improvement ofaet net sileB and associated equip-
ment.

(b) A limited enlry permit may bo used as security for more Hum
one lonn if each loan meals the requirements of AS 44.81.21()(n)(20) or
(a) of lliis section.

205
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Ir) A limited ciiliv pi'imit nmy Inlused as mcilrily lor it limn In
[cliMillin* existing drills if llii* pioeccds of inigiim| lumt were used
in nrroidnncc with AS 44.81 210In)(20) in (ii) of this suction. IS 0ch4!l
SLA 1M87; mu 55 4, Geli 70 SLA 11189)

(M rrfcrenrr*, —For IrjdxI*tive — Klfcrl nf nnirmlinenl*, —%Hp DB
il SEFSRT ) Gt RPN i

T «-
Erm o g')/ﬁgdrﬂ ﬁ& i (%e sfjrmpo-’ fon® 1) and r‘c).

nry Urit é|ieci«

Sec. 4d.H1.240. Default nml foreclosure of certain loans se-
cured liy limited entry permits, (n) If Ilio debtor dcfiinlln iifiou n
note for which n limited entry permit linn been pledged ns security
under AS 44.H1.230, the bonk shnll provide llie debtor, by registered
nr ceililied mnil sent lo Ilie debtor's Inst known nddiess on rdc witli
the Imnk, with a notice of dcfnull that includes

(D o description of the security given lor the note including the
number assigned lo llie pled%ed permit by the commission;

(2) the dote upon which the dcfnull. occurred;

<31 the nmounl of nrrenrnges ns of Ihe dnle nf the notice, the lolnl
nmnnnt lemnining on the note less unenrned interest, nnd the nmount
of ilnily inleiesl;

(4)  nsintemeul Hint the debtor mny, within 15 days nf the postmark

dnle of the notice, request n hearing at which Ihe debtor may submit
evidence showing the debtor linn mil defnulled;

151 asliiteuienl 1iml Ihe note mny he leinalnled if Inoiighl ciinent
within Il days fiom Ihe poHImillk dale of lhe rolien;

ifil i rlolemeiil Unit llie mile may lie paid in lull less iiiienilied
iuteierl within "JO days from the postmark dale of the notice;

(p the place where reinstatement or payment in full inny be made;
nm

(81 n nolire in nl lensl 10-point, bold type slating: "IMPUITANT:
YOUIt FAti.UHE TO REINSTATE Oil PAY THIS NOTE IN FULL
HY THE DATE SPECIFIED WILL RESULT IN A FORFEITURE OF
ALL RIGHTS TO THE PERMIT AND THE POSSIBILITY OF LE-
GAL ACTION UEING INSTITUTED AGAINST YOU."

1) Upon the debtor's fnilure lo reinstate or satisfy the note within
(lie lime specified in to) of lids section, the debtor's equitable interest
I Icruiiiiillod by opornlinn nT law without further notice. Any enlry
permit cauls issued lo llie dchlor under llie permit shall be canceled
immediately upon receipt by the commission of a certificate of termi-
nation containing a copy of the notice required bf (a?_ oT thia seelinn
issued by (lie bank. (5 |¥ cli 53 SLA 137'); am 5 14 cli 51 SLA 1960)
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Sec. 44.81.250. Deficiencies anil transfer of entry permits lif-
ter foreclosure, (a) Upon a foreclosure on an entry permit aa pro-
vided in AS 44.81.240, the bank shall offer the conunisaiou a right of
first refusal if the permit is subject to a buy-back program under AS
15.43.290 — 10.43.330 at a price equal to the amount outstanding on
the note plus any costs the bank directly incurred ill administering
the lonn.

(h) If the commission does not exercise its right or first refusal
within 30 days after it receives the offer, or If the permit is not subject
lo a buy-back program under AS 16.43.290 — 10.43.330, tbe bunk
shnll promplly notifg the debtor of this fact. If llie debtor bus m-
previously nominated n qualified person to assume the uulu under .
44.81.230(f), thfe debtor has 30 days from llio postmark ditto of the
notice to nominate a person qualified to assume the note. Hie poraon
nominated must qualify under the requirements of AS 44.81.230(a). If
qunlined, the person nominated may assume nil rights and liabilities
of the original debtor.

(c) If the debtor is unable to nominate a qualified person to assume
the note under (b) of this section, the permit must be made available
lo a qualified person, chosen as provided in thia section, who shall
assume the note subject lo all rights and liabilities of the original
debtor. The commission shall provide the bank with a list of persona
chosen by lottery who qualify os transferees of entry perinila mulri
AH 11i.43 nml rcguinliimn adopted by the commission nnd who have
met llie renidency requirements of AS 44.61.210(a)(20). The bank
shall then determine, in order of presentation, any remaining qualifi-
cations. The bank shall allow the first applicant meeting all qualificu-
tiona to assume the note.

(d) Nothing in this section affects the right of the bank lo institute
legal action for a deficiency resulting from a default on a note for a
loan made under AS 44.81.210(a)(20), 44.81.220, 44.01.230,
44.81.236. lit addition to any deficiency, the debtor ia liohle for tnu
cosls of administering the note and for costa and attorney fees.

