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S t a t e  o f  A i , a s  k a
O F F I C E  O F  T H E  G O V E R N O R  

J U N B A U

January 11, 1988

The Honorable Jan Faiks 
President of the Senate 
Alaska State Legislature 
P.O. Box V 
Juneau, AK 99811

Dear Senator Faiks:

Under the authority of art. Ill, secs. 18 and 23, of the 
Alaska Constitution, I am transmitting an Executive Order 
and a companion bill transferring the business license pro­
gram from the Department of Revenue to the Department of 
Commerce and Economic Development. At the present time, 
businesses frequently must obtain licenses from both depart­
ments. The Executive Order will consolidate thesp licensing 
functions in one agency, making for greater administrative 
efficiency and, of even greater importance, better service 
to the public.

The Order simply transfers the business license program 
(AS 43.70) from the Department of Revenue to the Department 
of Commerce and Economic Development, by defining "commis­
sioner" and "department" for purposes of that chapter as the 
commissioner of commerce and economic development and the 
Department of Commerce and Economic Development (secs. 5 and 
6 of the Order), respectively, adding this authority to the 
duties of the Department of Commerce and Economic Develop­
ment (sec. 7 of the Order), and making necessary technical 
changes to other statutes.

Although the functions of the business license program are 
reassigned by the Executive Order, I am requesting your 
support of the accompanying bill in order to make the pro­
gram fit more easily within the current operations of the 
Department of Commerce and Economic Development, division of 
occupational licensing. Under the Order, current procedures 
and enforcement provisions must remain in effect. The bill 
will permit the division of occupational licensing to in­
stead use the current procedures and enforcement provisions 
used for occupational licenses by placing the business li­
cense program under AS 08.01. Sections 1 —  6 of the bill. 
The department will then issue biennial instead of annual 
business licenses (AS 08,01.!00(a); see secs. 7, 8, and 10 
of the bill), coordinated with any other licenses issued to 
the particular business, and use its own enforcement proce-
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dures under AS 08.01.102 —  08.01.105. Section 5 of the 
bill. The effective date of the bill is contingent upon the 
effective date of the Executive Order. Section 3 of the 
bill also makes an incidental correction, deleting a redun­
dant sentence that appears in AS 08.01.065(c) due to incon­
sistent amendments made by sec. 1, ch. 87, SLA 1987 and sec. 
5, ch. 94, SLA 1987 —  a correction also being proposed in 
the 1988 general revisor's bill.

The Department of Revenue presently administers a number of 
licensing and permitting programs in addition to the busi­
ness license program. Unlike the business license program, 
however, each of these other programs is administered in 
conjunction with a particular tax. Used in this manner, 
licensing activities are an effective tool in tax compliance 
efforts. Since che 1978 repeal of the business gross re­
ceipts tax, this has not been the case for the business li­
cense program, and there is no longer any reason to retain 
the program in the Department of Revenue. To better serve 
the public and to promote administrative efficiency in op­
erating this program, I ur< ecutive
Order and passage of the co
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SENATOR DICK ELIASON 
SITKA 

VICE CHAIRMAN

L abor and C ommerce C ommittee
SENATOR RICKUEHLING 

ANCHORAGE

SENATOR MIKE SZYMANSKI 
ANCHORAGE

January 15,1988

The Honorable Jan Faiks 
President of the Senate 
Alaska State Legislature 
P.O. Box V 
Juneau, AK 99811

Dear Senator Faiks:

The Laboi & Commerce Committee has reviewed Executive Order 68 - 
transferring the Alaska business license program (AS 43.70) from the 
Dept, of Revenue to the Dept, of Commerce and Economic Development- 
and finds no cause to oppose it.

Best Regards

TIM KELLY

P.O. BOX V. JUNEAU. AK 99811 (907)465-3822 P.O. BOX 210001. ANCHORAGE, AK 99521 (907)278-3284



OFFICIAL BUSINESS

Senate
Office of tf)e ikecretarp P.O. BOX V 

CAPITOL BUILDING 
JUNEAU. ALASKA 99811

January 11, 1988

MEMORANDUM

TO: Senator Kelly, Chairman
Labor and Commerce

FROM: tvj ̂ Nancy Quinto
Secretary of the Senate

RE: Executive Order No. 68

The President has referred Executive Order No. 68 
(transferring the Alaska business license program (AS 43.70) 
from the Department of Revenv to the Department of Commerce 
and Economic Development).

Section 23, Article III of the Constitution states:

The governor may make changes in the organization 
of the executive branch or in the assignment of 
functions among its units which he considers 
necessary for efficient administration. Where 
these changes require the force of law, they 
shall be set forth in executive orders. The 
legislature shall have sixty days of a regular 
session, or a full session if of shorter 
duration, to disapprove these executive orders.
Unless disapproved by resolution concurred in by 
a majority of the members in joint session, 
these orders become effective at a date thereafter 
to be designated by the governor.

Attachment

a
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January 11, 1988

The Honorable Jan Faiks 
President of the Senate 
Alaska State Legislature 
P.O. Box V 
Juneau, AK 99811

Dear Senator Faiks:

Under the authority of art. Ill, secs. 18 and 23, of the 
Alaska Constitution, I am transmitting an Executive Order 
and a companion bill transferring the business license pro­
gram from the Department of Revenue to the Department of 
Commerce and Economic Development. At the present time, 
businesses frequently must obtain licenses from both depart­
ments. The Executive Order will consolidate these licensing 
functions in one agency, making for greater administrative 
efficiency and, of even greater importance, better service 
to the public.

The Order simply transfers the business license program 
(AS 43.70) from the Department of Revenue to the Department 
of Commerce and Economic Development, by defining "commis­
sioner" and "department" for purposes of that chapter as the 
commissioner of commerce and economic development and the 
Department of Commerce and Economic Development (secs. 5 and 
6 of the Order), respectively, adding this authority to the 
duties of the Department of Commerce and Economic Develop­
ment (sec. 7 of the Order), and making necessary technical 
changes to other statutes.

Although the functions of the business license program are 
reassigned by the Executive Order, I am requesting your 
support of the accompanying bill in order to make the pro­
gram fit more easily within the current operations of the 
Department of Commerce and Economic Development, division of 
occupational licensing. Under the Order, current procedures 
and enforcement provisions must remain in effect. The bill 
will permit the division of occupational licensing to in­
stead use the current procedures and enforcement provisions 
used for occupational licenses by placing the business li­
cense program under AS 08.01. Sections 1 —  6 of the bill. 
The department will then issue biennial instead of annual 
business licenses (AS 08.01.100(a); see secs. 7, 8, and 10 
of the bill), coordinated with any other licenses issued to 
the particular business, and use its own enforcement proce-
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dures under AS 08.01.102 —  08.01.105. Section 5 of the 
bill. The effective date of the bill is contingent upon the 
effective date of the Executive Order. Section 3 of the 
bill also makes an incidental correction, deleting a redun­
dant sentence that appears in AS 08.01.065(c) due to incon­
sistent amendments made by sec. 1, ch. 87, SLA 1987 and sec. 
5. ch. 94, SLA 1987 —  a correction also being proposed in 
the 1988 general revisor's bill.

The Department of Revenue presently administers a number of 
licensing and permitting programs in addition to the busi­
ness license program. Unlike the business license program, 
however, each of these other programs is administered in 
conjunction with a particular tax. Used in this manner, 
licensing activities are an effective tool in tax compliance 
efforts. Since the 19" 8 repeal of the business gross re­
ceipts tax, this has not been the case for the business li­
cense program, and there is no longer any reason to retain 
the program in the Department of Revenue. To better serve 
the public and to promote administrative efficiency in op­
erating this program, I ur ecutive
Order and passage of the co
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ALASKA COMMERCIAL PISHING & AGRICULTURE BANK

Executive Message_____

Elsewhere in this 1985 Annual R epo rt is a p resentation 
o f Touche Ross & Co.'s re o o rt  on its exam ination o f CFAB's 
financial statements fo r the years ended D ecem ber 3 1. 
1984 , and D ecem ber 31 . 1985 . That re p o rt is w orthy o f 
som e carefu l scrutiny by mem bers.

Num bers tend to be boring fo r all o f  us. However, 
since CFAB is a financial institution there  is much abou t it 
which is best expressed by numbers. We th e re fo re  invite 
you r a ttention to  som e o f those num bers and the m atters 
they rep resent.

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

expressed by numbers.

During 1985 . CFAB’s tota l assets were reduced by 
abou t S 3 4 .5 5 7 .0 0 0 . W hile this rep resen ted  a reduction o f 
a ll c lasses o f assets generally , m ost o f  it was concentrated

in a few areas. Early in the year, S 5 ,6 2 8 .0 0 0  o f p roceed s 
from  maturing certificates o f d eposit were used to  reduce 
CFAB's borrow ings and . th e re fo re , its net in terest ex­
pense. A nothe r S 1 ,0 2 1.0 0 0  o f the net reduction was in 
CFAB’s accrued interest receivab le on loans: this was es­
sentia lly the e ffect o f reduced loan volume.

The la rg e s t s ing le  c om p on e n t o f th e  re d u c tio n . 
S 2 6 .9 9 3 .0 0 0 . was in CFAB's net loans outstanding. The 
com position  o f that num ber is significant, since CFAB's 
loan p o rtfo lio  consists o f two general g roups o f  loan s — 
"ea rn ing " and "non-earn ing ." (The la tte r is re fe rred  to  by 
accountants as "non -accrua l" ). An earn ing loan is o n e  on 
which a ll paym ent term s have been m et and a re  antici­
pated to  continue to  be  met. A non-earn ing loan , on  the 
o th e r hand, is one  on which a contractual paym ent is 
de linquen t by 9 0  days o r  m o re  and /o r which CFAB's m an­
agem ent has reason to  be lieve rep resents a continuing 
and serious p rob le  i .

The changes within and betw een those two general 
g roups rep resen t significant p rog ress fo r CFAB during 
1985 . They a re  re fe rred  to  in NOTE B to the financial 
statem ents and a re  shown be low :

December 31. 1985 December 31. 1984 Change
Earning L o a n s   S 5 0 .2 8 3 .5 9 I S 6 2 .8 2 7 .2 I7  S (12 .5 4 3 .6 2 6 )
Non-Earning Loan s  1 5 .6 5 3 .3 4 5  3 1 .9 7 9 .4 4 6  (1 6 .3 2 6 .1 0 1 )

G ross L o a n s ................................. 565 ,936 ,936  S 94 .8 0 6 .6 6 3  5 (2 8 .8 6 9 .7 2 7 )
Loan Loss A llow an ce   (3 .441 .130 ) (5 .3 1 7 .6 2 1 ) i . 8 76 ,4 91

Net L oan s ......................................  S62,495 .806  S89 .489 .042 S (26 .993 .236)
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ate. both for participants and fo r their lenders.

/iat is in the future for CFAB and its 
borrower-owners?

f  • 1 J.- ■'

How do  cred it and liquidity p rob lem s get reso lved? 
W hat is in the futu re fo r CFAB and its borrow er-ow ners? 
The first question is easier to add ress than the second. 
There is rea lly  on ly  on e  genera l strategy availab le to  a 
lende r con fron ted  by a la rge num ber o f non -perfo rm ir.g  
loan accounts: A carefu l, ob jective , one-by-one analysis 
resulting in an estab lishm ent o f p rio rities and the devel­
opm en t o f a specific strategy fo r each account. That in 
itself is a time-consum ing process. The corrective action, 
assum ing one  is deve loped  in a particu la r case, usually 
takes tim e a lso  — if a b o rrow e r has cash read ily  availab le , 
the loan presum ab ly would no t be in defau lt in the first 
place! Even in those instances in which fo rec losu re  is the 
on ly  logical a lte rnative , the realities o f the legal p rocess 
involve ex trao rd inary  de lays. We are  p leased , within that 
context, to rep o rt the results o f 1985 with respect to non­
earning loans. Those resu lts r e f le a  unusual and ded i­
cated e ffo rt by every single m em ber o f CFAB's staff.

I" IT  our directors, management, and staff 
1  are totally committed...

CFAB's future is a sub jea  much more difficult to express 
with definition. Your d ire ao rs . management, and staff are 
totally committed to struauring and operating CFAB to meet 
the construaive needs and demand o f its mandated mar­
kets. However. CFAB really cannot influence the extent o r 
nature o f those markets. The Alaska commercial fishing, agri­
culture. and timber industries are each a ffe aed  — often dra­
matically — by a broad range o f external, uncontrollable, 
and often unforeseeable fa ao rs . Each o f them is an industry 
which requires major commitments o f capital, either owned 
o r borrowed, but in which financial and operational stability 
over an extended period is an exception rather than a norm. 
An individual operator, and his ability to service an obliga­
tion incurred years earlier, can be severely and detrimentally 
impaaed by uncontrollable fa ao rs . As an example, the ra­
tional business decisions by a couple o f processors in a given 
area to not operate in a particular season can totally elimi­
nate what has been a reliable market opportunity fo r dozens 
o f fishermen. That is a difficult environment in which to oper-

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

ary new debt for the 1986 season.
I ■-■ --• ■

As this message is written in the early spring o f 1986. the 
immediate future seems to hold special challenges fo r CFAB 
in its quest for sound growth, especially in commercial fish­
ing. The outlook for certain species and certain products is 
questionable, and there are indications that a number o f 
processing plants will not operate. The cost and availability 
o f insurance has become a major prob lem  for many opera­
tors. In addition, and as discussed earlier. CFAB's financial 
circumstances require that its interest rates be maintained at 
a level higher than those offered > some applicants by some 
other lenders. Realistically, and in spite o f the fa a  that 
CFAB's management is committed to positive progress in the 
institution's circumstances and effeaiveness. a member's 
overall interests are probab ly best served by avoiding unnec­
essary new debt for the 1986  season.

It is not unusual fo r CFAB members to visit with d ire ao rs  
o r with management and to compare CFAB's current terms 
and programs with those perceived to be widely o ffered by 
other institutions. Indeed, within CFAB itself we often lapse 
into discussions about "the competition." The facts are. how­
ever. that CFAB is unique: that there is no true competi .on. 
There is no o ther private lender committed and mandated 
to exclusively serve the commercial fishing, agriculture, and 
timber industries in Alaska. There are o ther lenders which 
have, in the interests o f diversification and corporate respon­
sibility. committed a p o rtion  o f their lending capacities to 
those industries o r to segments o f tl.em . The basic respon­
sibilities o f those lender's managements, however, are to 
P 'O tea and enhance the interests o f their owners and. in 
some instances, their depositors. Accordingly, loan programs 
and terms are struaured to a ttra a  and accommodate the 
most stable industry participants.



