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ALASKA STATE LEGISLATURE 
SENATOR JOHN COGHILL 

State capitol, Room 504, Juneau, AK 99801-1182 (907) 465-3719 
3340 Badger Road Suite #290, North Pole, AK 99705 (907) 488-5725 

SB 264 Alaska Commercial Fishing and Agriculture Bank 
SPONSOR STATEMENT 

SB 264 makes two changes to statutes for the Commercial Fishing & Agriculture 
Bank (CF AB). 

SB 264 would eliminate the designation for a ""resident farmer" to be required as 
a member of the board. The Commercial Fishing and Agriculture Bank (CFAB) was 
created by the legislature in a time when there was emphasis on agriculture in the State. 
CFAB did make considerable agriculture loans in the 1980's but when the Agricultural 
Revolving Loan Fund became available to the agriculture loan market the number of 
persons eligible as "a resident farmer" has dwindled. 

The bill would also require CF AB financial records to be examined by the 
Department of Commerce Division of Banking at 36 month intervals. 
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ALASKA STATE LEGISLATURE 
SENATOR JOHN COGHILL 

State Capitol. Room 504. Juneau, AK 99801-1182 (907) 465-3719 
3340 Badger Road Suite #290, North Pole, AK 99705 (907) 488-5725 

SB 264 Alaska Commercial Fishing and Agriculture Bank 
SECTIONAL Version A 

Section 1. Adds a definition to AS 06.01.010(b) Examination and 
investigation fees and assessments. The section adds CFAB to the definition of 
"financial institutions". 

Sec. 2. Eliminates the requirement that one member of the CF AB 
board of directors must be a resident farmer. 

Sec. 3. Adds an audit by Department of Commerce, Community, and 
Economic Development, Division of Banking and Securities, as an exception to 
the confidentiality provision of CF AB's financial records. 

Sec. 4. Establishes a new section in CF AB statutes providing for a 
bank examination at intervals of not more than 36 months. 

Sec. 5. 
farmer". 

Sec. 6. 
proVIsIOns. 

House cleaning provision repeals definition of "resident 

Provides for an immediate effective date for resident farmer 

Sec. 7. Establishes an effective date of July 1,2011 for examinations 
as requested by the Division of Banking and Securities. 
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SENATE FINANCE COMMITTEE REhjRT 

DATE: 3/17/10 FURTHER: 

DATE TURNED 
IN TO OFFICE: ____ _ 

Finance Committee considered SENATE BILL NO. 264 

SB 264 COMMERCIAL FISHING & AGRICULTURE BANK 

"An Act relating to the board, investigations, and examinations of the Alaska Commercial Fishing and 
Agriculture Bank; and providing for an effective date." 

and recommends: 
SENATE BILL: 

[ 1 be replaced with [ 1 scs or [ 1 cs _________ L ___ --') [1 Same Title 
[ 1 New Title 

[ 1 adopt previous [ 1 SCS or [ 1 cs _________ C'-__ -' 

[ 1 attached amendment(s) 

[ 1 adopt __________ Letter of Intent 

[ 1 further referral to _______ Committee 

NEW FISCAL NOTE(S): 

[ 1 APPROPRIATION - no fiscal note 

HOUSE BILL: 
[ 1 Same Title 
[ 1 Technical Title 

Change 
1 New Title wI 

SCR# __ 

PREVIOUS FISCAL NOTE(S): 
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FISCAL NOTE 

STATE OF ALASKA Fiscal Note Number: 
2010 LEGISLATIVE SESSION Bill Version: S8264 

(S) Publish Date: 3/17/10 

.;;ld,;;e",n",tifi::.:le::.r ... (fi"le::..:.;;na::;m"e",)::.::S:.:B:.:2:::6-,-4--::C;;:E:::Do,-B::;S::;S::";:,3-oi1;;5-i-1'i'0_=~==-:::-;=:;:-____ Dept. Affected:':: __ ==,Do:C::::C~E=:D~==-=-__ 
Title Commercial Fishing and Agriculture Bank RDU Banking and Securities 

== __ -----------...."--.,.,--.".-.,.,,,---------Component Banking and Securities 
Sponsor Senator Coghill 
Requester ______ -"S;;:en"'a::;t;;:e.:L"'a"'bo::;r...:a"'n"'d::.:C"'o:::m"m=e:..:rc"'e'-_____ Component Number 2808 

Expenditures/Revenues (Thousands of Dollars) 

Note· Amounts do not include inflation unless otherwise noted below 

Appropriation 
Required . Information 

OPERATING EXPENDITURES FY 2011 FY2011 FY 2012 FY2013 FY 2014 FY 2015 FY2016 
Personal Services 
Travel 
Contractual 
Supplies 
Equipment 
Land & Structures 
Grants & Claims 
Miscellaneous 