(e) if the commission is unable to provide a list of one or nioic
qualified persons os provided in (c) or this section within 15 days, til if
no person listed is determined by the bank lo be gualified to nsHume
the note, the bank may sell the permit lo nn individual commercial
fisherman who lies been a stale resident for two yenrs immediately
preceding the dale of the sale. If the proceeds of the sale of n permit
exceed the amount necessary to pay the note In full, plus interest la
dale of sale, penalties, costs, and attorney fees, the bank shall remit
the excess to the original debtor. (I 6 ch 53 SLA 1970; am 55 15— 17
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cl.r.l SLA 1980; him 55 G — Il cl. 71 SLA* 1UBU; nm 5 G cl. .Ji) SI,A
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IIrv%mtrK tinles. — I'n.niffly AS Ini [ij: Loi'itnl llir .rff.m.rr lo
A.612r ]l Itrlum|IH miin_IlIflll. ﬁBI Itho H2UI“Jn Iﬁ] ‘lISt sri. Irnce In
Crnns jricrrnrco. — For Irglrinlivt inn fl nn CI oilisrcllon ().
Im.[K»r I, cornlerlmn will, I 1&189 e 1901 mtiruriinml, clTerlive June
mit.r.uliif, i Tolt.) nml (ill oril.Im [ 13, IMM In mirectinn i) I twliluleil
nm II|e riinciniro) of (ol, xre | 1, ch. 70 n«;« for o loon node nnllrr for "nnle
SA 1989 In (e Temporary onrf 8>ecal gl n under" nnti Tnreilril "44.81, 22? K

Wfrrl nf n.j.rijili. |rn|o — II|e Q‘]IHH Pd Hor 44 81.255." i fnndr onIIo Ic
n fii Inj?n rlfrdive r?(] 108! 1992 nnumlnlrnt rfTrclive Mn
iled ¥ e ilrltr lino PIEVIOIml

I 0.mi t 002 ml romr]lercol (| relslel
l{%"ﬁ%?nn r'llﬂ Slf' é' il Ll" nl F’x |eng pPrglhlm occnwr"%nlcnce nq nuliner-
elnnliiR"nl".lie ormnil oenlritcr In oumee Y

Hoc. 44.HI.2110. C'lLi.ndciliiillly nfrecords, (i) The rcco.iln ofll.is
Imnk llm I me iilenLilicil willi, or identifiable ns being derived from llie
records of, n Blieciric borrower, member of Hie bnnk, or applicant for n
lonn nre confidenlinl nnd nuiy nol be iliBcliiReil by Ibe bnnk nr by ils
directors, olTicors, cnililnyees, or ngemiB lo n person oilier limn llie
direclors, ollicers, employees, or ngenla of liter Imnk, except

(1) when reipiircd by n fcilcrol or sinle sinlule;

(21 under AS 44.81.270;

(J) under n scnrch wnrrnnl issued unde r fcdernl Inw or llie low of
Iliis slide;

M1 iioiler i siilipnenn or rom | ncder issued in L rivil mlinn under
Irilrnil lirv or Hie Inw of lliis slulr;

IT) under n si.bpoenn or couit order issued in connuclion will, n
priiceetlilR before n fcdernl grnnd jury nr grnnd Jury of 1Lis sinle;

IGI under n summons nr a.ibpoenn issued by nn agency or n depart-
lucul of llie United Stnles or tLin sinle, or nn officer, employee, or
ngenl of I.n ngenry or depnrimenl;

17) under nrequest by n finaucinl instiltilioit, ifllic rcipicsl is aolely
for the sinlcd written purM.se of delarmining Ibe credit wortliinenn of
n n.ember or bnrrower ns nn npplicnul for credit, nnd if llie i.ifnrmn-
lisM disclosed by Ilie bnnk pcilnins only lo Il.e pnymenl Linlory of llie
member or horrower;

(81 under n leip.esl by n lender llm | bus extended or is considering
extendin? cicdil 1o liie bnnk if Ilie credit ia or mny be Rccured by Ibe
pledge nf n lonn by the bnnk;

ID) when disclosed to llie nllorncy gcnornl of Ibe United Stnles or lo
n Inw enforcement ngency of thin alitle if Ibe records mny be relevant
lo nreport or iuveslignliou of n possible violnlinn of fcdernl Inw or n
Inw of Ibis sinle.
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(i) The records of llie bonk IIm | nre nolsubject lo In) of Ihis section
may be kept confidential by Ilie bank, subject lo the excepliins listed
in (a)kl) — (G) of this section.

(c) Notwithstanding (a) — (b) of tills section, n borrower, n member
of llio bank, or nn applicant for a loan may authorise Ilie bnnk in
writing lo discloee records provided to the bank by the borrower, mem-
bnr, or applicant.

d) In Ihis section’,

1 "member" includes pnsl and present members;

2) "records” means fiimnciel nnd oilier records, including Infoimil-
lion known to have been derived from llie records, in Hiiy form, includ-
ing origlnnl document* and copies. (5 8 cli 100 SLA 1081;am 5 | ch
10 SLA 1991)

f nmrmhnrtilfl. — *ie U
muRnukent ef ective June f 2991, re-
wrote the eecllon.