O f the S I 6 .3 2 6 .0 0 0  reduction in rion-earning loans, 
abou t S 3 .4 8 6 .0 0 0  was charged to CFAB's a llowance fo r 
loan losses. M ost o f those losses had been recognized by 
estab lishm ent o f an a llow ance p rio r to D ecem ber 31 . 
1984. so the re  was no significant impact on  CFAB's ba l­
ance sheet o r  on its 1985 operating statement. The re­
maining S I 2 .8 4 0 .0 0 0  o f the reduction in non-earning 
loans represents , in genera l, e ithe r la) co llection o f actual 
cash o r  lb ) m odification o r  restructuring o f individual 
loans to an extent a t which futu re perfo rm ance can rea­
sonab ly  be expected . This is o f  g reat im portance to CFAB 
and its bo rrow er-ow ners . since the effect is to enhance 
CFAB's net interest earnings by abou t S I . 5 m illion on  an 
annualized basis.

C FAB reduced its interest-bearing obli­
g a tion  to the Spokane Bank for 
Cooperatives bij $32,306,000.

Som e fu rthe r insight into the effect o f 1983  d eve lop ­
ments may be gained a lso  by noting the reduction in 
CFAB's liabilities. In particu lar, and as discussed in NOTE 
D to the financial statements. CFAB reduced its interest- 
bearing ob ligations to the Spokane Bank fo r C oope ra ­
tives by S 3 2 .3 0 6 .0 0 0 . Again because CFAB is a financial 
institution, the re  is p rob ab ly  no m ore re liab le  ind icator o f 
its immediate and short-te rm  health than the re lationship 
between its interest-earn ing assets and its in terest-bear­
ing ob ligations. The contrast betw een the respective 
year-ends shou ld be encouraging to CFAB's borrow er- 
owners:

December 31 .  1 9 8 5  December 3 1 .  1 9 8 4

Certificates o f
Deposit  S 3 . 2 0 0 . 0 0 0  S 3.827.365

Earning L oan s .. .  5 0 . 2 8 3 . 5 9 1  62.327.217
Total Earning

Assets.................  S 5 3 . 4 8 3 . 5 9 1  S71.655.082
Interest-Bearing 

Obligations.. . .  1 4 8 . 2 6 8 . 2 9 4 )  180.574.285)
Net i Deficit)

Earning Assets. S 5 . 2 1 5 . 2 9 7  S 1 8 . 9 1 9 . 2 0 3 )

A nother (tig factor was a $391,000 re­
daction in basic operating expenses.

The shift illustrated above took p lace over the 12- 
rnonth pe riod . The effects o f the shift will be transm it.ed 
to CFAB's statem ent o f ope ra tion s 'its "p ro fit and loss 
sta tem ent") ove r an even longe r period  o f time. Never­
theless. there  was a dram atic im provem ent in CFAB's net 
operating results — from  a 5 9 .9 7 8 .0 0 0  loss in 1984 to 
m odest net revenues o f SI 14 .00 0  in 1985. a positive dif­
fe rence o f abou t S I 0 .0 9 2 .0 0 0 . Most o f that d iffe rence 
can be found in the reduced provision fo r loan losses: 
there  were very few m a jo r new loan losses p ro jec ted  du r­
ing 19 8 5 . A nother big factor was a S 3 9 1 .0 0 0  reduction in 
basic op e ra tin g  expenses . Fo r the fou r yea rs 1981 
through 1984 CFAB's annual operating expenses had av­
eraged abou t S3 .2 m illion. It was a challenge to achieve a 
significant reduction: many cost-reduction actions had a 
one-tim e cost by them selves, and m ost were in e ffect fo r 
on ly  a few months o f 1985. We are  striving fo r a fu rther 
reduction o f S 500 .C 30  to S 6 0 0 .0 0 0  o f operating expenses 
during 1986 .

The net resu lt o f  1985 ope ra tion s , as m entioned 
above , was a margin o f SI 14 .187 . The Board  o f D irec­
tors . in accordance with CFAB's by-laws, app lied  that 
am ount to reduce the unallocated and undistributed pa­
tronage loss remaining from  1984 opera tion s.

A yea r ago. when CFAB's 1984 Annual R eport was p re ­
pared , the 1985 financial ou tlo ok  was uncertain at best. It 
is m ore p leasant, certainly, to be ab le  to re p o rt a reversa l 
o f trend s and that a d eg ree  o f s tab ility  has been  
achieved. Neverthe less, a co re  o f difficu lt p rob lem s re­
mains and must be dea lt with. Borrower-owners' interests 
continue to be impaired, and the fact that la t least at 
year-end l CFAB is not earning o r collecting interest on 
nearly  24 percen t o f its loans means that perfo rm ing b o r­
rowers have been unable yet to receive the benefit o f 
interest rates which a re  genera lly  trending downward.

CFAB's d irectors, management, and staff share with 
bo rrow er-ow ners the frustrations o f bearing the burdens 
im posed by a re lative handfu l o f non -perfo rm ing loan ac­
counts. W hile CFAB's non-earning loans total nearly 24 
percent o f its loan p o rtfo lio  in do lla rs , they involve on ly  
nine percen t o r its tota l loans oy num oerl

3



ALASKA COMMERCIAL FISHING & AGRICULTURE BANK

1985 Loan Activity & Economic Impact

CFAB's founding statute requ ires that its annual rep o rt 
include ’ ’...a descrip tion o f the bank's lo a "  activity du^ng 
the pe riod ...”  as well as " ...a r analysis o f econom ic and 
o th e r e ffects o f loan  decisions on the s ta tes comm ercia l 
fishing and agricu lture industries..."

As shown in CFAB's financial statements and as dis­
cussed in the Executive Message, there was a significant 
dec line in the to ta l loan d o lla rs  outstanding during 1985 . 
Loan ba lances to ta led  abou t S 65 .9  m illion on D ecem ber 
31 . 1985 : a year e a rlie r that total had been abou t S 94 .8  
m illion.

That com parison suggests c learly, and accurately, that 
much o f CFAB's 19 85  activity was focused on the liquida­
tion o f non -perfo rm ing loans and on the reso lu tion o f 
o th e r loan p rob lem s. In add ition , the genera l decline in 
interest rates o ffe red  by som e o th e r financial institutions 
during 1985 attracted a num ber o f CFAB's b o rrow ers 
whose financial circumstances would perm it re-financing 
by those institutions.

A lthough the re  were significant net reductions in both 
the num bers and am ounts o f loans outstanding, CFAB did 
continue to  be responsive to the constructive financing 
needs o f both new app licants and existing borrow ers . 
CFAB m ade 83 new loans during 1985 : 4 0  o f them , to ta l­
ing S 3 .1 m illion, w ere to new m em bers while the rem ain­
der. tota ling S I . 2 m illion, w ere to  existing m em bers.

CFAB continues to  be o f special im portance to individ­
ual partic ipants o f the commercia l fishing industry. It is 
that genera l segm ent o f the industry which appears  to 
have the m ost lim ited access to a lte rnative sources o f fi­
nancing. A large p a rt - over 6 0  percen t - o f the net reduc­

tion in CFAB's year-end loan vo lum es was in the fish p roc ­
essing po rtion  o f the  industry. The resulting shift in the 
com position o f CFAB's loan p o rtfo lio  is shown be low .

Despite the language o f the statute m en tioned earlier, 
it would be speculative and pe rhaps p reten tious to assert 
that CFAB's loan decisions have a m a jo r e ffec t on its m an­
dated industries in tota l. Those industries a re  based  on 
massive amounts o f capital, both b o rrow ed  and invested: 
their partic ipants a re  g loba lly  based : and the ir cond itions 
and trends a re  in fluenced by mult;t jd in o u s  factors. It is 
doubtfu l that CFAB's activities, o r the activities o f  any 
o th e r singie financial institution, exert much in fluence on 
deve lopm ents in those  industries.

On the o th e r hand, it is c lea r that CFAB's p resence and 
decisions have a significant and continuing e ffect on 
m em bers o f those industries, w hether they a re  individ­
uals o r co rpo ra tion s. Each new loan  action by CFAB es­
tab lishes a means w hereby an A laskan individual o r  co r­
po ra tion  may partic ipate m ore effectively in the fishing, 
agricu lture, o r  tim ber industry. In add ition to the d irect 
impact on the borrow er, the re  is a cumulative e ffec t on 
the Alaska communities in which the particu la r industry is 
concentrated . This :i  especia lly true o f the commercia l 
fishing industry. For example. CFAB has 168 m em bers in 
the C ordova/P rince W illiam  Sound ar^a. 183 in the 
Homer/Kenai Peninsula area , and 98  in the Dillingham/ 
B risto l Bay area . There a re  num erous o th e r concen tra ­
tions th roughout the state. W hile CFAB bases its loan  de ­
c is ion s  s tr ic t ly  on  an o b je c t iv e  e v a lu a tio n  o f  th e  
creditw orth iness o f the individual borrow er/app lican t, it 
seem s reasonab le  to  conclude that the collective impact 
o f those decisions has enhanced the stability o f loca l par­
ticipation in the industries.

Fishing___
iVesselsi 
47.1 %

Fishing 
lOtherl 
11.0%___

Fish______
Processors 
19 . 5 %
Timber &_ 
Agriculture
22 .4  %

Fishing 
IVesselsi 

4 4 . 1 %
Fishing
lOtherl

9 . 2 %
Timber & 

Agriculture
8 . 4 %
Fish 

Processors 
2 8 . 3 %
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W e take pride in being a part o f the 
Alaska financial community as a

whole.

CFAB's pu rposes and ob jectives a re  considerab ly d if­
ferent. CFAB has no a lte rnative markets fo r its services. It 
must strive to  attract a b road  cross-section o f each o f the 
industries it serves. W hile it must avoid the m ore specula­
tive loan p rop osa ls  p resen ted  to it. CFAB cannot on the 
o th e r hand structure its p rog ram s and policies to fit on ly  
those app licants who d o  have o th e r financing a lte rna ­
tives. We have a high regard  fo r o th e r lenders and the 
services they p rov ide ; we coop e ra te  and participate with 
o th e r lende rs  w henever app rop ria te ; and we take p ride 
in being a p a rt o f the A laska financial community as a 
whole. However, we a re  convinced that success fo r CFAB 
— no m atter what standards may be used to measure 
that success — can be  achieved on ly  through constant 
and realistic evaluation o f its own capabilities and o f the 
viability o f its b o rrow er/m em bers . Emulation o f o th e r in­
stitutions. o r  pursu it o f ob jectives whose on ly  merits are  
p opu la r and tem po ra ry  appea l, a re  courses that have 
proven them selves unsuitab le a t best.

During 1985 CFAB’s foundations were strengthened , 
its structural w eaknesses w ere add ressed , and a frame­
work fo r m o re  effective and meaningful service to  b o r­
rower-owners was estab lished . Many o f those  actions had 
an immediate and high level o f visibility, while o th e rs  will 
attain significance ove r a p e riod  o f  time. Som e o f the 
m ore im portan t events o r  actions were:

•  The c losu re o f reg iona l service offices in Cordova. 
Homer. Ketchikan, and  Kodiak.

• The deve lopm en t o f a d iffe ren tia l interest rate p ro ­
gram . under which unusually creditw orthy bo rrow ­
e rs may be o ffe re d  low er in terest rates.

• Introduction o f a new Class B P re fe rred  Stock p ro ­
gram . effective January I . 1986 . which p rovides fo r 
an ir /estm ent o f genuine risk capital by CFAB's b o r­
rower-owners.

• A dete rm ined and ongoing e ffo rt to perm anently 
reduce and b e tte r con tro l CFAB's basic overhead 
expenses.

•  E lim ination o f a lloca ted  patronage credits from  ea r­
lie r year's ope ra tion s , reducing the am ount o f the

1984 loss carried  on CFAB's books . W hile this ap ­
pea red  on  the surface to be destructive to the in ter­
ests o f the ho lde rs  o f those credits, the action actu ­
a lly  c reated opportun ities fo r those m em bers to 
realize cash benefits from  an asset o f undete rm ina­
b le  value with the extent o f the benefit depend ing 
upon the members' respective Federa l incom e tax 
situations.

•  Estab lishment o f a m odified level paym ent p rog ram  
fo r many kinds o f loans, enab ling b o rrow e rs  to 
make m ore  re liab le  provisions fo r cash requ ire ­
ments.

• A special, one-tim e, a rrangem en t fo r a p ro fessiona l 
qualitative review and analysis o f CFAB's tota l loan 
p o rtfo lio  by the State o f A laska's bank exam iners.

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

A majo. d isappoin tm ent during 1985 was the failure to 
achieve a quorum  a t CFAB's annual meeting. O ur conclu­
sion has been that the failure was due not to apathy on 
the p a rt o f m em bers, bu t ra the r to the difficu lty and ex­
pense fo r m em bers th roughou t A laska to a ttend  an an­
nual meeting a t a single location . Accordingly, the B oa rd  
o f D irectors has decided  to ho ld CFAB's 1986 annual 
meeting in th ree sessions, with app rop ria te  recesses, and 
a t th ree d iffe ren t locations; O c tobe r 9  at Ketchikan. O cto ­
b e r 11 at Anchorage, and O c tobe r 13 at C ordova . We 
urge you to m ark the app rop ria te  da te  on you r ca lendar 
now. Fu rtherm ore , due to  a coincidence o f events in 19 85  
and ea rly  1986 , it is necessary that a ll fiv e  o f CFAB's 
e lected d irec to r positions be sub ject to  e lection in i 9 8 6 . 
The nom ination process fo r d irec to r cand idates will begin 
in m id -1986 . and it is vita lly im portan t that each CFAB 
m em ber take an interest, and play an active ro le , in the 
e lection o f qualified d ire a o rs .
Paul A. H uppert

Chairman. B oa rd  o f D irectors 

Edward E. C rane 

President



ALASKA COMMERCIAL FISHING fr AGRICULTURE BANK

Balance Sheets

December 31,

1985 1984
Assets

C a s h .....................................................................................................................................................................................  S 106 ,773 5 1 2 3 .3 3 !
Certificates o f d e p o s it ...............................................................................................   3 ,2 0 0 ,0 0 0  8 ,8 2 7 .8 6 5
Loans, net o f  a llow ance fo r loan  losses o f 5 3 ,4 4 1 ,1 3 0

and $ 5 .3 1 7 .6 2 1 ....................................................................................................................................................  6 2 ,4 9 5 .8 0 6  8 9 .4 8 9 .0 4 2
Accrued in te rest rece ivab le :

Certificates o f d e p o s it ......................................................................................................................................  4 4 ,1 4 4  1 1 2 .3 0 6
L o a n s   2 ,0 71 ,2 0 2  3 .0 9 2 .6 2 9

Investm ent in Sp okan e  Bank fo r  C o op e ra t iv e s   5 .2 52 ,423  4 .7 3 8 ,7 3 4
Bank prem ises, fu rn itu re and equ ipm ent, n e t   4 71 ,5 03  6 48 ,2 3 1
Acquired assets he ld  fo r  r e s a le ......................................................................................................................... 1 ,6 0 6 ,1 6 4  2 .3 6 1 .3 0 5
O the r a s se ts  , .................................................................................................................................................. 90 ,5 63  5 0 2 .0 4 8