TOTAL OPERATING 

ICAPITAL EXPENDITURES 

iCHANGE IN REVENUES ( 

FUND SOURCE 
1002 Federal Receipts 
1003 GF Match 
1004 GF 
1005 GF/Program Receipts 
1037 GF/Mental Health 
Other Receipts Svs (1156) 

TOTAL 

Estimate of any current year (FY2010) cost: 

POSITIONS 

I
FUIl-time 
Part-time 
Temporary 

ANALYSIS: (Attach a separate page if necessary) 

10.6 10.6 10.6 10.6 10.6 10.6 

10.6 0.0 10.6 10.6 10.6 10.6 10.6 

(Thousands of Dollars) 

10.6 10.6 10.6 10.6 10.6 10.6 
10.6 0.0 10.6 10.6 10.6 10.6 10.6 

This bill changes the requirements of board membership of the Commercial Fishing and Agriculture Bank(CFAB) and 
requires the Department of Commerce, Community and Economic Development to perform examinations of CFAB at a 
minimum of every three years, however examinations could take place more frequently at the discretion of the 
department. 

Assuming a standard 2 week examination, costs incurred are travel costs for Juneau based examiners to travel to 
Anchorage. Estimated airfare, hotel, car rental, and per diem for 3 examiners for a two week period: $10,600. CFAB 

would be required to reimburse for the exam but spending authorization would still be required up front. 

Prepared by: Lorie Hovanec, Director 
Division Banking and Securities 

Approved by: Emil Notti, Commissioner 
Commerce, Community and Economic Development 

(Revised "1612009 OM8) 

Phone 269-8140 
Oatemme 3/15/10 12:00AM 

Date 3/15/2010 

Page 1 of 1 



State of Alaska - Bank ExamInations 311412003 

Year Amount Date Paid 
2002 Exam 6307.61 03/03/03 
2001 Exam 10507.n 01/08/02 
2000 Exam 9.281.99 10/20/00 
1999 Exam 10.333.05 10/21199 
1998 Exam 13.149.33 10/27/98 
1997 Exam 12.421.67 09/22197 
1996 Exam 10,495.32 12111/96 
1995 Exam 16.337.93 10/13/95 
1994 Exam 14.618.27 09/30194 
1993 Exam 14231.52 01/11/94 
1992 Exam 7500.00 12/11/92 
1991 Exam 7.500.00 02/19192 
1990 Exam 7500.00 02127/91 
1989 Exam 7.500.00 02114190 
1988 Exam 7.500.00 03/21/89 

~Il/~e 3!l\Id 
957 



958 

Dear Senator Coghill, 

4255 S McKechnie Loop 
Palmer, AK 99695-9708 

March 5, 2010 

I was one of the original Directors of CFAB, appointed in 1979 by Governor Jay Hammond. I served as 
CFAB's "farmer Director" through the late 1980's, and for most of that period I was Chairman of the 
Board. I have first-hand knowledge of the problem SB264 is intended to address: Although I resigned 
from Board service in 1988 due to family considerations, in the early 1990's I agreed to run, and serve, 
again because there were no other eligible "farmer members" willing to serve. 

Neither I nor my company have an ongoing need to borrow from CFAB; however, I remain an active 
member in order to take advantage of other services offered by the cooperative. I keep myself very 
much aware of CFAB's circumstances, both through published reports and through personal 
associations. When I contemplate the record CFAB has established, especially in light of early missteps, 
and the valuable services it continues to offer to the commercial fishing and agriculture communities 
and to its other constituencies, I count my involvement as one of the significant contributions cif my 
nearly 60 years in Alaska. 

I was very much involved in the process leading to CFAB's creation, and am aware of the philosophy 
behind the inclusion of a "farmer Director" requirement in the founding legislation. It was a logical, and· 
effective, approach. I am also aware, however, of the ways in which the commercial agriculture 
community has developed over the ensuing 30 years, and of the difficulties CFAB has encountered in 
attempting to reach out to the relatively small universe of eligible operators whose needs are not met 
by subsidized public programs. But my experience and observations over those years have made me 
equally aware of CFAB's need, and persistent efforts, to extend lending services to any markets that will 
lead to diversification of its loan portfolio. 