See. 44.81.270. Audit of bnnk. (n) At tho direction of llio Ix;[»inin-
live lludgct and Audit Committee under AS 24.20,271, llio legislative
auditor may conduct an audit of the bank. The legislative audit divi-
sion Im* free beebsh lo all book* nnd popcre of lim bank lIm | rclolc to

its business and hooks and paper* kept by n director, officer, or em-

ployee relating lo or upon which a record of ila business in kept, nml
mny summon witnesses and administer onllis or aflirination* in Lire
examination of llio director*, officer*, or employee* of the bnnk nr any
oilier person in relation lo il* nithir*, tronsncllonn, nml conditions, nml
mny require and congiol llie production of records, books, pnpcrs, con
trncts, or oilier document* by court order if nol vquntarlly produced.

() The bonk shall be audited annuallr by IndeFendent outside nit
dilora. Tim legislative auditor mny confer with llie outside auditors
nnd review llie workpapers of the audit.

(c)  Thbe slate bank examiners shall perform ail annual qualitative

examination and evaluation of the bank. The commissioner of com-
merce and economic development shall assess the bhank a fee ei

lislied under AS 06.01.010(b) for the actual expenses incurred by

Department of Commerce and Economic Development in connection
with tha examination. The examiners shall report lo the Imnid ol
directors on the examination. The examiners ahull prepare n sum
mnry report evaluating tho bank's lonn portfolio quality on ii slalisli
cal basis end addressing llie appropriateness and effectiveness of the
bank's policies, practices, and management within the context of the
honk's statutory purposes. Hie examiners shall distribute copies ol
llie summary report lo the bnnk, tbo legislature, nnd llie governor
(5 8 ch 109 SLA 1981; am i 7 ch 49 SLA 1987; am 55 40, 41 ch 85
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Roc. 'I-t.BI.2B0. Prohibition oil disclosure. Tim legislative nodi-
lor nnd the noditor's employees nmy not discloso inforninlioii acquired
liy them in llie courEe of nn nudilof Ilie Imnk coiircrniiig the purlieu-
Inm of tlie Illiniums nr nlfnirn nfn Borrower of Ilie Imnk or niiuliier
ponton, onions Ilie iiiforniiilinn in retjuircd lii lio disclosed liy low or
under n com | older. (S 8 cli 109 SLA 1901)

Sec. 44.81.350. Definitions. In lliin clinplcr
I 11& "Imnk" inenns Ilie Alnsks Coinniercinl Fishing nnd Agriculture
nn

12) "commission” menus Ilie Alnsko Coinninrciiil Fislicrien Uidry
Commission under AS 10.43.020;

IB) "menilier of llie Imnk" includes n holder of n slinrc of member*
sliip slock nrllie Imnk or npntron nfllie Imnk wil.li relnincd pntronnge
earnings of $2,500 or more lo the pnlron'n credit;

Mi "suppller" menus n person whose inniii soilice of income s Iroin
Flawdmg ponds or services |lm| nre direclly rcinted lo commercial

isliing or ngiicullorr In iiidividunls, corpornlions, pnrlucrsliips, or

ininl ventures engaged in coinmeiciiil fishing or nglirullure. (S W cli
SLRLA" 10801

VR Itruumrﬁtlrd in ﬂéh”“ AS

®Implar 82—Aliiskn fins_ Dim-line Financing

Authority.
Srrll Prrlltm
U nnlnrmrwf nuthorTl I|E omination of n tnrttdier of (lie
| @tn >narﬁ gimnun 120. Tlrr%mi indentmen nml litmt nnnio-
fflﬂj | H]I I mi"r?ltllUg nit jomin
N inmir|
rrm|itlfi <n7mn|lu
by ,lrjrﬁrlaﬁ lentllln;nIy| B |Icrh menla or fidiicin*
mu of llir nu
lIH) Sulmiiidinn of fmnnrlXI nml- Alnnkn rgiiln{innn
) impnit pin i Ar? nuill

100 Annua |rporI
-muUnl
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5 dd.82.010 Statk Government S 44.82.040

*Clieor [Tfr.rem.Tn;mm-Pm h)flidwkire nnimundrd hy > i, w04 SLA U7,
g%nlll‘ Aln connection willt llie ciieclinertl  the Temporary end Speme' Acts,
iopter, see 1, ch. 90, SLA 1978,

Slut. 44.82.010. Creation of authority. There ia created the
Alaska Gas Pipeline Financing Authority. The aulliority is a public
corporation or the sltitc. 11is an inslrumeninlily of llie ninlc williin
Uie DcpaVImcnI of itcveiiue, but lins a legal existence mdependent of
nnd separate from llio stole Exercise by Ibe authority of the powoiti
conferred byNjiis chapter is ait essential governmenta functlon of llie
stole. (5 2 cliNIO SLA 1978)

B S R S

8ec. 44.82.020. Meddicrahlp. The membership of llie ntilborily
connisls of the commisshmer of revenue, Uie commissioner of com-
merce and economic development, and Iho commissioner of natural
resources. The commissioneraf rovenue is chairman of [be authority,
if a member is unable Tor anyixenson to attend a meeting of llie au-
thority, the member may, by a Witten instrument Filed with the mi
thorlly, designate a person wilhimiho member's department lo net in
llie member’s place al the nieelingSFor all FU[JIOSGS of this clln?lcr
the designee is a member of Die autiW ily al llio meeting. (5 2 cli 01)
SLA 1078) \

llevhor'B note* Fntmerly AS \
44, 66 020. Renumbered In"1960.