5 73 .3 38 .5 7 8  5 109 ,895 ,491

Liabilities

Accounts payab le  and  accrued expenses 
Accrued in te rest p ayab le  
N otes p ayab le

Comm itments and Contingent Liabilities (N o te  H)

5 3 08 .016
4 16 ,7 80  

48 ,2 6 8 ,2 9 4
4 8 .9 9 3 ,0 9 0

3 7 2 .0 1 6
2 .3 6 9 ,8 5 3

8 0 ,5 7 4 .2 8 5
8 3 .3 1 6 ,1 5 4

Capital and Patronage Earnings 

Share capital —

Class C special p re fe r re d  stock. 5 1 0 ,0 0 0  pa r va lue , au thorized
4 .0 0 0  shares, ou tstand ing 3 ,1 8 0  s h a re s ........................................................................................  31 ,8 00 .0 0 0

Class B p re fe rre d  stock. 5 1 0 0  p a r va lue , au thorized
4 0 0 .0 0 0  shares, ou tstand ing 6 5 ,8 4 5  and 9 5 ,1 7 7  sh a re s ....................................................... 6 ,5 8 4 ,5 0 0

Loans rece ivab le  on Class B p re fe rre d  s to c k .....................................................................................  (6 .5 84 ,500 )
Class A m em bersh ip  stock. 5 1 0  pa r va lue , au thorized

10 .0 0 0  shares, outstand ing 931 and 8 8 8  s h a re s ...................................................................  9 ,310
31 ,8 09 ,3 1 0

C Stock re tirem en t p o o l .........................................................................................................................................  92 ,152
Capital in excess o f p a r v a lu e ..............................................................................................................................  82 ,9 80
Contributed c a p ita l....................................................................................................................................................  144,626

32 ,1 29 ,0 68
A llocated und istributed pa tronage  ea rn in g s ................................................................................................  1 ,045 ,365
Unallocated und istributed p a tron age  lo s s ................................................................................................... (6 ,828 .945 )

2 6 .3 4 5 .4 8 8
575 ,338 .578

See notes to  financial sta tem ents

3 1 .8 0 0 .0 0 0

9 .5 1 7 .7 0 0
(9 .5 1 7 .7 0 0 )

 8 .8 8 0
3 1 .8 0 8 .8 8 0  

1 0 .2 6 0  
79.1 10 

1 44 .6 26
3 2 .0 4 2 .8 7 6
4 ,5 1 4 .2 3 7
(9 .9 7 7 .7 7 6 )

2 6 .5 7 9 .3 3 7
S109 .895 .491
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Touche Ross &  Co.

January 3 1, 1986

Board  o f D ire a o rs  
Alaska Comm ercia l Fishing and 

Agriculture Bank 
Anchorage. A laska

We have exam ined the balance sheets o f A laska Commercia l Fishing and Agriculture Bank as 
o f D ecem ber 31 . 1985 and 1984. and the re la ted statements o f ope ra tion s, changes in capital 
and a llocated /una llocated  undistributed patronage earnings (loss), and changes in financial pos i­
tion fo r the years then ended . O ur exam inations were m ade in accordance with genera lly ac­
cepted auditing standards and. accordingly, included such tests o f the accounting records and 
such o th e r auditing p rocedu res as we considered  necessary in the circumstances.

In o u r op in ion , the financial statem ents re fe rred  to above p resen t fa irly the financial position 
o f A laska Commercia l Fishing and Agricu lture Bank as o f D ecem ber 31 . 1985  and 1984 . and the 
results o f its ope ra tion s and the changes in its financial position fo r the years then ended , in 
con fo rm ity  with genera lly  accepted accounting princip les app lied  on  a consistent basis.

Certified Public Accountants



u
ALASKA COMMERCIAL FISHING & AGRICULTURE BANK. ' ' • •• • . •Statements of Changes in Capital and AlloccA j. U ncdwca:

Patronage Earnings (Loss)

Balance. January 1. 1 9 8 4 ....................................................................
Issuance (redem ption ) o f stock during the year:

C lass B p re fe rre d  stock. 8 .6 5 5  shares, n e t .........................
C lass A stock, 6 0  s h a re s ...............................................................

C stock re tirem en t p oo l:
C lass B p re fe rre d  stock asse ssm en ts ......................................

Less: Assessm ents re c e iv a b le .................................................
Reduction in loans rece ivab le  on  Class B p re fe rred  stock 
Loan principal charged against a lloca ted  undistributed

p a t ro n a g e ................................................................................................
U na llocated  undistributed pa tronage  lo s s ................................
Ba lance. D ecem ber 31, 1984
Issuance {redem ption l o f stock during the year:

C lass B p re fe rred  stock. 2 9 3 .2 3 0  shares, n e t ...................
C lass A stock. 43  s h a re s .................................................................

R eduction in loans rece ivab le  on C lass B p re fe rred  stock 
C stock re tirem ent p oo l:

C lass B p re fe rred  stock assessm en ts ......................................
Less: Assessments re c e iv a b le .................................................

Loan principal charged against a llo ca ted  undistributed
pa tronage  ea rn in g s .............................................................................

U na llocated  undistributed pa tronage ea rn in g s ......................
A llocation to  una llocated undistributed patronage lo s s . .
Balance, December 31, 1985

S h a re
C ap ita l

5 ?  1.8 0 8 .2 5 0

ibo^ 500 i 
600

So 5 500

3 i .8 0 8 .8 6 0

12 J 3 3 .2 0 0 i 
4 3 0  

2 .0 3 3 .2 0 0

C Stock 
Re tirem en t 

Poo l 
5 —

!0 2cv

i. i
i 5 9 .5 0 o t

Cap ita l in 
E xcess O f 
P a r  V a lue

- L00

S 3 I .8 0 9 .3 I 0 S 9 2 .I5 2 S82.k 30
See  notes to  financial statem ents



Y e a r Ended D ecem b e r 3 1 .

In te re s t  Incom e:
1985 1984

In te re s t on  lo a n s ................................................................................................................................................. S I 0 .1 4 1 ,0 9 0 S 1 1 .9 9 2 .7 0 8
In te re s t on  certificates o f d e p o s it ............................................................................................................. 3 6 2 .7 6 7 9 1 8 .0 8 1

1 0 .5 0 3 .8 5 7 1 2 .9 1 0 .7 3 9

In te re s t  e x p e n s e ......................................................................................................................................................... 6 ,2 6 7 ,0 0 3 8 .3 8 6 .6 0 7
Loss o n  a s se ts  he ld  f o r  r e s a le ........................................................................................................................ 9 1 ,1 2 7 7 2 .3 5 6
P ro v is io n  f o r  lo an  lo s s e s ...................................................................................................................................... 1 .2 3 4 ,9 3 0 I 1 .2 4 1 .6 1 9

7 ,5 9 3 .0 6 0 19 70 0 .5 8 2
2 .9 1 0 .7 9 7 (6 .7 8 9 .7 9 3 )

O th e r E xp en se s :
S a la rie s  and b en e fits ......................................................................................................................................... 1 ,7 0 5 ,7 8 0 1 .785 .281
Occupancy e x p e n se ........................................................................................................................................... 2 5 2 .3 0 0 2 6 0 .5 4 4
O ffice  o p e ra t io n s ................................................................................................................................................. 1 2 6 ,7 1 7 2 0 1 .1 3 3
Advertising and p ro m o t io n ........................................................................................................................... 7 9 ,9 2 2 1 97 .1 82
T rave l. lodging and m e a ls ............................................................................................................................. 1 3 6 ,6 75 192 .661
D eprec ia tion  and am o rt iz a t io n ................................................................................................................... 1 6 0 ,2 7 9 1 80 .1 2 7
P ro fe ss iona l fe e s ................................................................................................................................................. 1 50 ,191 1 48 .6 54
T e leph one  and p o s ta g e ................................................................................................................................... 8 7 ,2 3 8 1 14 .774
D irec to rs ' fe e s ...................................................................................................................................................... 4 6 .9 5 4 7 1 .1 1 3
M isce llan eou s ......................................................................................................................................................... 5 0 .5 5 4 3 6 .5 1 4

2 .7 9 6 .6 1 0 3 .1 8 7 .9 8 3

U na lloca ted  undistributed pa tronage  earnings (una llocated  undistributed patronage
loss ) b e fo re  incom e tax expense and ex trao rd in a ry  c re d it .............................................. 1 1 4 .1 87 (9 .9 7 7 .7 7 6 )

Incom e tax e x p e n s e ...........................................................................................................................................
U na lloca ted  und istributed p a tron age  earnings (una llocated  undistributed

3 2 ,2 0 0

p a tron ag e  loss) b e fo re  ex trao rd in a ry  c re d it ............................................................................... 8 1 .9 8 7 (9 ,9 7 7 .7 7 6 )

E x trao rd ina ry  c red it — utilization o f  net operating loss c a rry fo rw a rd .................................
U na lloca ted  und istributed pa tronage  earnings

3 2 .2 0 0

(una lloca ted  und istribu ted patronage loss) (N ote G ) ............................................................
See no tes  to  financial sta tem ents

S 1 14 .1 8 7 S (9 .9 7 7 .7 7 6 )



Y e a r  Ended D e c em b e r 31 .
1985 198 4

S ou rc e  o f  Funds:
F rom  O pera tions —

A llocated und istributed patronage earnings
(una llocated und istribu ted patronage lo s s l .................................................................. . . . .  S 1 14 ,1 87 S (9 .9 :7 .7 7 6 1

Items no t requ iring the use o f funds:
D ep rec ia tion  and am o rtiz a tio n ............................................................................................ 1 6 0 ,2 7 9 ISO. 127
P rov is ion fo r  loan  lo s s ............................................................................................................. 1 ,2 3 4 ,9 3 0 1 1 .2 4 1 .6 1 9
Gain on  sa le  o f a s s e ts ................................................................................................................ (8391

Funds p rov id ed  from  o p e ra t io n s ................................................................................................................ 1 ,5 0 8 ,5 5 7 1 .4 4 3 .9 7 0
Net p roceed s  from  sa le o f a s s e ts ................................................................................................................ 2 0 ,9 2 4
Net p roceed s  from  stock issuance ............................................................................................................. 4 .3 0 0 6 .0 0 0
D ecrease in c a sh ................................................................................................................................................... . . 1 6 .5 5 8 5 6 8 .9 4 5
Decrease in certificates o f d e p o s it ............................................................................................................. . . 5 ,6 2 7 .8 6 5
D ecrease in acqu ired assets he ld fo r re s a le .......................................................................................... 7 5 5 ,1 4 1
D ecrease  in lo a n s ................................................................................................................................................. . . 2 8 ,8 6 9 .7 2 7 P .8 0 0 .3 4 9
D ecrease  in o th e r a s se ts ................................................................................................................................... 4 1 1 ,4 8 5
D ecrease in accrued in te rest re c e iv a b le .................................................................................................. 1 .0 8 9 .5 8 9 2 .6 3 4 .4 2 6
Increase in accrued in terest p a v a b le ........................................................................................................ 2 4 4 .7 6 9
Increase in notes p a v a b ie ................................................................................................................................. 1 .1 6 7 .9 1 7
Increase in C lass B p re fe rre d  stock assessm ents, n e t .................................................................... 8 1 ,8 9 2 10 .260

S 3 8 .3 8 6 .0 3 8 S 1 4 .8V 6 .6 3 6

U se o f  Funds:
Loans charged o ff. net o f re c o v e r ie s ................................................................................................ . . . S 3 .1 1 1 ,4 2 0 S 1 0 .0 6 3 .5 3 4
Loan principal charged against a lloca ted  undistributed pa tronage e a rn in g s ........... 4 3 4 .2 2 8 2 50 .6 81
Increase in certificates o f d e p o s it ........................................................................................................ 8 2 7 .8 6 5
Increase in investm ent in Spokane

Bank fo r C o op e ra t iv e s ........................................................................................................................ 5 1 3 .6 8 9 1 .030 .091
Increase in bank p rem ises, fu rn itu re and equ ipm en t............................................................... 3 .6 3 7 1 06 .4 00
Increase in acqu ired assets he ld fo r re s a le .................................................................................. 2 .1 4 8 .8 1 3
Increase in o th e r a s se ts .............................................................................................................................. 2 7 5 .6 4 4
D ecrease in accounts p ayab le  and accrued e xp en se s ............................................................ 6 4 ,0 0 0 1 31 .3 48
D ecrease  in accrued in te rest p a y a b le ................................................................................................ 1 ,9 5 3 .0 7 3
D ecrease in notes p a y a b le ..................................................................................................................... . . .  3 2 ,3 0 5 .9 9 1
D ecrease  in pa tronage d iv idend p a y a b le ....................................................................................... 4 2 ,2 6 0

S 3 8 .3 8 6 .0 3 8 S 1 4 .8 7 6 .6 3 6
See notes to  financial statem ents



C on trib u ted
C ap ita l

S I 44  6 2 6

144 .6 26

S 144 .626

A llo ca ted
U nd is tr ib u ted

P a tro n ag e
Earn ings

$ 4 .7 6 4 .9 1 8

(2 5 0 .6 8 1 )

4 .5 1 4 .2 3 7

(4 3 4 .2 2 8 )

(3 .0 3 4 .6 4 4 ) 
S I ,045 .365

U na llo c a ted
U nd is tr ib u ted

P a tro n a g e
Ea rn ing s
$ -

1 14 ,1 87  
(1 1 4 .1 8 7 )
$ -

U n a llo c a te d
U nd is tr ib u ted

P a tro n a g e
Loss

S -

(9 .9 7 7 .7 7 6 )
(9 .9 7 7 .7 7 6 )

3 .1 48 .8 31  
S (6 ,828 .945 )

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

1865 .500 )
6.000

8 9 .5 0 7
(7 9 .2 4 7 )

8 6 5 .5 0 0

(2 5 0 .6 8 1 )
(9 .9 7 7 .7 7 6 )
2 6 .5 7 9 .3 3 7

(2 .9 3 3 .2 0 0 )
4 .3 0 0

2 ,9 3 3 .2 0 0

1 71 ,3 98
(8 9 ,5 0 6 )

(4 3 4 .2 2 8 )
1 14 .1 87

S26 .345 .488



Notes to Financial Statements continued

'

Activity in the allowance for loan losses is as follows:
 December 31._______

1985 1984
Balance at beginning

of yea r.......................................  S 5 .317.621 S 4 .139 .536
Charged to expense......................  1 ,234 .929 1 1 . 2 4 1 , 6 1 9
Recoveries on loans

previously charged o f f   374 .889 4 7 0 . 0 9 3
6 .927 ,439  1 5 . 8 5 1 . 2 4 8

Loans charged o f f ........................... (3 .486 .309 ) ( 1 0 . 5 3 3 . 6 2 7 )
Balance at end o f yea r  S 3 .441 .130 S 5.317.621

CFAB serves the financial needs o f the commercial fishing 
and agricu ltu ra l industries in the S ta te  o f A laska. These in­
dustries a re  sub ject to  seasona l and cyclical fluctuations 
which cou ld a ffect the borrow ers' ability to  repay  loans on 
a tim ely basis.
Related Party Loans: In the ordinary' course o f business. CFAB

makes loans to  m em bers who se rve on  CFAB's B oa rd  o f 
D irec to rs . Loans to  m em bers who se rve  on the B oa rd  o f 
D irec to rs  must be app roved  by the SBC. Tota l loans to
these m em bers w ere S I . 6 13 .3 7 8  and 5 3 .1 8 2 ,7 9 4  in 1985
and 1984 . respective ly .

