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HB 159

FINANCIAL INSTITUTION EXAMINATIONS/CFAB

"An Act relating to the frequency of examinations of certain persons licensed to engage in the business of making 
loans of money, credit, goods, or things in action; repealing the requirement for a state examination and 
evaluation of the Alaska Commercial Fishing and Agriculture Bank; and providing for an effective date."
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F I S C A L  N O T E

STATE  O F  A L A S K A
2003 L E G IS LA T IV E  SESSION

R ev is io n  D a te /T im e  (N o te  if correction ):______________
Title Financial Institutions/Examinations/CFAB

Fiscal tote Number:
Bill Version:
() Publish Date:

Dept. Affected: 
'B R U

HB 159

D C E D

Sponsor Rules by Request of the Governor
Requester House Labor & Com m erce_________

Banking, Securities & Corporations (115) 
Com ponent Banking. Securities & Corporations

Expenditures/Revenues

Com ponent No. 

(T h o u s a n d s  o f D o lla rs )

1233

Note: Amounts do not include inflation unless otherwise noted below.
O P E R A TIN G  E X P E N D ITU R E S FY 2004 FY 2005 FY 2 006 FY 2007 FY 2008 FY 2009

Personal Services  

Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 

Grants & Claim s  
Miscellaneous

(75.0)
(3.0)

(48.0)

T O T A L  O P E R A TIN G (126.0) 0.0 0.0 0.0 0.0 0.0

C A P ITA L  E X P E N D ITU R E S

C H A N G E  IN R E V E N U E S  (5 1 1 3 7 ) (25 .0 )

FU N D  S O U R C E (Thousands of Dollars)

1002 Federal Receipts
1003 G F  Match
1004 G F
1005 G F/Program  Receipts  
1037 G F/M ental Health
Other (Specify Type-Do not abbreviate)

T O TA L (126.0) 0.0 0.0 0.0 0.0 0.0

126.0E stim ate o f an y  curren t yea r (FY 2003) cost:
M ark th is  box (X ) if  fun d in g  fo r th is  b ill is  inc luded  In the G overno r's  FY  2 004  b u d g e t p ro po sa l:

P O S IT IO N S
Full-time
Part-time
Tem porary

-1

A N A LY S IS : (Attach a separate p a g e  if necessary)

This legislation changes the frequency of examinations of people licensed under the Alaska Sm all Loans Act (AS
06.20), and repeals the requirement for a state examination and evaluation of the A laska Com m ercial Fishing and 
Agriculture Bank (CFAB).

C H A N G E  IN R E V E N U E : W e anticipate a loss of $25 .0  in revenue as a result of exam ination fees no longer 
collected.

Prepared by: 
Division

Approved by: 
Agency

M ark Davis. Director Phone 9 0 7 -2 6 9 -8 4 5 2
Banking, Securities & Corporations D ate/T im e 3 /6 /03  3:41 PM

Edgar Blatchford, Comm issioner Date 3 /6 /20 0 3
Department of Community & Economic Development
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A M E N D M E N T  )

TO BE OFFERED IN THE HOUSE FINANCE COMMITTEE 

BY REPRESENTATIVE CROFT 

TO: HB 159 

Page l , Line 13, DELETE: 

“ * Sec.2. AS 44.81.270(d) is repealed.” 

Renumber accordingly

This amendment keeps the requirement for CFAB to submit to annual bank examinations. 
The argument for not holding CFAB to this standard is the perception that the 
requirement is overly redundant, that CFAB is subject to independent audit or legislative 
audit, should one be requested.

CFAB puts forth that the requirement is not overly redundant; that the independent audit 
only looks at their financial situation, and the bank examiners make sure CFAB is 
adhering to statute. CFAB argues the bank examinations help them with their 
accountability to their board (two members of which are appointed by the Governor) and 
their members and CFAB pays for the examination.

Although the Legislature could request Legislative Budget and Audit to conduct a bank 
examination, it does not happen on a regular basis. The last one occurred in 1995.
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M a r c h  5 ,  2 0 0 3

T h e  H o n o r a b l e  P e t e  K o t t  

S p e a k e r  o f  t h e  H o u s e  

A l a s k a  S t a t e  L e g i s l a t u r e  

S t a t e  C a p i t o l ,  R o o m  2 0 8  

J u n e a u ,  A K  9 9 8 0 1 - 1 1 8 2

D e a r  S p e a k e r  K o t t :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  1 8 ,  o f  t h e  A l a s k a  C o n s t i t u t i o n ,  I  a m  

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

t o  t h e  f r e q u e n c y  o f  e x a m i n a t i o n s  o f  f i n a n c i a l  i n s t i t u t i o n s  a n d  t h e  A l a s k a  

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

C h a n g i n g  t h e  d a t e  o f  f r e q u e n c y  o f  e x a m i n a t i o n s  o f  S m a l l  L o a n  