\

Sec. 44.82.030. Officers nnd quorum. Tlio\niembcrs or the au-
thority ntay elect other officers. Two members cftuHtilute a quorum
Action may be taken and motions and resolutions ndopled by the
aulliority al a meeting by llie affirmative vole of al'Lias| two me*-
bers. (I 2 ch 90 SLA 1978)

llcy] ten. — Formerly AB \
44.6%’.063%r ennuom rgered In Ig 'He i \
Sec. 44.82.040. Com|>cnanlhm. The meuibers of Llie nuOunity

serve without compensation but are entitled lo the same IravclVony
and per diem as provided by Inw for board members who arc hi<Re

employees. (I 2 cli BO SLA 1978) \
ltnvlenr'n noire — Fnrmerl. ASl 1.rnitri-forfure-a. . >y terilil-ll liul
44.66.040. Renumbered In 1960. Iratel nepenege, ece AS 3. 20 80



TESTIMONY TO THE HOUSE FINANCE COMMITTEE
May 3, 1995

House Bill 284

Mr. Chairman and members of the committee. My name is Cheryl
Sutton, aide to Representative Carl E. Moses, and will be presenting testimony
on House Bill 284 this evening on behalf of the House Fisheries Committee.

House Bill 284 seeks to modify and refit the Commercial Fishing and
Agriculture Bank's (CFAB) enabling statute to reflect evolving commercial law
and present day fishing economies' needs. CFAB was created in 1978 and
much has changed in commercial law and fishing economies since that time.

There are two significant changes which would be enacted with the
passage of HB 284. The first is permanent ownership by the state through
retirement of all but $1 million of the state's initial investment of $32 million;
and, second, the broadening of the purposes and circumstances for which a
fisherman may use his limited entry permit as collateral. The intent of these
changes is to make CFAB's loan program more compatible with the needs of
the seafood industry.

The bill has two zero fiscal notes and has been heard in the House
Fisheries Committee and the House Labor & Commerce Committee.

Ed Crane, president of CFAB, is here and will be able to answer any
questions you may have. Thank you.



LEGISLATIVE REFERENCE LIBRARY

LEGISLATIVE AFFAIRS AGENCY

STATE OF ALASKA
(907) '165-3808
FAX (907) 465-2029 130 Seward Street, Suite 400
Mail Stop 3101 Juneau, Alaska 99801-2105

Copies of minutes listed below were originally included in this file. The minutes are
available on the legislative computer database. In order to save space copies of minutes have
not been left in the files.

Mary Pagenkopf

House Finance Committee
May 4, 1995
8:30 A.M.
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April 10, 1995

Rspressntativ* Alan Austerman, Chair
House Special Committee on Fisheries
Alesha State Legislature
Juneau, Alaaka 99801-1162

Deal' Hr. Austerman;

In regard to HB284, 2 feel that CFAB is needed Alaska - It in
Important. 1 borrowed over 1/2 million dollars in late 1983. it
was needed very much to enhance and take osre of my business needs.
1 have never mlsaed a monthly payment and will be paid of£f in 1995.
I am very grateful for CFAB'a cooperation and help in fulfilling my
needs. They have made me feel Important and useful.

Ploase consider the continued need ot CFAB!

Sincerelv Yours.

Roland Moody

p.S. T have lived in Alaaka since 1931. 1 have been a commercial
fisherman since 1932 and have lived at Aleknagik moat of the time.

.ul



Bill Choate
Box 493
Homer, Alaska 99603
April 6,1995
Chairman Alan Austerman
Mouse Special Comm ittee on Fisheries
Alaska State Legislature
Juneau, Alaska 99801 w182

Dear Chairman Austermaii,

I strongly urge you to support HB 284. Asa member of CFAB and three time
user of the institution, it is hard for me to imagine my success in the fishing business
without them. Itis clear to me that CFAB has grown and evolved over the years, and
besides, Ed Crane need the kind of job security that most of you legislators enjoy.

Sincerely,

P.S. CFAB—disregard last line, ha! hal
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April 6, 1995

Representative Alan Austerman, Chair
House Special Comm ittee on Fisheries
Alaska State Legislature
Juneau, AK 99801-1182

HB 284 is important to the fishing and farming industries. Itcorrects
inconsistent language in AS 44.81 to prevent the unintended dissolution of the
Alaska Commercial Fishing and Agriculture Bank (CFAB). HB 284 also clears
up several other weaknesses in the statute so CFAB can function more effectively

in meeting the increasingly complex financial needs of fishermen and farmers.

My husband and | became CFAB borrowers/shareholders in 1982. W ithout
CFAB's help | doubt we could have started our salmon setnet business. Several
other lenders denied our loan requests; the volatility and seasonal nature of
fishing were inconsistent with their lending guidelines. Now we borrow from

CFAB every spring to get set up fo: the upcoming season.

CFAB and its borrowers/owners work hard to pay their own way. As provided
in the statute, CFAB is repaying the $32 million initial capital provided by the

State of Alaska. Borrowers pay market interest rates; we are nctsubsidized.