Note C — Bank Prem ises. Fu rn itu re And Equipment:

The fo llow ing  rep re sen ts  a c lassification o f bank 
p rem ises , fu rn itu re  and equ ipm ent by m a jo r ca tegory :

December 31.
1985 1984

Furniture, fixtures and
equipment..........................................S 889 ,432  S 9 7 6 , 2 0 3

Leasehold improvements.......................  147,202 1 4 7 . 2 0 2
1.036.634 1 .1 2 3 . 4 0 5

Less accumulated depreciation
and amortization.............................. (5 65 .131 ) 1475.1741

S 471 .503 S 648.231

Note D — Notes Payab le :

Notes p ayab le  consisted o f the fo llow ing :
December 31.

1985 1984
Spokane Bank fo r C oopera tives (SBC) seasona l loan , cred it line o f  S 2 9 .0 0 0 .0 0 0  ex­

piring on April 1. 1986, bearing interest a t 10 .25%  at D ecem ber 31 . 1985
(in terest paid qua rte rly  based upon floating ra te s ) .......................................................................  S 1.020 .081 5 1 5 ,5 3 5 ,0 0 0

SBC matched funds short-te rm  notes with in terest rates ranging from  8 .7%  to
9 .1%  maturing at various dates in 1 9 8 6 ............................................................................................. 19 .200 .000  3 5 .0 0 0 ,0 0 0

SBC long-term  notes including matched funds with in terest rates ranging from
10 .544%  to  11 .75%  maturing a t va rious dates to  January, 1 9 9 3   28 ,0 0 0 ,0 0 0  3 0 .0 0 0 .0 0 0

O ther notes p ayab le  and capita lized equ ipm ent leases with various in te rest ra tes
and maturity d a te s ...........................................................................................................................................  48 .213  3 9 .2 8 5

S48 .268 .294  S80 .574 .285
The loans a re  secu red  by substantia lly all CFAB assets



ALASKA COMMERCIAL FISHING & AGRICULTURE BANK

Notes to Financial Statements

Note A — Summary o f Significant Accounting Policies:

Operations: The Alaska Commercial Fishing and Agriculture Bank 
ICFAB) was incorporated on May 4. 1979 to p rom ote growth 
o f Alaska agriculture and fishing by pro' iding debt financing 
to resident-owned businesses engaged in harvesting, process­
ing o r marketing, and to prom ote its own grow th as a strong 
user-oriented institution through cooperative ownership and 
self-governance.

CCAB is a cooperative corporation  and intends to refund 
any a llocated undistributed patronage earnings at such time 
as the Board o f D irectors finds that the financial condition o f 
CFAB will so perm it.

Income taxes: Amounts provided fo r income tax expense are  
based on earnings reported fo r financial statement purposes, 
rather than on the taxable income shown on the co rpora te  
income tax return. These amounts may differ because certain 
items a re  recorded as income o r expense >n differen t years 
fo r financial statement and tax return purposes.

CFAB uses the flow-through method o f accounting fo r in­
vestment tax credits, which results in a reduction o f income 
taxes in the year credits a re  utilized. That portion o f invest­
ment tax credit not utilized in any year is not available fo r car­
ryforward to a cooperative organization.

Reclassifications: Certain reclassifications have been made to  the 
1984 financial statements to conform  with 1985 presentation.

Interest on loans: The accrual o f income on loans is discontinued 
when interest o r principal is contractually past due m ore than 
90  days.

Patronage dividends: Patronage dividends received from Spokane 
Bank fo r Cooperatives (SBC), o f which CFAB is a member, 
reduce interest expense to SBC in the year declared.

Allowance for loan losses: The allowance fo r loan losses is based 
upon specific identification o f known uncollectible loans and 
a general reserve fo r those loans not specifically identified.

Acquired assets Held for resale: Acquired assets held fo r resa le in­
clude those assets acquired through foreclosure. These assets 
are carried a t the low er o f fair m arket value o r the recorded 
investment in the re lated loan. Holding costs are expensed 
when incurred unless such costs increase the fair market value 
o f the a sse t

Bank premises, furniture and equipment: Bank premises, furniture and 
equipment a re  stated at cost less accumulated depreciation 
and amortization. D epredation and amortization a re  charg­
ed to operations by use o f the straight-line method over 
estimated useful lives o f th ree to ten years. Expenditures fo r 
maintenance and repairs a re  charged to operating expense 
as incurred. Expenditures fo r renewals o r improvements which 
extend the life o f an asset a re  capitalized at cost and 
dep redated  as stated above. Upon sale, retirem ent o r o ther 
dispositions o f p roperty , the cost and accumulated dep reda ­
tion are rem oved from  the respective accounts and the 
resulting gain o r loss is recorded in income.

Note B — Loans:

CFAB's loan portfo lio  by major category is as follows:
December 31,

1985 1984
Vesse ls ......................................... S 3 4 .1 3 5 .3 8 7 S 4 6 .4 5 0 .6 79
Fish p rocesso rs ....................... 1 4 ,17 2 .81 0 29 .506 .571
Agriculture and tim be r____ 16 .221 ,453 19.1 10.057
Gear, entry permits.

and o th e r ............................ 7 .9 9 1 .7 8 6 9 .2 57 .0 5 6
7 2 .5 2 1 .4 3 6 104 .324 .363

Less loans receivable on 
Class B p re fe rred  stock (6 .5 84 .5 00 ) 19.517.700)

6 5 .9 3 6 .9 3 6 94 .806 ,66 3
Less allowance fo r

loan losses .......................... (3 .4 41 .1 30 ) (5 .3 17 .621 )
S 62 .4 9 5 .8 0 6 S89 .4 8 9 .0 4 2

The loan portfo lio  indudes loans which have been classified
as nonaccrual. Nonaccrual loans by major category are as
follows:

D ecem ber 31.
1985 1984

Fish p rocesso rs ....................... S 5 .2 4 6 .9 1 4 S I 5 .0 69 .775
Vesse ls......................................... 4 .4 80 .381 5 .9 56 .2 77
Agriculture and tim be r------ 3 ,7 40 .5 58 8 .9 34 .4 94
Gear, entry perm its

and o th e r ............................ 2 .1 8 5 ,4 9 2 2 .0 18 .9 00
S15 .653 .3 45 S 31 .9 7 9 .4 46



Note? to Financial Statements (ontlnueii

Unallocated Undistributed Patronage Loss: At D ecem ber 3 1 .1 9 8 4  
A laska Com m ercia l Fishing and Agricu lture Bank's finan­
cial statem ents re flec ted  an una llocated  und istributed 
pa tronage  loss in the am ount o f S 9 ,9 7 7 .7 7 6 . During 19 8 5 . 
in accordance with A laska Com m ercia l Fishing and 
Agricu lture Bank by-laws, the B oa rd  o f D irec to rs  acted to  
reduce that am ount as fo llow s: I ) by a llocating S 3 ,0 3 4 ,6 4 4  
to a lloca ted  undistributed patronage earn ings o f p r io r 
yea rs : and 2) by charging S I 14 .18 7  to  1985 una lloca ted  
und istributed p a tronage  earnings. A t D ecem ber 31 . 19 85  
the remain ing una llocated  undistributed pa tronage loss 
am ount was S6 ,8 2 8 .9 4 5 .

Class C Stock Repurchase Plan: In accordance with AS 
4 4 .8 1 .0 1 0 (b ), on o r  b e fo re  July 20 , 2 0 0 0 . CFAB is requ ired  
to repurchase its Class C stock issued to  the State o f Alaska. 
On N ovem ber 10. 1982  an agreem ent was signed with the 
State o f A laska outlin ing the princip les o f a plan which calls 
fo r the  repu rchase o f outstand ing Class C stock with CFAB 
capital funds to  be p rov ided by CFAB's m em ber-borrow ers 
o ve r a period  o f future operations. On Decem ber 12. 1983, 
CFAB implem ented its Class C Stock Redemption P rog ram .

Note H — Contingencies and Comm itments:

Contingencies: CFAB is a d e fendan t in seve ra l lega l actions 
arising from  no rm a l business activities including actions 
re la ted  to  de linquen t loans and fo rec lo su re s . CFAB 
reserves fo r potentia l losses on delinquent loans as describ ­
ed  in N ote  A. As to  litigation outside o f de linquenc ies and 
fo rec lo su res , m anagem ent be lieves tha t th o se  actions a re  
w ithout m erit o r  that the  u ltim ate liability, if any . resu lting 
from  them  will n o t m ateria lly  a ffec t CFAB's financial p os i­
tion o r  its resu lts o f ope ra tion s .

Commitments: CFAB has en te red  in to certa in noncance lab le  
long-term  ope ra ting  lease ag reem ents fo r build ings. Ren­
ta l expense unde r these leases to ta led  $ 2 3 1 ,5 4 9  and 
$ 2 3 4 ,0 7 6  fo r the yea rs ended  D ecem ber 3 1 . 1985 and 
1984 . respective ly . Minimum annual lease  paym en ts a re  
as fo llow s:

Y ea r Ending Decem ber 31, Amount
1986 $ 6 8 ,0 0 0
1987 2 7 .0 0 0
1988 8 .0 0 0
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Principal payments required on notes payable are as follows: 

Year Ending December 3 1. Amount
1986 S23 .268 .294
1987 15 .000 ,000
1988 -

1989 and beyond 10 .000 .000 Net assets available for
b en e fits .................................................  S 2 8 .2 4 4  S 2 7 .1 3 8

Actuarial present value o f 
accumulated plan benefits:
V ested ....................................
N onvested ............................

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

CFAB must invest in SBC's Class C stock in an amount equai 
to at least 5% o f the cumulative average loan balance main­
tained with SBC. The amount o f CFAB's investment in SBC's 
Class C stock and equity in allocated surplus was S5 .252 .J23  
and S4.738 .734 at December 31. 1985 and 1984. respectively.

Note E — Income Taxes:

During the year ended December 31. 1985. S 3 .035 .000  o f 
unallocated undistributed patronage loss was allocated to 
patrons. As a result o f this allocation, and the use o f the loss 
to o ffse t current year patronage earnings, the remaining 
unallocated undistributed patronage loss fo r financial state­
ment purposes is S6,830 .000 .

There was no income tax benefit from the unallocated un­
distributed patronage loss for the year ended December 3 1. 
1984.

Note F — Pc .ision and P ro fit Sharing Plans:

i CF. \t i has pension and profit sharing plans covering substan-
; tially all employees. The total cost charged to operations fo r

1985 and 1984 was S58.372 and S82 .736 . respectively.

A comparison o f accumulated plan benefits and plan net 
assets as o f lanuary 1. 1985 and 1984 o f the Company’s de­
fined benefit plan is as follows:

Assumed rate o f return used 
in determ ining actuarial 
present value o f
accumulated plan benefits  8% 8%

Information with respect to the actuarial computed value 
o f vested benefits and pension fund assets as o f December 
31. 1985 is not available.

Note G — Capital and Patronage Earnings:
Share Captial: Shares purchased by the State o f Alaska must 
be repurchased by CFAB on o r be fo re  July 20. 2000 .

Preferentia l shareholders' rights on dissolution a re  attar.n- 
ed in the o rde r o f Class C. Class B and Class A.

The following rights apply to the three categories o f stock:

Class C - No voting o r dividend rights. May only be issued 
to the State o f Alaska.

Class B - No voting rights. Class B stock may only be held 
by members o f CFAB. and dividends paid shall not 
exceed S 10 per share annually. P rior to December 
3 1. 1985 all loans required a purchase o f Class B 
stock in an amount equal to 10% o f the loan 
balance: however, this purchase was not funded 
but was evidenced by notes. On loans made subse­
quent to December 31. 1985. each bo rrow er will 
be required to make a cash purchase o f Class B 
stock in an amount equal to 5% o f the total !oan. 
This investment will remain in place until retired 
by the Board o f D ireao rs .

Class A - No dividend rights. Each member o f CFAB must 
own one share o f Class A stock. Each share o f stock 
carries one vote. To vote, a member must be 
engaged in commercial fishing o r agriculture and 
must be a current borrow er o r have borrow ed 
from CFAB during the preceding two years o r have 
r. minimum retained patronage comings with CFAB 
o f S2 .500 .
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DISTRICT N
ALA SKA  PE N IN S U L A  •  A LEU TIA N  C H A IN  •  BRISTOL BAY •  KO DIA K IS LA N D  • LAKE C L A R K /L A K E  IL IA M N A  •  PR IB ILO F IS LA N D S •  SH U M A G IN  IS LA N D S

SECTIONAL ANALYSIS

Senate Bill No. 8 —  "An Act relating to the Commercial Fishing and
Agriculture Bank".

SECTION I

44.81.010(a)

SECTION 2

44.81.020(a):

Exempts CFAB from the provisions of the Alaska 
Cooperative Corporation Act (AS 10.15), since the act was 
not written to apply to cooperative banking institutions 
such as CFAB. CFAB is governed by its own separate 
statute (Title 44, Chapter 81), and should not be subject 
to possible amendments to AS 10.15. CFAB is already 
exempt from the Alaska Banking Code (AS 06.05).

Delates language that at least one of the Alaska farmer 
members of the board have "at least 10 years of Alaskan 
farm experience". Requirement is difficult to meet and, 
based on CFAB's experience, unnecessary. Deletes 
outdated language pertaining to board appointments.

SECTION 3

44.81.090: Amends statute to allow for removal of members of the 
board of directors who release confidential information 
in violation of AS 44.81.260 (Confidentiality of CFAB 
records), who commit "serious ethical misconduct", or who 
maintain "a chronically and irredeemably substandard 
borrowing relationship with the bank". Removal occurs 
upon a unanimous vote of the remaining members of the 
board. Deletes outdated language pertaining to board 
appointments.

SECTION 4

44.81.210(a)(20):
Deletes language duplicated from state loan program 
statutes requiring loan applicants to have experience in 
the fishery for which they are applying for a loan. As a 
private institution, CFAB should be free to evaluate loan 
applications based on its own objective credit standards.



SECTION 5

44.81.210(a)(22):
Deletes unnecessary language. The conditions regarding 
the acceptance of a pledge of a limited entry permit as 
security for a loan are spelled out in Section 6.