My conclusion, despite my attraction to and defense of the original requirement, is that CFAB and its . 
statutory missions are best served by a Board of Directors consisting of mature and business-oriented 
persons who respect cooperative principles and practices, who attach value to sound credit standards 
and procedures, who understand basic financing and economic dynamics, and who appreciate the 
opportunities and limitations inherent to CFAB's circumstances. The "pedigrees" of individual Directors 
really do not matter. Because CFA8 is a statewide financing cooperative whose members are widely 
dispersed and diversified, and are largely unknown to each other, the annual election of Directors is a 
challenging and imperfect process at best; maintenance of the "farmer Director" requirement is a 
further and unnecessary impediment. While S8264 indeed eliminates that requirement, the fact 
remains that any eligible CFAB member from the agricultural community may run for election to the 
Board if (slhe so desires. The "A" in ·CFAB" will continue to stand for Agriculture, and CFAB will 
continue efforts to serve Agriculture. I support, and urge, the passage of S8264. 
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The Honorable FtaDk Mwkowski 
Govemor, State of Alaska 
Post Office Box 110001 
Juneau, Alaaka 99811-0011 

Mucb 19, 2003 

Wc have reviewed House Bill 159 and Scoate Bill W, each inaoduced by the 
reopemc Rule& Committee at you: requetlt. 

We note that Section 2 of e-.ch bill provides "r the repeal of AS 44.8L270(d), 
whicb authorizes IIIId directs ....,ual examiQatioo of the Alaska CommerdaJ Fishlne 
and Agricuku.te BIUlk. This i. prob1ematic to lIS, and we are wonclcIior if a modllied 
approach mJeht be crafted; OIIe which would support the bills' purposes and intents 
while cantinulna' to meet the Deeds of CF AB and other interested "ani .... 

To that end, we would olfer the foJlo.wU>a POUlts of pen<pective. They may 
seem somewbat 1cDgthy, but our purposee _ (1) to provide .uftic:iem ~nn"tioo to 
"emUt full coasideration of an altcmate approach; and (1) to emphub:e that the 
examination function baa been extremely Uleful 10 CP AB uod its resident member-
0WDe<S. 

AS 44.8L270( d) w.., the result of 1987 legislation. CF AB bad begun 
operatioDS in early 19S0. By the end of 1984, and ioco 1985, it bad become clear that 
cumulative Ioo.es and other effect:8 of ""ppropriare credit jud.,omenca and practices 
threatened CPAB', faiItu-e. Dudnj: the late 'SO's, andioco the cady 90's, CPAB was "in 
recovery." (At Ihn time, the Stare of Alaska owned $32.0 million at Cl' AB', prefe",ed 
stock.) Arnona the aneiIlaty effecu of the publicity and percqltions concerning 
CF AB', cUCUlDaWlCCS weze the generally unfouuded yet \lDc!erstandable allegation. of 
a wide range of lt4pmpricties withio CFAB IIIId the ""P .... cd frusaaDona that 
"nobody iaIows what the real .lOsy ia." These e_ted from both tbe Icplative and 
execulive branche$, .. wen as from membe ... OWDer$, competiug lenders, and various 
media, elC. 

Thus, one of the practical, ar>d ,uccessful, purposes of the 1987 Jeiislation 
was establishmenl of Il proe ... by which a proti:Slional, credible, and independent 
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The Honorable p~ Mutlrow,ki 
March 19. 2003 
Page 2 

periodic evaluation of CFAB's loan/a •• et quality, managemeJ11, practices, and 
statutoI}' compliance may be aubmitted to authomed .... d lI!k;Jested plUtiea. Over the 
ye8Z1!l fIUDy examination reportS - or elements th.e!eof - have been noted by. or 
c1lscuseed with, • range of .dmini.~ .. , legi9Jaton, Jenderl, :u>d others. Tho." 
rnmination reporta have prove.. 10 be eEtteIDely usefW. 

Qune oitell the valw: of a safepard, Or a .afety elemeut such ... a fin 
extinguisher, may become "invisible" because it bas never been called upon. That 
may be the case bere. CF All baa the 812turOl)' authority, lllIique among private 
leJ1dem, to acquire and adminUter • cons .... ua1 Ilen on a Coma.".ciaI Fisheries 
Limited Entry Permit. CFAB baa always exeidsed ibis authority withiD a conl_ of 
fiduciary responsibilily. and bat attempted to adhere to the IPirit, as well at the letter. 
of the comprebeDslve statutoI}' IimllauODS, There has l!BI! been. S'll8Wned, or even 
lubatmtial, euggestion of CPAB ialhue in this repro. 

NotWitbstmding the foree0m,. it should Dot be overlooked that the IIlUIUal 
.".mmatio" b:as been a moat elJective means of avemi:ht of Ibis asea, and AS 44.81 in 
a=en!, for the benefit a.n4 proteelioa of the tbousand~ of.Alaaka retidents potentWJy 
affected. Sitnilarly. these ~tio... have provided IlQ element of protection for 
those Alaska resideJ1ts who ate the collecUve oWDen of over $19.0 mUlion of CFAB 
equity, This ia not UZlilke the eDona undertaken by the State to protect the depositors 
ansi/or 0_ ofothe. iDstitutio ... ~ 