Please pass HB 284. CFAB successfully loaned over $600 million in the past 15
years. Please help us continue playing a major role in Alaska's economy by

filling a gap left by conventional lenders.

Gail Lamson
16101 Genevieve
Anchorage, AK 99516

.02



April 5, 1995
APR b 195

The Honorable Alan Austerman
Chairman

House Special Committee on Fisheries
Alaska State Legislature

Juneau, Alaska 99801-1182

Dear Mr. Chairman:

As a commercial fisherman and a CFAB member, | am writing to
urge the Alaska State Legislature to pass HR 284 to continue the
existence of CFAB and to make some changes CFAB needs to continue

its operations.

I grew up in the wvillage of Ugashik where my parents,

brothers, sister and | all fished commercially, and | still vote in
that district as well as spend summers fishing for salmon. When |
left to attend college, my permit went to a younger brother. Later
when my brother had to sell his permit, | was able to purchase it
through a CFAB loan and was able to keep the permit in the family
when so many permits are being sold to "outsiders" leaving fewer

and fewer permits in the hands of Alaskans who need jobs and money
in the rural areas.

I tried to borrow money through the Alaska Department of
Commerce and Economic Development, but they said | was ineligible.
So | turned to CFAB which helped me, and | think the work that CFAB
is doing for Alaskans and the state are very important and should
be continued. When CFAB was created, it was a wonderful plan to
assist fishermen/women. We do not receive a "free ride" because we
pay interest on the money we borrow.

Thank you for your consideration of my comments.

Sincerely,

M arie M atsuno Nash
P.O. Box 101918
Anchorage, Alaska 99510-1918

cc: The Honorable Lyman Hoffman
The Honorable Carl Moses
bcc: Ed Crane, CFAB
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April 12, 194

Representative AJau Austennai, Chair
House Special Committee on Fisheries
Alaska State Legislature

Juneau, Alaska -1

Dear Sir
We would like to take the opportunity to express our opinion regarding HB 284

It is of the utmost imﬁortance that this Bill pass. If it fails, Alaskans may lose one of it's
most successtul and hecessary institutions.

Interestingly enough, Ue rationale for Uie creation of CFAB back in 1980is even more
apparent today. Without a dout CFAB serves as the lender of last resort to certain
members (spécifically independent non-Japanese affiliated companies) of Uie Alaskan
seafood industry whom for wiiatever reason cannot obtain credit from commercial banks
in either Alaska or Seattle.

Our company's recent experience serves as a perfect example. ADF was formed in 1985
to operate the ousting APA plant in Chignik. For several years ADF operated quite
profitably, reinvesting most of it's profit'in capital improvements to increase capacity and
quality, along with tfe upgrades necessa%,to keep up witli Uie ever more stringent heallh
and safety requirements imposed by both Uie State and Federal governments. We had also
become ihe largest Salmon buyer in Chignik and one of the largest Cod buyers in Alaska.

During those years, Uv; Seattle hanks were happy to make credit available as requested.
The salmon industry was healthy in general with”few clouds on the horizon.

In 1989however, the Exxon Valdez oil spill became the first of several sugcessive

disturbances which proved difficult for ADF to overcome. If the spill was insufficient

cause hy itself to have done so by impugning Ihe reputation of Alaskan salmon, U
meteoric rise and consequent ovérproduction of farm raised salmon caused the market

\f/,alﬁje of Seckeyo salmon to fall by up to 50%, squeezing margins for processors and
ishermen.

By 1992 .ADF hegan to suffer losses. By Uicmsclves ficsc losses weren't sufficient to
caug,% ﬁhetkm of bank credit. ADFs fundamentals were strong and had a blemishless
credit history.
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But wfien coupled witli the difTicnlty of recovering capital previously loaned to fishermen
(due to low grounds prices), and the avalanche of bad press sunrounding numerous
bankruptcies in lhe Alaskan groundfish business. ADPs bank lost faith arid chose to beat a
hasty retreat from the industry in general. In point of fact, virtually the entire Seattle
banking community had shunned the industry by that time,

We at ADF had come to know several members of the CFAB staffover the years tlirough
interactions regarding their financing ofvarious Chignik fishermen. When our problem
surfaced, we approached them.

We found a willingness to listen by a group whose expertise and insight far exceeds any
otljer Bank's seafood department. Despite their best efforts, and due to the aim' st
unreasonable demands made by our existing bank, CFAB was understandably unable to
effect arefinancing.

This left . ADF with ik>other choice but to reorganize, which it accomplished quite
successfully. Almost oue year later, ADF is strong again. We maintained our #1 position
in Chignik, are paying dividends to shareholders, and are poised for further growth.

None of this would have been possible without CFAB. Upon reorganization and as
promised. ADF recieved a modest but sufficient Line of Credit from CFAB when there
was not anodier bank in die Northwest who was willing to do so.

Their credit standards arc tight (as well they should be), but they arc die only financial
institution committed to supporting independent members of Alaska's seafood industry
despite it's cyclical nature, irrespective of whether better short term returns might be had
elsewhere at any given moment.

As our industry adjusts to die multitude of changes on the horizon, the continued existence
of CFAB is a prerequisite to maintaining a healthy, competetive environment for one of

Alaska's largest industries.