SECTION 6

44.81.235: New section. Expands the purposes for which a limited
entry permit may be accepted as collateral. Currently, a 
permit may be pledged as security on a loan to purchase 
the permit, and for (1) and (2) —  "purchase, repair, 
restoration, or improvement of a commercial fishing 
vessel or commercial fishing gear" and "construction of a 
commercial fishing vessel". Language added —  (3) and 
(4) —  so permits may also be used to secure loans for 
"working capital, including insurance premiums, fuel, 
bait, and boat storage and launching expenses;" and 
"purchase and improvement of set net sites and associated 
equipment". Allows a permit to be used as security for 
more than one loan, and to refinance existing debt on the 
items listed above. Allows a fisherman to use a permit 
for one fishery to secure funds to use in another 
fishery. Expands slightly the exception CFAB was granted 

to AS 16.43.150, which prevents anyone (except the state 
or CFAB) from legally seizing a permit-holder's permit. 
This section would allow fishermen more flexibility in 
their business plans. Under limited circumstances, they 
would have a new asset to use to leverage funds for their 
operations. The circumstances are limited because CFAB 
—  with its special statutory relationship to the fishing 
industry —  would still be the only private institution 
with the ability to accept permits as collateral.

SECTION 7

44.81.270: Adds new subsections.

(b) Requires an annual independent audit. Legislative
auditor may confer with and review the workpapers of the 
independent auditor. Legislative auditor may only 
conduct an audit at the direction of the Legislative 
Budget and Audit Committee (AS 24.20.271).

(c) Requires state bank examiners to perform "an annual
qualitative examination and evaluation of the bank", for 
the standard fee. Outlines what the examination and 
evaluation shall include.

Prepared by Karl Ohls, 
Office of Senator Zharoff
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2550 Denali Street, Suite 1201 
P.O. Box 4-2070 
Anchorage, Alaska 99509-2070 
(907) 276-2007

March 19, 1986

Senator Fred F. Zharoff 
Alaska State Legislature 
Box ' (M.S. 3100)
Juneau, Alaska 99811

Dear .^nator Zharoff:

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

which you expressed during the recent hearing on SB410.

It is unfortunate that such focused discussions as we had might leave 
an onlooker with the thoughts that Alaska is populated by only two kinds of 
fishermen/borrowers, either "good" or "poor"; that if a fisherman isn't one he 
must be the other; and that the "poors” naturally gravitate to CFAB while the 
"goods" have more attractive alternatives. Such is not the case. However, if 
a traditional financial institution with, say, $50.0 million of loanable funds 
has made a risk-limiting policy decision to have no more than 10 percent of 
its loan portfolio invested in the Alaska commercial fishing industry, that 
institution can (and should) be very selective and competitive in determining 
which segments or which individual members of the industry it will finance. 
Its management's basic responsibility is to protect and enhance the interests 
of the stockholders and depositors rather than to serve the industry.

CFAB's only mission in life, on the other hand, is to serve that
industry, along with agriculture. Accordingly, it must attempt to 
—  at best —  attract and accommodate a .broad cross-section of the industry. 
Its policies and practices must be structured to exclude the lowest 
percentiles (in terms of creditworthiness) of the industry; conversely, they 
cannot be designed to allow or encourage a "skimming" off the top. All of us 
lapse into expressions of qualitative judgments when discussing or
contrasting CFAB's activities and performance with those of other 
institutions. In reality, however, the "competition" is illusory because of 
the great divergence of objectives, purposes, and resources. As a final 
thought on that matter, I would argue that perhaps one of CFAB's most 
significant services is that rendered to the "top of the list” operators who 
do not borrow from it; were it not for CFAB's existence, there would be no 
motive for other lenders to offer attractive terms to that group.

A major thought expressed at the Resources Committee hearing was that 

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

Alaska Commercial Fishing and Agriculture Bank



Senator Fred F. Zharoff
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In my view, the CFAB statute was a creative and visionary response to 
a worthy need. It is true that the legislature did not necessarily invent the 
perfect mousetrap the first time around —  there are some points whi^h can 
hopefu?.ly be addressed —  but my strong personal opinion is that CFAB's ;basic 
problems have arisen in the implementation process and are not really evidence 
of a faulty concept. Some of the most damaging events have involved specific 
instances of poor judgment, flamboyance and speculative growth policies, etc. 
The more general and pervasive problems, though, appear to stem from a 
broadbased failure to recognize the genuine uniqueness of CFAB's combination 
of origin, structure, limitations, objectives, markets, and pressures. That
charge of "failure" is not offered as condemnation of anybody. CFAB is unique 
—  there was no precedent, no pattern, no body of experience to call upon. 
There is no real reason to believe that those of us involved with CFAB today 
are any more insightful than our predecessors; we have the benefit and 
advantage of experience over five eventful years.

The existing statute does give CFAB broad authorities and powers;
broader than we have ever used. The only /eneral restriction which tends to 
be self-defeating is that which is being addressed in SB410. As CFAB's CEO, 
whose most fundamental responsibility is to work toward the stability and 
healthy growth of the institution itself, I would subjectively prefer a total 
removal of the restrictions addressed by SB410, and would justify that by the 
argument, "What's good for CFAB is good for the State." However, I am 
realistic enough to recognize that the business of CFAB must be affected by 
the politics of its creation and heritage, and I am quite pleased with SB410 
and its promise.

Before going further with discussion of specific statute features, I 
would like to address other points which were raised at the hearing and also
to stress that the only thing which would help CFAB to deal with its immediate
problems is cash (or an interest-earning cash equivalent). I offer that as a 
matter of fact - not as a plea for cash. The fundamental problem is 
illiquidity, manifested by the imbalance between interest-bearing debt and 
interest-earning assets. We did make great strides during 1985 toward curing 
that imbalance, principally through the liquidation of non-earning assets. 
Over that year, CFAB reduced its interest-bearing debt by $32.3 million, but 
its interest-earning assets were reduced by only $19.5 million: Effectively,

we created $12.8 million of liquidity and/or earning ability out of the 
12-31-84 non-earning assets. In addition, for 1986 we have reduced our 
operating budget by about $1.0 million, which has the same effect as creating 
about another $7.0 million of earning assets. We can not, and do not, project 
improvement at the same rate during 1986 -- "easiest" problems get solved 
first, and we are working our way into the hard core which is much more 
difficult to deal with!.



Senator Fred F. Zharoff

March 19, 1986

Page 3 of 8

The easiest solution to the immediate problems (from CFAB's 
standpoint) would be for the State to invest another $6.0 to $8.0 million in 

CFAB, in return for a long-term commitment from our lender as well as that 
lender's subordination to the State with respect to the future proceeds from 
$10.0 or $12.0 million of non-earning assets in order to secure repayment to 
the Jtate. That does not appear to be realistic, and I am not certain it 
would be best just because it would be easiest. On the other hand, there were
concepts embodied in some of the committee discussion —  particularly in
Senator Coghill’s comments —  which I believe are worthy of exploration and 
which bear potential benefit to both the State and to CFAB. CFAB has an 
administrative and operational infrastructure which is presently 
underutilized. Also, we are continuing to build a professional credit staff 
which, out of necessity, is primarily oriented to difficult situations. It 
occurs to me, given the current and projected State budget constraints as well 
as the frequent (but not universal) expressions of sentiment for limiting or 
eliminating State-funded direct loan programs, that there may well be 
opportunities for CFAB to act on an agency or contract basis for the State in 
administering, modifying, or phasing out particular programs. While this is 
probably something to be addressed administratively rather than through the 
legislature, it seems appropriate to acknowledge it as relevant to our recent 
discussion.

There was also some discussion about the status of, and repayment 
prospects of, the State's $31.8 million investment in CFAB. We have from time 

to time heard expressions from various sources that the State should consider 
abandoning or "writing off" that investment. My personal view is that that 
action would be inappropriate, for a variety of reasons:

1) CFAB needs to be held accountable for its actions, policies, and 
results; and ownership by the State imposes accountability. It is true that 
the State's stock is non-vot'.ig, while the borrower-members have the 
theoretical authority and ability to influence the institution through 
exercise of their voting rights. However, CFAB is still a new institution
without a "mature" body of members; while those members have a common interest
in general, the most significant interest is one which is specific to each 
individual; and it would be a very costly and time-consuming effort for a 
small group of members to work toward correction of a perceived problem —  the 
most effective control element for members is probably through the election of 
quality directors. Even though we at CFAB might chafe at the frustrations and 
imperfections of communicating with legislators and administrators, the 
practical fact is that the accountability imposed by State investment is 
probably the greatest possible protection for all parties involved.

2) As a citizen, I can think of no reason the state should abandon 
the investment. The present value may be nominal -- that was, of course, 
known when the investment was made - but I'm sure the State has made hundreds
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o f  o t h e r  c a p i t a l  i n v e s tm e n t s  o f  v a r i o u s  k i n d s  " f o r  a p u b l i c  p u r p o s e "  and wh ich 
have  l i m i t e d  f i n a n c i a l  v a l u e .

3 )  As d i s c u s s e d  e a r l i e r ,  a n o n - c a s h  t r a n s a c t i o n  wou ld  n o t  a s s i s t  
CFAB i n  d e a l i n g  w i t h  immed ia te  p r o b l e m s ;  t h e r e  wou ld  s im p l y  be a 
r e - c l a s s i f i c a t i o n  i n  t h e  e q u i t y  p o r t i o n  o f  o u r  b a l a n c e  s h e e t .  On t h e  o t h e r  
hand ,  i f  t h e r e  s h o u l d  be a d r a m a t i c  w o r s e n i n g  o f  CFAB’ s immed ia te  p r o b l em s  and 
i f  CFAB were  f o r c e d  i n t o  a b a n k r u p t c y  a n d / o r  l i q u i d a t i o n ,  t h e r e  i s  e v e r y  
r e a s o n  t o  b e l i e v e  t h e  S t a t e  wou ld  u l t i m a t e l y  r e c o v e r  a s i g n i f i c a n t  p a r t  o f  i t s  
i n v e s tm e n t .  The S t a t e  s h o u l d  n o t  f o r e g o  t h a t  o p p o r t u n i t y .

4 )  W h i l e  t h e  $ 3 1 . 8  m i l l i o n  does  a p p e a r  t o  be an i n v e s tm e n t  o f  
c a p i t a l ,  i t  b e a r s  a t  l e a s t  one  o f  t h e  e l em e n t s  o f  d e b t  ( a  due d a t e ) .  I n  
g e n e r a l ,  an abandonment o f  c a p i t a l  has no s i g n i f i c a n t  t a x  i m p l i c a t i o n s ,  bu t  a 
f o r g i v e n e s s  o f  d e b t  c r e a t e s  a t a x a b l e  g a i n .  Such an a c t i o n  s h o u l d  be 
c a r e f u l l y  a n a l y z e d  b e f o r e h a n d ,  i n  o r d e r  t h a t  CFAB n o t  be c o n f r o n t e d  w i t h  a
h o r r e n d o u s  F e d e r a l  t a x  l i a b i l i t y !

N o tw i t h s t a n d i n g  a l l  o f  t h e  f o r e g o i n g ,  i t  wou ld  seem a p p r o p r i a t e  t h a t  
t h i s  l e g i s l a t u r e  r e c o g n i z e  and a d d r e s s  t h e  r e a l i t i e s  o f  t h a t  i n v e s tm e n t  and 
t h e  p r o s p e c t s  f o r  r e t i r e m e n t  on t h e  p r e s e n t  s c h e d u l e .  As I  m en t i o n e d  t h e
o t h e r  d a y ,  we a t  CFAB v i ew  t h e  o b l i g a t i o n  v e r y  s o b e r l y  and r e c o g n i z e  t h e  c l o c k  
i s  r u n n i n g .  However ,  we a r e  d o i n g  t o d a y  what any i l l i q u i d  i n d i v i d u a l  o r  
e n t i t y  d o e s ;  we a r e  c om m i t t i n g  a l l  a v a i l a b l e  c a sh  t o  t h o s e  o b l i g a t i o n s  wh ich  
have  t h e  a b i l i t y  t o  p u t  us o u t  o f  b u s i n e s s  t o d a y .  As a m a t t e r  o f  f a c t ,  s i n c e  
t h e  Spokane  Bank f o r  C o o p e r a t i v e s  h o l d s  a l i e n  on a l l  c a sh  p r o c e e d s  ( a s  w e l l  
a s  on mos t  o t h e r  a s s e t s )  we c o u l d  n o t  f u nd  a r e p aymen t  p l a n .  W h i l e  t h e r e  may 
be no c o m p e l l i n g  and immed ia te  r e a s o n  t o  change t h e  r e q u i r e m e n t  t o d a y ,  we do 
now have  t h e  b e n e f i t  o f  o v e r  f i v e  y e a r s  o f  e x p e r i e n c e  and can r e c o g n i z e  t h a t  a 
r e q u i r e m e n t  wh ich  seemed r e a l i s t i c  i n  1 9 7 8  and 1 9 7 9  i s  no l o n g e r  a c h i e v a b l e .  
I n  CFAB's v i ew  i t  wou ld  be more  r e a s o n a b l e  f o r  t h e  l e g i s l a t u r e  t o  change t h e  
r e t i r e m e n t  d a t e  t o ,  p e r h a p s ,  J u l y  1 ,  2 0 1 0 .  An a l t e r n a t i v e  m ig h t  be t o  s e t  t h e  
r e t i r e m e n t  " a t  t h e  c a l l  o f  t h e  l e g i s l a t u r e  bu t  i n  no e v e n t  p r i o r  t o  
J u l y  1 ,  2 0 1 0 . "  I t  wou ld  n o t  be u n r e a s o n a b l e  —  a t  l e a s t  i n  t h e o r y  —  t o
a t t a c h  a s i n k i n g  f u nd  r e q u i r e m e n t ,  b u t  t h a t  m igh t  i n v o l v e  some d i f f i c u l t  
n e g o t i a t i o n s  w i t h  CFAB's l e n d e r  d ep end ing  upon how t h e  r e q u i r e m e n t  were
s t r u c t u r e d .

* * * * * * * * * *

F o l l o w i n g  a r e  t h e  o t h e r  s p e c i f i c  p o i n t s  i n  CFAB's s t a t u t e  (AS 4 4 . 8 1 )  
wh ich  we b e l i e v e  c o u l d  be c o n s t r u c t i v e l y  a d d r e s s e d :

S e c .  4 4 . 8 1 . 0 1 0 . ( a )  The r e f e r e n c e  t o  AS 1 0 . 1 5 . 0 0 5 - 1 0 . 1 5 . 6 0 0  ( t h e  b a s i c  
c o o p e r a t i v e  s t a t u t e )  s h o u l d  be e l i m i n a t e d .  CFAB ijs u n i q u e ,  and AS 4 4 . 8 1  
p r o v i d e s  a s p e c i f i c  and c om p re h e n s i v e  o r g a n i c  f o u n d a t i o n .  AS 1 0 . 1 5  i s  s u b j e c t
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t o  change w i t h o u t  r e g a r d  f o r  i t s  impac t  on CFAB, and a b a s i c  n e c e s s i t y  f o r  a 
c r e d i t  i n s t i t u t i o n ,  e s p e c i a l l y  one i n v o l v e d  i n  l o n g - t e r m  l o a n s ,  i s  s t a b i l i t y  
i n  e v e r y  f o rm .  T h e r e  was an a b o r t i v e  e f f o r t  i n  1 9 8 4 - 8 5  t o  d e v e l o p  sweep ing  
changes  i n  AS 1 0 . 1 5 ;  t h a t  e f f o r t  had m e r i t  w i t h i n  i t s  own c o n t e x t ,  b u t  many o f  
t h e  p r o p o s e d  changes  d i d  n o t  r e c o g n i z e  t h e  p o s s i b l e  e x i s t e n c e  o f  a s t a t e w i d e  
c o o p e r a t i v e  whose r e l a t i o n s h i p  t o  members i s  p u r e l y  f i n a n c i a l .