C o m p a n i e s  f r o m  1 2  m o n t h s  t o  1 8  m o n t h s  w i l l  b r i n g  t h e  s c h e d u l e  f o r  t h e  

e x a m i n a t i o n s  i n  l i n e  w i t h  t h e  r e s t  o f  t h e  b a n k i n g  c o d e  a n d  e l i m i n a t e  t h e  n e e d  

f o r  a d d i t i o n a l  b a n k  e x a m i n e r s .  T h e  b i l l  a l s o  e l i m i n a t e s  t h e  D i v i s i o n  o f  

B a n k i n g ,  S e c u r i t i e s ,  a n d  C o r p o r a t i o n s ’ e x a m i n a t i o n  o f  t h e  C o m m e r c i a l  F i s h i n g  

a n d  A g r i c u l t u r e  B a n k  ( C F A B ) .  T h i s  e x a m i n a t i o n  i s  u n n e c e s s a r y ,  b e c a u s e  

C F A B  i s  r e q u i r e d  b y  s t a t u t e  t o  b e  a u d i t e d  a n n u a l l y  b y  i n d e p e n d e n t  a u d i t o r s  

a n d  i s  s u b j e c t  t o  l e g i s l a t i v e  a u d i t .

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

S i n c e r e l y ,

F r a n k  H .  M u r k o w s k i  

G o v e r n o r
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F i n a n c i a l  I n s t i t u t i o n s / C o m m e r c i a l  F i s h e r i e s  A g r i c u l t u r e  B o a r d  ( C F A B )

Testimony by M ark Davis, Director 
Division o f Banking, Securities & Corporations 

Alaska Department of Com m unity & Econom ic Developm ent
to the

House Finance Committee 
26 March 2003

• On behalf o f Governor Murkowski and Commissioner Blatchford, 1 want to thank the 
committee for promptly scheduling a hearing o f HB159 Financial Examinations/CFAB.

• The proposed bill makes two changes to the banking code.

• The first change extends the frequency o f the Division’s examinations o f Small Loan
Companies from 12 to 18 months.

• This change w ill bring the schedule for the examinations in line with the rest o f the 
banking code and w ill eliminate the need for an additional bank examiner.

• It w ill not affect the integrity o f the examinations, and the Division w ill follow its policy 
that it can examine a Small Loan Company more frequently i f that is deemed advisable.

• The second change discontinues the Division’s annual examination o f the Alaska
Commercial Fishing and Agricultural Bank (CFAB).

• CFAB presently receives no State funds and does not accept deposits from the public, as 
do banks, and credit unions.

• CFAB operates essentially as a cooperative for the benefit o f its members, and is required 
by statute to prepare annually an audit by an independent outside auditor. This report is 
provided to the legislature.

• HB 159 does not change the fact that by statute CFAB w ill continue to be subject to a 
legislative audit.

• In view o f the fact that CFAB has paid back all o f its state funding, is not a bank lending 
to the public and is subject to both an independent audit and a legislative audit, an 
examination by the Division o f Banking, Securities and Corporations is unnecessary.

• Banking’s operational costs for FY03 are estimated at $635,069 and revenue generated is 
estimated to be $276,000. This w ill result in costs in excess o f revenues to the amount o f 
$359,000.

History on CFAB Examination
• The Division was invited to examine CFAB on April 29, 1985 to report about the 

viability o f CFAB funding at the request o f CFAB’s source o f funding, the Spokane Bank 
for Cooperatives.

• Thereafter, Alaska Statutes pertaining to CFAB were amended in 1987 to require an 
annual examination by division examiners.

3/25/03
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Lcla P. K liugcrc
President

March 19, 2003

The H onorable Frank Murkowski 
Governor, State of Alaska 
Post Office Box 110001 
Jnneau, Alas lcn 99811*0011

Dear Governor Murkowski,

We have reviewed H ouse Bill 159 and Senate Bill 113, each introduced by the 
respective Rules Committee at your request

We note that Section 2 of each bill provides for the repeal o f AS 44.81.270(d), 
which authorizes and directs annual examination of the Alaska Commercial F ishing 
and Agriculture Bank. This is problematic to us, and we ate w ondering if  a  modified 
approach m ight be crafted; one which would support the bills’ purposes and intents 
while continuing to m eet the needs of CFAB and other interested parties.

To that end, wc would offer the following points of perspective. They may 
seem som ew hat lengthy, but our purposes are (1) to provide sufficient inform ation to 
permit full consideration of an alternate approach; and (2) to  em phasize tha t the 
exam ination function has been extremely useful to CFAB and its resident member- 
ownere,

AS 44.81.270(d) was the result of 1987 legislation. CFAB had begun 
operations in carl}' 1980. By the end of 1984, and into 1985, it  had becom e clear that 
cumulative losses and other effects of inappropriate credit judgm ents and practices 
threatened CFAB’s failure. During the late ‘80’e, and into the early 90’s, CFAB was "in 
recovery.” (At that time, the State of Alaska owned $32.0 million o f CFAB’6 preferred 
stock.) Am ong the ancillary effects of die publicity and perceptions concerning 
CFAB’s circumstances were the generally unfounded yet understandable allegations of 
a wide rftnge of improprieties within CFAB and the expressed frustrations that 
“nobody knows what the real 6tory is.” These emanated from both  the legislative and 
executive branches, as well as from member-own era, com peting lenders, and various 
media, etc,

Thus, one of the practical, and successful, purposes o f the 1987 legislation 
was establishm ent of a process by which a professional, credible, and independent

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

(907) 276-2007 .  Fix (907) 279 -79  IS •  25 5 0  f>fii*Ii St.. Suite 120] •  A n d io n ^ t ,  A l i .k i  9 9 5 0 )
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periodic evaluation of CFAB’s loan/asset quality, m anagem ent, practices, and 
statutory compliance may be submitted to authorized and interested parties. Over the 
years m any exam ination reports -  or elements thereof -  have been noted by, or 
discussed with, a range of administrators, legislators, lenders, and others. Those 
exam ination reports have proven to be extremely useful.