We urge you and all members of the Legislature to support HB 284.

Respectfully,

Brad A. Resnick
President



ROBERT A, CORREIA *PB4L-

P.O. BOX 729
KASILOF, AK 99610

DEAR ALASKA LEGISLATURE,

MY NAME IS ROBERT A. CORREIA. | AM A CURRENT MEMBER OF CFAB AMD
HAVE BEEN A MEMBER FOR THE LAST 15 YEARS. | LIVE IN KASILOF, ALASKA
AND HAVIE COMMERCIALLY FISHED IN COOK INLET FOR 30 YEARS. RESIDENT

ALASKA FISHERMEN NEED CFAB AND | URGE YOUR SUPPORT OF HB 284.

SINCERELY

ROBERT A. CORREIA



P.0. Box 4086
Homer, AK 996
April 5, 1995
APR 6 1986

Representative Alan Austerman, Chair | -
House Special Committee on Fisheries
Alaska State Legislature

Juneau, AK 99801-1182

Representative Austerman,

I am a CFAB member and believe in the significance of their existence
and purposes. | would like to see the passage of HB 284 for CFAB"s
ongoing existence premised on their own success.

I feel it would provide more flexability in meeting the increasingly
complex financial needs of commeiical fishers and farmers in the

future.

Please pass HB 284.

Gratefully

David F.dens
EDENS FISHERIES, INC
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Ronald E. & Anne W inters
M/V BERING

P.O. Box 178

Cordova, AK

April 6, ]
Rep. Alan Austerman, Chair
House Special Services Comm/Fisheries
Alaska State Legislature

Juneau, AK 99803-1182

Dear Rep. Awusterman,

As members of CFAB we would like to express our support for the
passage of HB284. CFAB has proven to be an asset to the fishing
and farming communities of the state and the bank has made signi-
ficant strides in becoming self-supporting. We support their
continued existence and trust that HB284 w ill clean wup some of
th a language of the original legislation and address other gaps

and problems facing the institution today.
Sincerely,

M/V BERING

Ron & Anne W inters
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April 4, 1995
To: Edward E. Crane
From: Bruce Foster Jr.
P. O. Box 34
Sand Point, Alaska 99661

A copy of my letter to Juneau in support of H. B. 284 is enclosed.

Sincerely,

Bruce Foster Jr.



Thomas Crandall

Baojc 210849

Anchorage, Ak. 99521

April 9, 1995

Representative Alan Austerman, Chair
House Special Committee on Fisheries
Alaska State Legislature

Juneau, Ak. 99801-1182

Sir:

I am and have been for a considerable time a CFAB member, Alaskan,
and a commercial fisherman.

| am writing to you in reguards to HB 284. | am in support of this
legislation and in support of the continued existence of CFAB.

| urge you to do what you can to facilitate the passage of HB 284
CFAB is in a position to provide financing for the benefit of Alaska*
fishermen in a way that other financial institutions are unable or
unwilling to do.

Thank you for your consideration.

Thomas Crandall

cc: CFAB

CIVr*l»

APR 12 fqqtj
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APRIL 12, 1995

REPRESENTATIVE ALAN AUSTERMAN, CHAIR
HOUSE SPECIAL COMMITTEE ON FISHERIES
ALASKA STATE LEGISLATURE
JUNEAU, ALASKA 99001-1182

DEAR REPRESENTATIVE AUSTERMAN»

AS A MEMBER OF CFAB SINCE 1984, [WOULD LIKE TO EXPRESS MY
SUPPORT FOR PASSAGE OF HB 284.

CFAB HAS BEEN VERY IMPORTANT TO THE ALASKA FISHING INDUSTRY.
WITHOUT CFAB PM SURE MORE OF OURLIMITED ENTRY PERMITS WD
ALASKA'S FISHING INDIgSTRY WOULD (R0 SOUTH TO SEATTLE WD OTHER
PARTS OF THE LOWER 4

CFAB HAS BEEN PAYING TS QAN WAY. ALSO. FOR YOUR INFORMATION
HAVF NOT BEEN GIVEN A FREE RIDE. AS AN ACTIVE CFAB MEMBE
D SEVERAL THOUSAND DOLLARS IN INTEREST AND | HAVE
ALSO PURCHASED SEVERAL THOUSAND DOLLARS WORTH OF STOCK THAT
HAS BEEN USED TO PAY OFF THE STATES ORIGINAL LOAN TO CFAB.

| RECENTLY TOOK OUT MY THIRD LOW WITH CFAB TO BUY HALIBUT ”:(TF
AGAIN, WITHOUT CFAB, ALASKA CAN COUNT ON MOST OF THE HALIBUT [FQ
GOING SOUTH TO THE BETTER FINANCED SEATTLE FLEET.