S e c .  4 4 . 8 1 . 0 1 0 . ( b )  & ( c )  A m o d i f i e d  r e q u i r e m e n t  f o r  r e p u r c h a s e  o f  S t a t e
c a p i t a l  s h o u l d  be a d d r e s s e d  h e r e .

S e c .  4 4 . 8 1 . 0 2 0 . ( a )  & ( b )  The r e q u i r e m e n t  t h a t  a t  l e a s t  one b o a r d  member be an 
A l a s k a  f a rm e r  i s  c o n s t r u c t i v e .  Howeve r ,  t h e  p r o v i s o  t h a t  h e / s h e  have  " a t  
l e a s t  10  y e a r s  o f  A l a s k a n  f a rm  e x p e r i e n c e "  (w h a t e v e r  t h a t  m ean s ! )  c r e a t e s  a 
s i t u a t i o n  wh ich i s  p r o b a b l y  n o t  i n  t h e  b e s t  i n t e r e s t s  o f  members .  S i n c e  ench 
e l e c t e d  d i r e c t o r  mus t a l s o  be a c u r r e n t  o r  r e c e n t  CFAB b o r r o w e r ,  i t  a p p e a r s  
t h e r e  a r e  l e s s  t h a n  f i v e  i n d i v i d u a l s  i n  t h e  e n t i r e  s t a t e  e l i g i b l e  f o r  t h i s  
p o s i t i o n .  O t h e r  d i r e c t o r s  d o n ' t  need t o  be 1 0 - y e a r  f i s h e rm e n ,  e t c . ,  and a 
s e c ond f a rm e r  d i r e c t o r  does  n o t  need t o  mee t t h e  1 0 - y e a r  r e q u i r e m e n t .  Why 
l i m i t  t h e  members ’ c h o i c e  o f  d i r e c t o r s  i n  t h J s way?

A l s o ,  t h e r e  s h o u l d  be a p r o v i s i o n  f o r  r e m o v a l  o f  an e l e c t e d  d i r e c t o r  
as  a r e s u l t  o f  a unan imous f i n d i n g  by t h e  r e m a i n i n g  d i r e c t o r s  o f  a " s e r i o u s  
c o n f l i c t  o f  i n t e r e s t  o r  a c h r o n i c a l l y  and i r r e m e d i a l l y  s u b s t a n d a r d  b o r r ow in g  
r e l a t i o n s h i p . "  We have r e c e i v e d  a l e g a l  o p i n i o n ,  ba sed  on t h e  e x i s t i n g  
s t a t u t e ,  t o  t h e  e f f e c t  t h a t  o n l y  t h e  members o f  CFAB can remove o r  r e c a l l  an 
e l e c t e d  d i r e c t o r  —  howev e r ,  s i n c e  t h e  s t a t u t e  e l s e w h e r e  p r o h i b i t s  d i s c l o s u r e  
t o  members ( o r  anyone e l s e )  o f  i n f o r m a t i o n  r e g a r d i n g  a b o r r o w e r  ( i n c l u d i n g  
d i r e c t o r s ) ,  a C a t c h - 2 2  s i t u a t i o n  e x i s t s .

F i n a l l y ,  t h i s  s e c t i o n  s h o u l d  a l s o  make c l e a r  t h a t  t h e  f i v e  e l e c t e d  
d i r e c t o r s  a r e  a c c o u n t a b l e  as i n d i v i d u a l s  t o  t h e  members o n l y .  They s h o u l d  n o t  
be s u b j e c t  t o  t h e  same r e q u i r e m e n t s ,  s t a n d a r d s ,  e t c . ,  as a r e  t h e  g u b e r n a t o r i a l  
a p p o i n t e e s .  Each d i r e c t o r  c a n d i d a t e  mus t l i t e r a l l y  " c am pa ig n "  f o r  e l e c t i o n ,  
and t h e  members have  amp le o p p o r t u n i t y  t o  a p p l y  w h a t e v e r  s t a n d a r d s  t h e y  c h o o s e .

S e c s .  4 4 . 8 1 . 2 0 0 .  4 4 . 8 1 . 2 6 0 . ( b ) ( 1 ) .  4 4 . 8 1 . 2 7 0 .  & 4 4 . 8 1 . 2 8 0  S e c t i o n  4 4 . 8 1 . 2 0 0 ,  
by i m p l i c a t i o n ,  r e q u i r e s  CFAB t o  have  an a n n u a l  f i n a n c i a l  a u d i t  by i n d e p en d en t  

X  o u t s i d e  a u d i t o r s .  T h a t  may be s u f f i c i e n t ,  b u t  i t  wou ld  n o t  h u r t  f o r  t h a t  
r e q u i r e m e n t  t o  be s p e c i f i c .  To a v o i d  c o s t l y  r e d un d an c y  w h i l e  r e t a i n i n g  
o p p o r t u n i t y  f o r  l e g i s l a t i v e  o v e r s i g h t ,  i t  wou ld  be w e l l  t o  p r o v i d e  t h a t  the  
L e g i s l a t i v e  A u d i t  D i v i s i o n  i s  a u t h o r i z e d  t o  c o n f e r  w i t h ,  and t o  r e v i e w  th e  
a u d i t  w o r k p a p e r s  o f ,  CFAB's o u t s i d e  a u d i t o r s  and c o u l d  make i t s  own a u d i t  o n l y  
a f t e r  a r e commenda t i on  t o ,  and d i r e c t i o n  by ,  t h e  Budge t  and A u d i t  Commit tee .

A f a r  more im p o r t a n t  and n e c e s s a r y  p r o v i s i o n ,  f r om  o u r  v i e w p o i n t ,  
wou ld  be f o r  an a n nu a l  qu a l i t a t i v e  e x a m i n a t i o n  and e v a l u a t i o n  by t h e  S t a t e ' s
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bank examiners. CFAB's directors and management are greatly desirous of the 
discipline imposed by an independent and professional examination. More 
important, and because CFAB's loan portfolio comprises about 84 percent of its 
total assets, the State should be vitally interested in a periodic qualitative 
evaluation. We urge that such an examination be statutorily directed, and 
that the examiners be required to provide both the legislature and the 
governor (as well as CFAB's board) with a summary report which expresses loan 
portfolio quality on a statistical basis and which also addressed the 
appropriateness and effectiveness of the institution's policies, practices, 
and management within the context of its statutory purpose.

Secs. 44.81.210.(a)(20) & (22) These paragraphs deal with the bases and 
circumstances under which CFAB may accept the pledge of a limited entry permit 
as security for a loan. We recognize the matter of limited entry permits in 
general is subject to diverse political and emotional overtones; CFAB's 
subjective view, however, relates strictly to the business asset aspects of 
permits. It is also premised on the concept that a viable loan is one which 
is structured to meet the reasonable business needs of both lender and 
borrower and which preserves the relative risk positions of owner and 
creditor. An all-too-common perception among non-credit people is that 
lending is some kind of game of wits which creates either 
"bank wins/borrower loses" or "bank loses/borrower wins" situations!

Paragraph (20) sets forth requirements which are identical to those 
of the Commercial Fishing Loan Act administered by the State itself. We have 
no particular concern with the two-year residency requirement expressed in 
(20) but, since CFAB was created to serve a broader group than the state's own 
program, we do not understand why CFAB should be limited to the other 
requirements in (20) —  they are essentially eligibility requirements, and may 
cr may not have any relevance to objective credit standards a lender might 
apply. Within the context of "service to Alaska fishermen," an entry permit 
will only be sold by a limited entry permit holder who is presumably motivated 
to sell. If CFAB can finance a qualified buyer, which party is getting the 
benefit of CFAB's existence?

Paragraph (22) is much more difficult for CFAB as a lender. We have 
been advised frequently by counsel that a restrictive provision such as this 
will always be construed strictly, rather than liberally, by the courts; 
consequently, we flatly avoid making loans that we would otherwise be willing 
tc make. Again notwithstanding the complex and controversial history of the 
limited entry program itself, we do not understand why this asset which is a 
critical and integral element of any fisherman's operation should have such 
unique status. The restrictions do not necessarily work to a fisherman's 
advantage. Consider the hypothetical case of an individual who has managed to 
accumulate $50,000 in cash but has no other significant resources; he has 
arranged to lease a vessel and gear if he can buy a $50,000 permit and have
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$ 3 5 , 0 0 0  o f  w o r k i n g  c a p i t a l .  I f  he buys  t h e  p e rm i t  f o r  ca sh  and comes t o  CFAB 
f o r  a $ 3 5 , 0 0 0  w o r k i n g  c a p i t a l  l o a n ,  he p r o b a b l y  w o n ' t  g e t  i t .  On th e  o t h e r  
h and ,  i f  he has  p r e s e n c e  o f  mind enough t o  come t o  CFAB f i r s t , we m igh t  v e r y  
l i k e l y  f i n a n c e  $ 3 5 , 0 0 0  o f  t h e  p e rm i t  p u r c h a s e  ( and  on a t e rm  b a s i s ,  r a t h e r  
t h a n  on a s e a s o n a l  w o r k i n g  c a p i t a l  b a s i s )  and l e t  h im use  h i s  own f u n d s  f o r  
w o r k i n g  c a p i t a l .  Same i n d i v i d u a l ;  a l l  o t h e r  c r e d i t  f a c t o r s  t h e  same; b u t ,  
o b v i o u s l y ,  p a r a g r a p h  ( 2 2 )  a f f e c t s  h i s  a b i l i t y  t o  f i s h .

We a r e  t o l d  t h a t  a m a j o r  r a t i o n a l e  f o r  t h e  s a c r o s a n c t i t y  o f  l i m i t e d  
e n t r y  p e r m i t s  i s  t h a t ,  " f o r e c l o s u r e  o f  a p e rm i t  t a k e s  away t h e  b o r r o w e r ' s  
a b i l i t y  t o  f i s h . "  We wou ld  a g r e e  w i t h  t h a t .  We wou ld  h a s t e n  t o  add ,  howeve r ,  
t h a t  no r e s p o n s i b l e  l e n d e r  —  i n c l u d i n g  CFAB —  l e n d s  money i n  a n t i c i p a t i o n  o f  
a c q u i r i n g  t h e  s e c u r i t y  p l e d g e d .  T h e r e  a r e  many,  o f t e n  m i s u n d e r s t o o d ,  r e a s o n s  
f o r  r e q u i r i n g  c o l l a t e r a l  t o  a l o a n .  I n  t h e  f i n a l  a n a l y s i s ,  i t  i s  a s t o p - l o s s  
f e a t u r e  a n d / o r  one wh ich  p e rm i t s  a d e g r e e  o f  l e v e r a g e .  The c o u r t s  do n o t  
p e rm i t  a l e n d e r  t o  a c q u i r e  c o l l a t e r a l  w i t h o u t  an o f t e n  c o s t l y  and 
t im e - c o n s um in g  show ing  o f  c l e a r  p r o o f  t h a t  t h e  b o r r o w e r  c a n n o t  a n d / o r  w i l l  n o t  
c o n f o rm  t o  t h e  l o a n  c o n t r a c t  t o  wh ich he a g r e e d .  I f  a b o r r o w e r  i s  u n w i l l i n g  
t o  r i s k  h i s / h e r  l e g a l  a b i l i t y  t o  f i s h  i n  o r d e r  t o  have  t h e  f i n a n c i a l  a b i l i t y  
t o  f i s h ,  why s h o u l d  CFAB p u t  o t h e r  p e o p l e ' s  money ( i n c l u d i n g  t h e  S t a t e ' s )  a t  
r i s k ?

As a f i n a l  e x amp le  o f  t h e  impac t  o f  p a r a g r a p h  ( 2 2 ) ,  we wou ld  c i t e  
" g e a r "  l o a n s ,  f o r  wh ich  t h e r e  i s  f r e q u e n t  demand. Gea r  i s  a lm o s t  v a l u e l e s s  
f o r  c o l l a t e r a l  p u r p o s e s .  An a p p l i c a n t  f o r  a g e a r  l o a n  i s  h e l d  by CFAB t o  
e s s e n t a i l l y  t h e  same s t a n d a r d s  as  a r e  a p p l i e d  t o  an u n s e c u r e d  b o r r o w e r  - -  t h i s  
means v e r y  f ew  a p p l i c a n t s  can  q u a l i f y .  E f f e c t i v e l y ,  CFAB i s  d e n y i n g  c r e d i t  t o  
a l a r g e  body o f  a p p l i c a n t s  b e c au s e  a n • u n i d e n t i f i a b l e , bu t  s m a l l ,  number o f  
them w i l l  n o t  p e r f o r m .  I f ,  h ow ev e r ,  t h o s e  a p p l i c a n t s  c o u l d  p u t  t h e i r  p e rm i t s  
a t  r i s k  t o  s e c u r e  a g e a r  l o a n ,  many more  g e a r  l o a n s  c o u l d  be made —  and we 
e x p e c t  b o r r o w e r s  w ou ld  t a k e  a much more  s e r i o u s  ap p r o a c h  t o  s e r v i c i n g  t h o s e  
l o a n s !

We b e l i e v e  p a r a g r a p h  ( 2 2 )  s h o u l d  be r e w r i t t e n  t o  p r o v i d e :

( 1 )  L o an s  made s h o u l d  be r e s t r i c t e d  t o  e n a b l i n g  th e  
f i s h e rm a n  t o  b e t t e r  compete i n  th e  f i s h e r y  f o r  wh ich he 
h o l d s  t h e  p l e d g e d  p e r m i t .  I n  o t h e r  w o rd s ,  a l o a n  t o  
p u r c h a s e  a d r a g  b o a t  s h o u l d  n o t  be s e c u r e d  by a sa lmon 
p e r m i t ;  and ,

( 2 )  The a u t h o r i z e d  l o a n  p u rp o s e  s h o u l d  be expanded t o  
i n c l u d e :

( a )  p u r c h a s e  o f  f i s h i n g  g e a r .
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(b) working capital, including insurance premiums, 

fuel, bait, boat storage and launching expenses.

(c) purchase and improvement of set net sites and 
associated equipment.

(3) A provision should be added allowing CFAB to take a
permit pledge on more than one loan, provided each loan 
purpose is authorized for such a pledge.