Q uite often the value of a safeguard, or a  safety elem ent such as a fire 
extinguisher, m ay become "invisible” because it has never been  called upon. T hat 
may be the case here. CFAB has the Gtarttory authority, unique am ong private 
lenders, to  acquire and  administer a  consensual lien on a Comm ercial Fisheries 
Lim ited Entry Permit. CFAB has always exercised this authority w ithin a context of 
fiduciary responsibility, and has attempted to adhere to the spirit, as well as the  letter, 
of the com prehensive statutory limitations. There has navar been  a sustained, or even 
substantial, suggestion of CFAB failure in this regard.

N otw ithstanding the foregoing, it should not be overlooked th a t the annual 
exam ination has been a most effective means o f oversight o f this area, and AS 44.81 in  
general, for the benefit and protection of the thousands of Alaska residents potentially 
affected. Similarly, these examinations have provided an elem ent of protection for 
those Alaska residents who arc the collective owners of over $19.0 million o f CFAB 
equity. T his is not unlike the efforts undertaken by the State to protect the depositors 
a n d /o r owners of other institutionfi.

We note the suggestion that the annual exam ination is redundant to the 
statutorily-m andated financial audit. However, those processes encom pass 
significant}}’ different professional disciplines and em phases, and  arc complimcr—,*ry 
to each other. Simply put, an examination is focused on the quality/value of assets, 
whereas an  audit is concerned primarily with appropriate accounting for the assets 
and liability of the su b jec t I f  CFAB makes a $100,000 loan to Bill Jones, who confirms 
to the auditors that he indeed owes CFAB 5100,000, the auditors are satisfied that 
$100,000 has been accounted for. However, the axamlnors' process is concerned with 
w hether or not it m ade professional sense for CFAB to m ake the loan, and with 
w hether ox not Bill Jones has the intent and capacity to repay.

Wc do not consider the annual audit and annual exam ination, each of which 
we value, to be at all redundant. For over 15 years CFAB’s m anagem ent has viewed 
the annual examination to be a necessary and valuable check ou its own analyses and 
judgm ents. Its officers, while not lacking in confidence, have w elcom ed the scrutiny 
of objective and professional eyes. In short, the exam ination has proved a valuable 
tool in assuring the effective managem ent of CFAB, to the benefit of A laska reaidcnts. 
Similarly, CFAB’s Board of Directors has utilized the exam ination and the resultant 
report and examiners’ presentation an an clem ent of its ongoing evaluation of
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m anagem ent, in keeping with the Board's fiduciary duty to membex-owners. Finally, 
CFAB’b lender — without which CFAB could not function -  has clearly viewed the 
annual exam ination as an important element o f its evaluation of CFAB's 
creditworthiness.

Your letters transmitting HB 159 and SB 113 suggest tha t certain fiscal 
objectives will be served through passage of thiB legislation. Obviously, wc have no 
insight into the agency finances involved, and would not presum e to  offer com ments 
in tha t regard. N either would we suggest that a reduction in agency net expense is 
inappropriate. However, wc arc somewhat confused as to the relevance of 
AS 44.81.270(d) to that issue. Through 1992 CFAB, like each other state-chartered 
financial institution, was charged a maximum of $7,500 (or actual costs, if less) for 
each exam ination. Beginning in  1993, premised on a change in the  relevant statute, 
CFAB lias been cliarged — and has paid -  what has been expressed as the “actual 
costs” o f each examination. CFAB has paid a total of $117,684 for the ensuing 
exam inations — an average o f $11,768, with a high of $16,338 and a low of $6,308. I f  
those charges have indeed reflected the actual costs of examination, it is difficult to 
understand how a cessation o f thoBe examinations will have a significant fiscal im pact.

As a closing observation, we would like to assure that a modification o f the 
required exam ination interval to 18 months, as your hills provide for other uon- 
banlcing entities, would be a workable approach from CFAB's s tandpo in t

Governor Murkowald, we arc somewhat troubled at the appearance of 
“opposing” your legislation; we would have preferred an  earlier discussion. CFAJB is a 
private cooperative institution with unique purposes, authorities, foundation, and 
liiatory, and is charged with serving a public in terest We believe that routine 
professional examinations are an im portant element for the protection of the Scate, the 
public, the cooperative, and its member-owncrs. And, of course, CFAB is willing to 
continue to pay its own way on the same bases r : in the p a s t

Very truly yours,