MY SON AND 1 HAVE TWO BOATS AND TWO BRISTOL_BAY PERMITS THAT
WERE PURCHASED WITH CFAB LOWS, WD THWKS TO CFAB WE NOW IVME
A FEW POUNDS OF HALIBUT IFQ MORE IMPORTWTLY WE EMPLOY SIX
LASKA CREW MEMBERS EVERY YEAR WD BUY MOST OF QLR GEAR WD
PPLIES IN ALASKA. EQUALLY IMPORTANT, WE ALL LIVE IN ALASKA WD
ND OUR FISHING INCOME IN ALASKA. LETS KEEP AS MUCH OF THE
HING INDUSTRY IN ALASKA AS WE CW. KEEP CFAB A VIABLE ENTITY
Y P SSSILOGWHFE)BRZ(&J4 FUTURE GENERATIONS OF ALASKA FISHERMW NEED

ALASKA NEEDS TO KEEP IT'S SECOND BIGGEST INDUSTRY HEALTHY!
SINCERELY.
TOMLY GENE HEINRICH

S ICC. EDWARD E. CRWE, CFAB



Lodi’'s All Alaskan Seafoods
F/V Chelsea L
P.O. Box 1542
Wrangell, Alaska 99929

Dear Rep. Austerman , April 10,1995

This letter is to ask for your support in passing HB 284 . 1 believe
this bill is nessesaiy for the continued operation of CFAB . As a CFAB loan
holder and stock holder I know how important it is to have a lending
institution that knows and specializes in the fishing industry. I'm at the point
in my career and business now , where my local bank and the SBA work very
comfortably with me . If CFAB had not been available for me at the
beginning I seriously doubt if | could have achieved this level of success . As
I said, I'min a good position now . My son is looking forward to a career in
this industry and | would like to see him have at least the options | had when |
started . The passage of HB 284 would help insure this . Thank you for your

time .
Sincerely,

Michael T Loi



HB 284 Journal & Conmittaa Action Page 2 of 2
Current Status: (H) LSC

Date Page Action

1 03727795 933 H READ THE FIRST TIME - REFERRAL(S)
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4 04/19/95 H) FSH AT 5:00 PM CAPITOL 124

5 04/19/95 H MINUTE(FSH)

6 04/20/95 1398 *) FSH RPT 2DP 2NR

7 04/20/95 1398 H) DP: MOSES, ELTON

8 04/20/95 1398 H) NR: OGAN, AUSTERMAN

9 04/20/95 1399 H 2 ZERO FISCAL NOTES (REV, F&G)
10 04/20/95 1399 H) REFERRED TO LABOR & COMMERCE
11 04/28/95 H L&C AT 3:00 PM CAPITOL 17

u>*£ ® COrM~"C
il re- I-OtL INW TcLS

Selection=>
PF1  PF2 PF3 PF4 PF5 PF6 PF7 PF8 PF9 PF10  PF11 PF12
HELP SDBJ EXIT MEND TEXT PRINT BWD FWD JRNL FIRST LAST QDIT




HOUSE SPECIAL COMMITTEE ON FISHERIES
April 19, 1995
5:02 p.m.

HB 284 - AK COMMERCIAL FISHING & AGRICULTURE BANK
Number 452

CHERYL SUTTON, Administrative Assistant to Representative Carl
Moses, testified saying, "HB 284 seeks to modify and refit the
Commercial Fishing & Agriculture Bank®"s (CFAB"s) enabling statute
to reflect evolving commercial law and present day fishing
economies needs. CFAB was created in 1978 and much has changed in
both commercial law and fishing economies since that time. There
are two significant changes which would be enacted with the passage
of HB 284. The first is permanent ownership by the state through
retirement of all but $1 million of the state ™ initial investment
of $32 million. Second, broadening of the purposes and
circumstances for which a fisherman may use his limited entry
permit as collateral. Some of these include loans for lease or
purchase of quota shares, I1FQs, other licenses, and the purchase,
construction, maintenance, repair or improvement of commercial
fishing boats, sites, gear and improvement."

ED CRANE, President, CFAB, said, "We"re really not creating
something new here. We"re simply redoing and revising, and
mechanically this 1is the easiest way to handle what was intended."
He testified, "When CFAB was established by a 1978 act which was

implemented in 1980, the state of Alaska invested $32 million as
seed capital in the form of stock in CFAB. And the statute
provided for CFAB to retire, that it return all the money, to
retire that stock within 20 years, by the year 2000. The theory
was as that money was returned by the state, it would be replaced
by money invested by members, users, borrowers of CFAB. That
process has taken place. Actually seven years ago, the state wrote
off the entire $32 million that has been carried for the last few
years as zero on the books of the state. Nevertheless, we have
been retiring that stock. We have now retired $21,750,000 to be
specific. And also we have accumulated roughly sixteen and a half
million dollars of replacement equity that represents investments
of fishermen or borrowers or fisherman and farmers. Unfortunately,
there was a catch, as near as | know, an inadvertent catch-22 in
the existing statute. On the one hand it says that if CFAB does
not retire, Tfails to retire all of the $32 million in stock by the
year 2000, the Commissioner of Commerce can take steps to dissolve
the bank, to liquidate the bank. Then, 1in another part of the
statute, it says that when CFAB has retired all of the $32 million,
the statute lapses. Well, 1if the statute lapses, there 1is no CFAB,
it"s gone. Go we had that particular concern that this bi?.I
addresses. But 1in addition to that is the fact that CFAB, as we
discussed some time ago, CFAB is the only private entity,
nongovernmental entity which has the statutory authority to accept
a lien on a limited entry permit and allow fishermen to use permits
as devices through which they can finance their operations."” He
then indicated that in order to justify CFAB"s unique status with
the state, it is necessary for CFAB to retain $1 million in CFAB as
a “perpetual investment." He pointed out there is considerable
responsibility and accountability to the state.