(4) Refinance of existing debt or debts provided the
original loan purpose(s) authorized a permit pledge.

* * * * * * * * * *

Again, we appreciate the constructive interest expressed by you and 
your colleagues on March 12. All of us at CFAB —  Directors, management, and 
staff —  are very much aware of the general and specific obligations CFAB 
holds toward the State, the public at large, and its mandated constituency.
We regret the difficult circumstances of the recent past, and we are committed
to restoring CFAB to a position of genuine service to Alaska and its citizens.

Sincerely,

Edward E. Crane 
President

EEC:1077V



TO: Senate Resources Committee Members

FROM: Ed Crane, CFAB

DATE: March 19, 1986

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

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

B. CFAB is unique from many standpoints. This uniqueness, and its 
inherent risks, must be recognized. Although some of its lending activities 
parallel those of other institutions, there is little real competition within 
the void which CFAB was created to fill.

C. CFAB's statutory powers are quite broad. The severest 
limitation on its market is being addressed by SB410 (and HB579). CFAB's 
management may wish for an even broader market in the interest of the 
institution's stability, but that would not be politically realistic.

D. The most critical and immediate problems for CFAB are the result 
of illiquidity. They can only be cured by cash. However, it may be possible 
that the effect of a cash infusion could be attained, to the State's 
advantage, by utilizing CFAB's resources in other programs and activities.

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

F. CFAB has consistently engaged an independent accounting firm for 
an annual audit. However, due to its unique status, it has never been subject 
to routine qualitative examinations by an external body. Such examinations 
would not only impose a necessary discipline on the institution but would 
greatly enhance the ability of the legislature and the State's administration 
to provide oversight.

G. The stringent, but yet somewhat vague, limitations on the 
conditions under which CFAB may accept the pledge of a limited entry permit as 
loan security were presumably conceived to protect fishermen from themselves. 
The effect, however, is to dissuade CFAB from recognizing what in many 
instances is an applicant's most viable asset. No responsible lender will 
venture into relationships which literally guarantee litigation should a 
failure occur.
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1 .  A l a s k a  Commerc ia l  F i s h i n g  and A g r i c u l t u r e  Bank (CFAB) was c r e a t e d  i n  1 9 78  by  
t h e  A l a s k a  S t a t e  L e g i s l a t u r e .  I t s  p u r p o s e  i s  t o  p r o v i d e  a s o u r c e  o f  c r e d i t  
t o  t h e  A l a s k a  f i s h i n g  and a g r i c u l t u r e  i n d u s t r i e s ,  w i t h  emphas i s  on t h e  
d e v e l o pm en t  and b r o a d e n in g  o f  t h o s e  i n d u s t r i e s .

2 .  CFAB i s  s t r u c t u r e d  unde r  i t s  s t a t u t e  as a c o o p e r a t i v e .  A c o o p e r a t i v e  i s  a 
c o r p o r a t i o n  whose s t o c k h o l d e r s  and c u s t om e r s  a r e  t h e  same i n d i v i d u a l s  o r  
e n t i t i e s .  A c o o p e r a t i v e  i s  s u b j e c t  t o  t h e  same b u s i n e s s  and f i n a n c i a l  
c o n s i d e r a t i o n s  as any o t h e r  c o r p o r a t i o n .

3 .  The S t a t e  o f  A l a s k a  p r o v i d e d  an i n i t i a l  c a p i t a l  ba se  t o  CFAB t h r o u g h  t h e  
p u r c h a s e  o f  s t o c k ;  t h e  S t a t e  p r e s e n t l y  owns $ 3 1 . 8  m i l l i o n  o f  such  s t o c k .  
CFAB's s t a t u t e  r e q u i r e s  t h a t  t h e  S t a t e  s t o c k  be r e p u r c h a s e d  w i t h i n  20  y e a r s  
f r om  t h e  o r i g i n a l  i n v e s tm e n t  ( 1 9 8 0 ) .

4 .  CFAB has no o r g a n i c ,  s t r u c t u r a l ,  o p e r a t i o n a l ,  o r  f i n a n c i a l  r e l a t i o n s h i p  w i t h  
t h e  S t a t e  e x c e p t  f o r  t h e  c a p i t a l  i n v e s tm e n t  and t h a t  two o f  CFAB's s e ven  
d i r e c t o r s  a r e  a p p o i n t e d  by t h e  G o v e r n o r .

5 .  CFAB's l e n d i n g  a b i l i t y  i s  n o t  l i m i t e d  t o  t h e  amount o f  t h e  S t a t e ' s  
i n v e s tm e n t .  CFAB b o r r ow s  a d d i t i o n a l  f u n d s  a t  "m a r k e t "  r a t e s  and t e rm s ,  
p l e d g i n g  i t s  l o a n s  and o t h e r  a s s e t s  as s e c u r i t y .  I t  r e - l e n d s  t h o s e  f u n d s  t o  
i t s  b o r r o w e r / ow n e r s  a t  r a t e s  s u f f i c i e n t  t o  c o v e r  i t s  own i n t e r e s t  c o s t s ,  i t s  
o p e r a t i n g  e x p e n s e s ,  and t o  g e n e r a t e  c a p i t a l  t h r o u g h  e a r n i n g s .  CFAB's 
o u t s t a n d i n g  l o a n s  t o  A l a s k a  f i s h e rm e n  and f a rm e r s  r e a c h e d  a y e a r - e n d  peak  o f  
n e a r l y  $ 104  m i l l i o n  a t  December 3 1 ,  1 9 8 3 ,  and had o t h e r  a s s e t s  o f  a b ou t  $19  
m i l l i o n ;  a t o t a l  n e a r l y  $ 9 1  m i l l i o n  g r e a t e r  t h a n  t h e  S t a t e ' s  i n v e s tm e n t .

6 .  CFAB's b o r r o w e r s  become owner s t h r o u g h  a p u r c h a s e  o f  s t o c k  a t  th e  t ime  o f  
b o r r o w in g  and t h r o u g h  payment o f  i n t e r e s t  a t  a l e v e l  h i g h  enough t o  c r e a t e  
r e t a i n e d  e a r n i n g s .

7 .  Unde r  i t s  s t a t u t e ,  CFAB may l e n d  money o n l y  t o  t h o s e  i n d i v i d u a l s  who a r e  bone' 
f i d e  r e s i d e n t s  o f  A l a s k a .  T he r e  a p p e a r s  t o  be no sound and r e a s o n a b l e  
a rgumen t  a g a i n s t  t h a t  l i m i t a t i o n .

8 .  A v a s t  m a j o r i t y  o f  CFAB's l o a n s  a r e  t o  i n d i v i d u a l  f i s h e rm e n  ( a b o u t  80  t o  85 
p e r c e n t  by num be r ) ;  . . l ost o f  them a r e  t o  f i n a n c e  a v e s s e l  a n d / o r  a r e  s e c u r e d  
by a l i e n  on a v e s s e l .  T h i s  a p p e a r s  t o  be CFAB's mos t  " n a t u r a l "  m a r k e t  and 
t h e  c r e d i t  v o i d  wh ich CFAB was mos t i n t e n d e d  t o  f i l l .

9 .  Compared t o  a lm o s t  any o t h e r  t y p e  o f  c om m e rc i a l  l e n d i n g ,  f i n a n c i n g  f i s h i n g  
v e s s e l s  i s  e x t r e m e l y  cumbersome and c o s t l y .  A l a s k a  g e og r ap hy  adds 
c o n s i d e r a b l e  c o s t s .  Those  f a c t o r s ,  i n  a d d i t i o n  t o  t h e  d a ng e r o u s  
c o n c e n t r a t i o n  o f  r i s k ,  make i t  e x t r e m e l y  d i f f i c u l t  f o r  CFAB t o  m a i n t a i n  a 
f o c u s  on t h a t  m a r k e t  w i t h o u t  c h a r g i n g  i n t e r e s t  r a t e s  wh ich a r e  u n u s u a l l y  
bu rdensome t o  i t s  b o r r o w e r s .

1 0 .  CFAB has a t t em p te d  t o  b a l a n c e  i t s  l o a n  p o r t f o l i o ,  and t o  m od e ra t e  i t s  t o t a l  
c i r c u m s t a n c e s ,  t h r o u g h  l o a n s  t o  c o r p o r a t i o n s  wh ich p r o c e s s  s e a f o o d  and 
t im b e r .  Those  l o a n s  t e nd  t o  be r e l a t i v e l y  l a r g e ,  bu t  do n o t  r e q u i r e  
s e r v i c i n g  c o s t s  t o  a c om pa r a b l e  d e g r e e .  They p e rm i t  b a s i c  o p e r a t i n g  e xp en se s  
t o  be s p r e a d  o v e r  a l a r g e r  vo lume o f  l o a n  d o l l a r s ,  m o d e r a t i n g  the  p r e s s u r e  on 
s m a l l e r  i n d i v i d u a l  b o r r o w e r s .



1 1 .  CFAB’ s s t a t u t e  p r o v i d e s  t h a t  i t  can o n l y  f i n a n c e  c o r p o r a t i o n s  o f  wh ich  th e  
m a j o r i t y  ow n e r s h i p  and c o n t r o l  r e s t s  w i t h  A l a s k a  r e s i d e n t s .

1 2 .  A r e c e n t  s u r v e y  d i s c l o s e d  t h a t  o f  22 s h o r e b a s e d  A l a s k a  p r o c e s s o r s  h a v i n g  
a n n u a l  s a l e s  i n  e x c e s s  o f  $ 10  m i l l i o n ,  17 a r e  i n e l i g i b l e  t o  b o r r ow  f r om  CFAB 
by r e a s o n  o f  ow n e r s h i p  i d e n t i t y .  CFAB h a s ,  o r  has had ,  l e n d i n g  r e l a t i o n s h i p s  
w i t h  f o u r  o f  t h e  f i v e  o t h e r s .

1 3 .  S t a t u t o r y  d e n i a l  o f  e l i g i b i l i t y  by r e a s o n  o f  ow ne r s h i p  i s  i n c o n s i s t e n t  w i t h  
th e  f a c t s  t h a t  t h e s e  p r o c e s s i n g  c o r p o r a t i o n s  own f a c i l i t i e s  i n  A l a s k a ,  pay  
l o c a l  t a x e s  i n  A l a s k a ,  p r o v i d e  emp loymen t t o  A l a s k a n s ,  p u r c h a s e  and add v a l u e  
t o  A l a s k a  s e a f o o d s ,  pa y  f i s h  t a x e s  t o  t h e  S t a t e  o f  A l a s k a ,  p r o v i d e  a 
c o m p e t i t i v e  m a r k e t i n g  e n v i r o nm en t  f o r  A l a s k a  f i s h e rm e n ,  and p u r c h a s e  s u p p l i e s  
ar.d s e r v i c e s  i n  A l a s k a .  I n t e r e s t  p a i d  on f u n d s  b o r r owed  f r om  CFAB ( o r  any 
o t h e r  A l a s k a  e n t i t y )  wou ld  be an a d d i t i o n a l  and b e n e f i c i a l  i n c r em en t  o f  
A l a s k a  s e a f o o d s  p r o c e e d s  w i t h i n  th e  A l a s k a  economy.

1 4 .  W h i l e  i t  i s  c l e a r  t h a t  t h e  1978  S t a t e  L e g i s l a t u r e  i n t e n d e d  t o  c r e a t e  an 
i n s t i t u t i o n  t o  s e r v e  A l a s k a  i n t e r e s t s  e x c l u s i v e l y ,  t h e  r e q u i r e m e n t  t h a t  t h e  
s t a t e  i n v e s tm e n t  be r e p u r c h a s e d  e v i d e n c e s  th e  i n t e n t  t h a t  CFAB be o p e r a t e d ,  
and g row ,  on sound b u s i n e s s  p r i n c i p l e s .  Remova l  o f  t h e  s t a t u t o r y  l i m i t a t i o n  
w i t h  r e g a r d  t o  s h o r e b a s e d  p r o c e s s i n g  c o r p o r a t i o n s  i s  c o n s i s t e n t  w i t h  t h e  
f i r s t  i n t e n t  and g r e a t l y  enhances  th e  o p p o r t u n i t y  f o r  f u l f i l l m e n t  o f  t h e  
s e cond .
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Mr. Mark Johnson
Counsel, Senate Labor & Commerce Committee 
Box V (M.S. 3100)
Juneau, Alaska 99811

Dear Mr. Johnson,

Thank you for your letter of January 21, received today. I assume 
the Committee is interested in the financial impact on the State.

The financial impact of SB 8 and SB 9 can be addressed fairly 
definitely from a cost standpoint; a discussion of the potential financial 
benefits requires speculation.

With regard to SB 8, only Section 7(c) bears ,ost implications for 
the State. This paragraph subjects CFAB to an annual examination by the state 
bank examiners, and provides for CFAB to pay for that examination at the 
statutorily established rate (currently $7,500) for other State-chartered 
financial institutions. To the extent that the cost of such an examination 
might exceed $7,500, the State would be under-reimbursed by CFAB. The scope 
and nature of CFAB's activities are narrow, and much more limited than those 
of other institutions, so I would expect any net cost implications to be 
minimal (compared to those for other examinations). We believe strongly that 
it is in the State’s interest to have the benefit of this regular professional 
and qualitative evaluation of the assets which represent CFAB's application of 
the funds invested by the State.

SB 9 bears no cost implications for the State. It should be noted 
that SB 9 is identical to two bills (HB 579 and SB 410) which were considered 
by the 1986 legislature with $0 fiscal notes.

I hesitate to claim, and could not support, projection of specific
amounts of financial benefits; they can only be addressed as "opportunities."
Sections 1, 2, and 3 of SB 8 are "housekeeping" matters only, with
significance internal to CFAB. Sections 4, 5, and 6 (all interrelated) of 
SB 8, and SB 9 in its entirety, broaden the circumstances and the market in 
which CFAB may make loans. CFAB's lending activities produce net income
which, through various mechanisms, ultimately increases the value of the 
State's investment and incrementally enhances the liquidity which must be 
achieved for that investment to be retired. Furthermore, diversification or
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broadening of any kind tends to stablize and strenthen CFAB, which in turn 

diminishes the threat of loss of that investment. Also, of course, to the 
extent that any CFAB loan made under SB 9 permits or encourages the 
maintenance of shorebased processing facilities which might otherwise be 
closed, there would be a variety of indirect financial benefits to the State. 
Finally, having said all that, I must acknowledge that CFAB operates in a 
competitive environment and that even though SB 8 and SB 9 may create new 
business opportunities, we cannot assert that we will achieve any particular 
level of success in making new loans.

It is our understanding that SB 8 and SB 9 will be heard in the 
Senate Labor and Commerce Committee on January 28; I plan to attend that 
session and will be pleased to respond to additional questions.