We DOte the suggestio.. that the annual examinAtion is redUlld.lIt to the 
statutori1y-mandited financial audit. However, those processes =mp"S5 
slanificansly difruent professional dlsc:iplinc:. and empha8ed, and are complimeJ1tary 
to each other. Simply PUt, au ..... min·r/on is I'oc:uaed on the quality/value of assett, 
whereas an audit is concerned prim.rily with appropriate accoun'ting for the auets 
ansi liability of the .ubject. U CFAlI ""ake. " $100.000 loan to Bill Jones. who confirms 
to the audilOl8 that he indeed owes CPAB $100,000. the audito'" are satisfied that 
5100.000 b:as beeD accounted CoL HO'CO'ever, the aumJntrJ' proce .. is coQCeUled 'With 
whether or not it IlIade professioual aense for CF AB to make the loan, and with 
whetbet or not Bill Jones has the iAreJ1t and capacity to repay. 

w .. do DOt couoider the a:nuual audil and umual fO(.miDOfioD, each ofwwch 
we vahle, to be at all red\Uldaut. For over 15 yeus CFAB's OlaDqt:men. has viewed 
the am.uaJ enmiDB!ion to be a necessary :u>d valuable che<:k lUI ill OWD aDaly ... s and 
judgments. lIS oflicen, while 110t lacking II! cODfideAce, have wclcOUled the Ic:tutiny 
of objective md professional eyes. In short, the C{.milladClA baa proved a valnable 
tool m usw:Wg the efl'ective ~men. of CFAB, to the beJ1efit of Alulca <eSidonD. 
SimIIady, CFAB'. Boatel of Directo ... has u~ the "",min'jon and the resullaot 
r .. port ""d examine ... • pre.ellation as aD deraeJ1t of its oogoiug evaluation of 

~""' .-- -'" 
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The Honorable PrlUllt MurkoWiki 
March 19, 2003 
Pai·3 

lD2!Iafetnenl, in keeping with Ihe Board's IiducWy dmy to member-OWIleJ:S. Finally, 
CFAB's IeDdef - wilhom which CFAB could DOt fw>cUon - haJ clea:Iy viewed the 
annual examiDatiOD as on important elt:mcut of ita ~tiOD of CFAB'. 
aeditwonbin~ •. 

Your !enere u:ansminirle' liB 159 and SB 1lJ suggest that cetWn fiscal 
objectives wi.I1 be served through pusaae of tbislcpution. Obviously, we have nO 
iDsi&'ht into the agency nnu.ce5 involved, aDd would cot presume to oft'et comments 
in that "'peL Neilher would we suggest lhat a reduction in aaency eet expense is 
inappropriate. How..,.., we "'" oomewhat conCwoed as ro the Eelevauce of 
AS 44.81.270(d) 10 Ih2.t mue. Throueh 1992 CPAB, like each other slatc-charu:red 
financial iDstirution, was charged a maximum of $7.soo (or 8CtIW com, if Ie •• ) for 
each cocaminadon. Bepming in 199~, premised on & cIw!&e in the releftDt statute, 
CF AB has been charged - and has paid - what has been expte98ed 88 Ihe "acwal 
cons" of each examination. CFAB baa paid a roral of $117,684 for the ensum, 
examinadODll - an a~ of $11,768, with a hi&'h of $16,338 aDd a low of $6,308. Ii 
those charges have indeed re1Ieeted the aetual COata of e ... minadoD, it is difficult to 
uruicrstand bow a cessation of those ~tions will have .. significant fiscal impact. 

Ar. a cIosilllr observation, We would 1ike to .. sure IIlat a moc:\i1icatioD of Ihe 
rt:quUcd exominauon interval to 18 montbJ, as yoW' billl provide for other non­
banking entities, would be a workable approach from CF AB'. orandpoinL 

Governor Murkowski, we are somewhat troubled at the appearance of 
"opposin&'" yowleeisktioU; we would have preferred an ~ diac:ussion. CFAB is a 
plivace cooperative institution wiIh unique purposes, aulhoritics, foundation, and 
history, aDd ia ehazeed with ,.rviDg a public interest. We believe IIlat routine 
p.ofe •• iona! cxaminatiollll ue an important clement for the protecliOD of the State, tJu, 
public, the eooperalivc, and lIS membcr-ownera. ADd, of co_., CP AB ill willing to 
coutinue to pay its own way on the same bases as in the put. 
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Alaska Statutes 2002 

Sec. ~4.81.270~ .. Audits and 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 perfonned 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 affinnations 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 infonnation 
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 infonnation 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. 

(~~) The state bank examiners shall perfonn an annual qualitative examination and 
evaluation of the bank. The commissioner of community 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 Community 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 
report to the bank, the legislature, and the governor, and the other records related to the 
examination of the bank are subject to AS 06.01.025. 

-------- ---~~~~~~-----------------------