HOUSE FSH BASIS - 1 - 04/19/95



Number 578

REPRESENTATIVE ELTON asked if Mr. Crane was comfortable with the
three year terms of board members appointed by the Governor.

MR. CRANE said yes.

REPRESENTATIVE ELTON pointed out that one of the board members is
required to be a "resident farmer."

MR. CRANE indicated that the original statute was even more
restricting. He said, "The original statute required that it be a
farmer with ten years of experience farming in Alaska. Also in the
original statute, directors were required to be active members,

that 1is current borrowers, of CFAB." He said CFAB has made very
few loans to farmers historically, due to the state®"s agricultural
loan program.

REPRESENTATIVE ELTON asked if that seat would be better designated
to a timber harvester or processor.

MR. CRANE indicated that the definition of commercial agriculture
can be found on page 17 of the bill and it includes forest
products.

REPRESENTATIVE ELTON contended that a timber harvester would not be
a resident farmer.

Number 639

MR. CRANE said probably not unless it was on their own land on a
sustained yield basis.

REPRESENTATIVE ELTON asked about changes in indemnity for officers
and employees of CFAB.

MR CRANE said, "Our intention here 1is simply to say that CFAB"s
directors and employees may have the same indemnification in
insurance provisions as any private corporation in the state, no
more and no less."

REPRESENTATIVE ELTON said he viewed page 8, paragraphs 14 and 15 as
granting questionably "broad authorization™ to CFAB.

MR. CRANE replied, "I cannot imagine our board doing anything
spectacular, if you will, which would appear to be supportive of
one small segment of the total fishing community and not have
significant reaction from other CFAB members. (Indisc.) CFAB
members over time, and it has taken us some time to get there, are
beginning to be more and more attuned to the fact that what CFAB
does directly affects their pocketbook."

TAPE 95-24, SIDE B
Number 000

MR. CRANE continued, "It was written broadly, mostly because we did
not have anything specific in mind."

HOUSE FSH BASIS - 2 - 04/19/95



REPRESENTATIVE ELTON indicated that he is somewhat more comfortable
with those sections and asked about page 11, section 20, paragraph
5. He said, "With that paragraph, 1if somebody runs up a huge bill
at Nordstroms, they can pledge their permit at your financial
institution to pay off a Nordstrom®"s debt that has absolutely
nothing at al] to do with fisheries or timber or agriculture."”

MR. CRANE replied, "We make loans for the purpose of commercial
fishing related purposes and for many fishermen, particularly those
that simply operate as sole proprietors as opposed to having their
fishing business 1incorporated. There"s essentially no distinction
between their personal obligations and their fishing obligations.

We have, to my knowledge, we have never been asked to finance the
kind of debt which you mentioned." He added, "The other side of it
is we, it is not unusual for fishermen or a fisherperson to come to
us with kind of a panacea of obligations that often do include
credit card debt, miscellaneous, not necessarily Nordstrom®s but
for the things that all of us use credit cards for and we will
include that in the financing, again, for working capital
purposes.”

Number 160

MR. CRANE continued, "It is difficult for anybody who has perhaps
only one payday a year to live from one payday to the next and it
is not unusual for persons 1in those circumstances to wind up 1in the
tenth month of their year with fuel bills, that 1is home heating
fuel bills, payable and credit card debt payable and a bill at the
grocery store that they®"ve got to have taken care of before they
can actually obtain financing for their upcoming fishing season."”

REPRESENTATIVE MOSES said that he suggests to fishermen friends to
pay with credit cards so they don"t lose receipts, as they might
with paying cash.

REPRESENTATIVE OGAN asked if the chairman®s intent was to move the
bill out of committee today.

CHAIRMAN AUSTERMAN said yes.

Number 215
DICK ELIASON, CFAB Director, testified in support of CFAB, "I was
impressed with the operation of the bank. I remember not too many

years ago, we looked upon CFAB as maybe even a mistake because
things were going wrong and a lot of bad publicity in the
legislative bodies, and we were wondering if, 1in fact, it was going

to disappear. However, within the last ten years they®"ve made an
astounding comeback. "™ He stressed the importune*, if the bank to
the rural areas of the state where there are often few financing
alternatives. He added, "Certainly, 1°d have no qualms 1in saying
it was a bad deal if it was a bad deal because | don"t have a
vested interest, but, 1 W just like to reassure you that it's
working and | would like to see it continue to work (indisc.) good

service for the state and for the industry at large in Alaska."
REPRESENTATIVE ELTON asked, "Are you comfortable with the expansion

HOUSE FSH BASIS - 3 - 04/19/95



of duties into the venture capital kind of realm?"

MR. ELIASON said yes, and added, "There was some speculation, chat
maybe we shouldn"t put this large a bill forward at this time
because we know how busy the legislature is, especially this time
of the year. But we thought that it has a lot of merit and there
is a lot of support out there."

Number 303

REPRESENTATIVE MOSES moved to pass the bill out of committee.

There were no objections.

HOUSE FSH BASIS - 4 - 04/19/95