Very truly yours,

J& A * '
Edward E . Crane
President
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January 28, 1987

" ( c )  A p a r t i c i p a t i n g  b a n k i n g  o r g a n i z a t i o n  i s  a b a n k i n g  i n s t i t u t i o n  
o p e r a t i n g  u nde r  AS 06  o r  AS 4 4 . 8 1 . an agency  o r  b r a n c h  o f  a f o r e i g n  b an k i ng
c o r p o r a t i o n  l i c e n s e d  by t h e  s t a t e ,  a n a t i o n a l  b ank ,  f e d e r a l  s a v i n g s  and l o a n
a s s o c i a t i o n ,  o r  f e d e r a l  c r e d i t  u n i o n  l o c a t e d  i n  t h e  s t a t e ,  t h a t  has been 
ap p r o v e d  by t h e  members o f  t h e  a u t h o r i t y  t o  p a r t i c i p a t e  i n  g u a r a n t e e d  f u n d i n g  
f o r  an e l i g i b l e  e x p o r t  t r a n s a c t i o n . "

T h i s  amendment e f f e c t i v e l y  adds A l a s k a  C ommerc ia l  F i s h i n g  and A g r i c u l t u r e  Bank 
(CFAB) t o  t h e  many k i n d s  o f  f i n a n c i a l  i n s t i t u t i o n s  wh ich  m ig h t  be a p p r o v e d  by 
t h e  a u t h o r i t y  f o r  p a r t i c i p a t i o n .

The L e g i s l a t i v e  F i n d i n g s  and P u r p o s e s  i n  c o n n e c t i o n  w i t h  AS 4 4 . 8 1 ,  
wh ich  e s t a b l i s h e d  CFAB, do n o t  s p e c i f i c a l l y  a d d r e s s  e x p o r t  a c t i v i t i e s  b u t  have  
an u n d e r l y i n g  theme o f  m a x im i z i n g  t h e  d e v e l o p m e n t ,  u t i l i z a t i o n ,  and econom ic  
r e t u r n s  o f  CFAB's mandated  i n d u s t r i e s .  E x p o r t  a c t i v i t i e s  a r e  o f  i n c r e a s i n g  
s i g n i f i c a n c e  t o  t h o s e  i n d u s t r i e s ,  and t h e  S t a t e  o f  A l a s k a  has i n v e s t e d  $ 3 1 . 8  
i n  b a se  c a p i t a l  o f  CFAB; i t  seems i n c o n s i s t e n t  w i t h  t h e  S t a t e ' s  i n t e r e s t  and
i n t e n t s  t o  e x c l u d e  CFAB f r o m  a p o t e n t i a l  a p p r o v a l  f o r  p a r t i c i p a t i o n  i n  t h e
p r o g r am  c o n t e m p l a t e d  by  SB 6 4 .

Proposed amendment to SB 64, Section 7(c):
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SECTIONAL ANALYSIS

Se na t e  B i l l  No.  9 —  "An Ac t  r e l a t i n g  t o  f i n a n c i n g  o f  f i s h  p r o c e s s o r s  and
a g r i c u l t u r a l  and t im b e r  p r o c e s s o r s  and h a r v e s t o r s  by t h e  
Com me rc ia l  F i s h i n g  and A g r i c u l t u r e  B a n k . "

SECTION 1

LEGISLATIVE FINDINGS.

( 1)

( 2)

( 3 )

F i s h  p r o c e s s i n g ,  a g r i c u l t u r a l  and t im b e r  f a c i l i t i e s ,  r e g a r d l e s s  
o f  o w n e r s h i p ,  a r e  i m p o r t a n t  t o  A l a s k a .

R e g a r d l e s s  o f  o w n e r s h i p ,  t h e y  c o n t r i b u t e  t o  A l a s k a ' s  economy.

R e g a r d l e s s  o f  o w n e r s h i p ,  t h e y  p r o v i d e  j o b s  f o r  A l a s k a  
r e s i d e n t s .

SECTION 2

4 4 . 8 1 . 2 1 0 ( c ) : New s u b s e c t i o n .  A l l o w s  CFAB t o  make l o a n s  t o  b u s i n e s s e s  
engaged i n  s h o r e b a s e d  f i s h  p r o c e s s i n g ,  t im b e r  p r o c e s s i n g  o r  
h a r v e s t i n g ,  o r  a g r i c u l t u r a l  p r o c e s s i n g  and h a r v e s t i n g  t h a t  a r e  
n o t  m a j o r i t y  owned by  A l a s k a n  r e s i d e n t s .  CFAB wou ld  have  
a c c e s s  t o  a b r o a d e r  m a r k e t  i n  wh ich  t o  make l o a n s .  The 
c om pan ie s ,  h ow e v e r ,  mus t be m a j o r i t y  owned by U . S .  r e s i d e n t s ,  
n o t  f o r e i g n  i n t e r e s t s .

P r e p a r e d  by K a r l  O h l s ,  
O f f i c e  o f  S e n a t o r  Z h a r o f f
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SECTIONAL ANALYSIS

S e n a t e  B i l l  No.  9 —  "An Ac t  r e l a t i n g  t o  f i n a n c i n g  o f  f i s h  p r o c e s s o r s  and
a g r i c u l t u r a l  and t im b e r  p r o c e s s o r s  and h a r v e s t o r s  by  t h e  
C om m e rc i a l  F i s h i n g  and A g r i c u l t u r e  B a n k . "

SECTION 1

LEGISLATIVE F IND INGS .

(1)

(2)

( 3 )

F i s h  p r o c e s s i n g ,  a g r i c u l t u r a l  and t im b e r  f a c i l i t i e s ,  r e g a r d l e s s  
o f  o w n e r s h i p ,  a r e  im p o r t a n t  t o  A l a s k a .

R e g a r d l e s s  o f  o w n e r s h i p ,  t h e y  c o n t r i b u t e  t o  A l a s k a ' s  economy.

R e g a r d l e s s  o f  o w n e r s h i p ,  t h e y  p r o v i d e  j o b s  f o r  A l a s k a  
r e s i d e n t s .

SECTION 2

4 4 . 8 1 . 2 1 0 ( c ) : New s u b s e c t i o n .  A l l o w s  CFAB t o  make l o a n s  t o  b u s i n e s s e s  
engaged i n  s h o r e b a s e d  f i s h  p r o c e s s i n g ,  t im b e r  p r o c e s s i n g  o r  
h a r v e s t i n g ,  o r  a g r i c u l t u r a l  p r o c e s s i n g  and h a r v e s t i n g  t h a t  a r e  
n o t  m a j o r i t y  owned by  A l a s k a n  r e s i d e n t s .  CFAB wou ld  have  
a c c e s s  t o  a b r o a d e r  m a r k e t  i n  wh ich  t o  make l o a n s .  The 
c om pan i e s ,  h o w e v e r ,  mus t be m a j o r i t y  owned by  U . S .  r e s i d e n t s ,  
n o t  f o r e i g n  i n t e r e s t s .

P r e p a r e d  by  K a r l  O h l s ,  
O f f i c e  o f  S e n a t o r  Z h a r o f f



February 12, 1987

DEPARTMENT OF COMMERCE & 
ECONOMIC DEVELOPMENT

O F F IC E  O F  C O M M E R C IA L  F I S H E R IE S  D E V E L O P M E N T

POUCH D
JUNEAU, ALASKA 99811 
Phone: (907) 465-2018

Honorable Tim Kelly 
Chairman
Senate Labor and Commerce 

Committee 
Alaska State Senate 
P.O. Box V 
Juneau, AK 99811

Dear Senator Kelly:

Re: SB 9 - Enlarging CFAB's lending base

CFAB was created to assist the development of the renewable resource 
industries, and its mission was initially limited to lending to 
Alaskan owned businesses. Since the initial legislation was passed, 
changes have been made to clarify CFAB's relationship to the state and 
to put it on its own two feet. It is now a cooperative bank with 
initial capitalization provided by the state which must be paid back 
in full. This office supports the expansion of CFAB's lending base 
for three major reasons.

First, CFAB serves an important function to the industry. Access to 
capital and financing are often impediments to fisheries development 
in Alaska, particularly to young, growing Alaskan processing com­
panies. It is difficult to develop tne necessary expertise. Those 
who do get involved limit their involvement to the most creditworthy 
applicants involved in the lowest risk fisheries. The recent crash in 
king crab has exacerbated that tendency. This makes it very difficult j to finance developing fisheries, especially for Alaskans, who fre­
quently don't have, a lot of other assets to pledge.

Few banks are active in the fishing industry, due to the risk involved 
and the complexity of the business. Yet, at one time or another, 
virtually every Alaskan owned processing company has had a loan with 
CFAB. CFAB has accumulated considerable experience in fisheries and 
is working to develop more. It is well positioned, if it can offer 
reasonable rates, to play a significant role in developing fisheries. 
It can, of course, adjust loan terms to account for risk. To do this, 
however, it needs a base of "surer" borrowers.

08 H I2LH
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Secondly, CFAB needs to lower its rates to attract the more credit­
worthy borrowers who have alternatives. Right now, its rates are 
quite high by comparison. To provide reasonable cost loans to the 
industry, it must expand its lending base to larger loans, which have 
lower costs, and it must be able to attract lower cost lending capi­
tal. It is now dependent for lending capital on the Farm Credit 
system, which has many problems and expensive money. Commercial banks 
will lend CFAB money at lower rates but will want to see a broader 
lending base with larger and more proven companies than can be 
provided just using Alaskan owned operations. Thus, for CFAB to 
better serve the Alaskan sector of the industry, it needs access to 
more of the industry. Note that it would be limited to lending to 
shorebased operations only.

Third, CFAB r.csds to be given a chance to repay the state's invest­
ment. The limits the state has placed on the lending base will make 
it difficult for CFAB to either serve its intended clients or to repay 
the state its initial investment. That situation should clearly be 
rectified. Thus, though initially it appears contradictory for a 
state capitalized institution to provide services to nonresidents, it 
is necessary, if CFAB is to be a competitive and viable financial 
institution capable of serving those it was originally intended to 
serve.

Sincerely

Paul Peyton 
Director

PP/ss0237r
021287a



Subject of nieetinCOMMITTEE:
IrJvCn-  ^

DATE: /-a%~ $  7

L  - piS'^v

VL’-lJJ r?

6>5' 3 S  <2 / Vl 0 .hdyŷLtts
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Pouch V 
Juneau, Alaska 99811 
(907)4054921

llox 55028
North Pole, Alaska 99705 
(907)488 0862

TO: LABOR AND COMMERCE COMMITTEE

FROM: SENATOR JACK COGHILt 

DATE: FEBRUARY 18, 1987 

RE: SB 10 ALASKA RAILROAtTRIGHT-OF-WAY

SB 10 repeals Section 42.40.355 of the Alaska Railroad Act. This 
sub-section prohibits the railroad from applying for rights- 
of-way in the western unit of the Gates of the Arctic National Preserve 
under 16 U.S.C. 410hh(4)(b)-(e). 16 U.S.C., etc., refers to Chapter 11
of the ANILCA Act. Chapter 11 allows the State of Alaska to apply for 
access across or into national parks and preserves if the appropriate 
requirements are met.

This bill would provide the Alaska Railroad Corporation with the 
flexibility to study and plan for future railroad extension into an 
important mineral and resource rich area of the state.

Frank Turpin, President and CEO of the Alaska Railroad Corporation, 
favors repeal of A.S. 42.40.355. He states in a letter to me: "The
legislature has previously found that the Corporation must function as a 
viable economic entity, which will also provide a level of 
transportation service that best satisfies the needs of the people of 
the State. Although any proposed extension of the rail system calls for 
careful scrutiny consistent with such Legislative purposes, by promoting 
flexibility, SB 10 meshes well with our desire to responsibly plan for 
the future."

I urge you to pass this bill as one step toward future resource 
development.



RAILROAD c o r p o r a t io n

April 30, 1985

F , G. Turpin
President and Chief Executive Officer
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Pouch 7-2111 • Anchorage, Alaska 99510-7069

The Honorable John B . HJackH Coghlll 
A laska State Legislature 
Pouch V
Juneau. AK 99811

v Subject: SB 303

Dear Senator Coghlll:

Thank you for Inviting our response to Senate 8111 303. which proposes repeal of 
A.S, 42 .40 .355 .

A# you know, A.S. 42 .40 .355  provides that the Corporation may not apply for a 
r igh t-o f-w ay  across, or exercise eminent domain In. the western unit of the 
Gates of the A rctic National Preserve.

Among the many powers assigned to It, the Corporation la authorized to plan for 
and undertake expansion o f the railroad and railroad ac tiv it ie s . Including 
extension of the ra il system . We support Senate BUI 303, because It creates a 
flex ib ility  to plan for extensions in an important part of our State.

The Legislature has previously found that the Corporation must function as a 
vlah la economic en tity , which Will also provide a level of transportation serv ice 
that bast sa t is f ie s  the needs of the people of the State. Although any proposed 
extension of the ra il system  ca lls  for carefu l 'scrutiny consistent w ith  such 
Leg isla tive  purposes, by promoting f lex ib ility , SB 305  meshes w e ll w ith our 
desire to responsibly plan for the future.

Sincerely,
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SB 14, "An Act relating to the interest rate on commercial fishing loans 

ANALYSIS: (CONTINUED)

The assumptions used in developing this fiscal note are as follows:

1. An effective date of July 1, 1988.

2. An annual investment of $14.5 million in new loans.

3. An average loan term of 11.5 years.

4. Payments made on loans made in FY 89 are not due until FY 90.

Based on an average loan size of $57,650.00, the annual payment required 
at 9% would be $614.00 less ($8,866.00 vs. $8,252.00) than at the existing 
rate of 10.5%. Revenues would be reduced $154.4 in FY 90, with an 
increasing cumulative effect in all years thereafter.

For every $14.5 million invested, a 1.5% reduction 1n interest would 
result 1n approximately $1.8 million in lost revenue to the state over 
the life of those loans.



DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT 
DIVISION OF INVESTMENTS

COMMERCIAL FISHING LOAN PROGRAM 
Alaska Statutes 16.10.310-.370

SECTION A 
(Limited Entry Permit Loans to Individuals)

WHAT IS THIS LOAN PROGRAM FOR?

If you are interested in buying a lim ited entry permit, this program may provide financial 
assistance. If you receive a loan under this section, you will not be able to borrow under 
section B of this program in the future.

WHO CAN APPLY FOR A LOAN?

An individual who is 18 years old or older, is a two-year resident of Alaska, and has experience 
in a commercial fishery during three of the last five years, including the season prior to filing 
a loan application, may apply for a loan.

HOW MUCH CAN BE BORROWED?

Depending upon your needs, up to $300,000 can be borrowed.

WHAT IS THE INTEREST RATE?

An interest rate of 10V2 % per year will be charged on the outstanding loan balance.

HOW MUCH TIME IS ALLOWED TO REPAY THE LOAN?

You may be allowed up to 15 years to repay the loan.

IS COLLATERAL REQUIRED?

The State will require collateral, such as a security interest in the limited entry permit, until 
the loan is repaid. Under certain circumstances, the State may require additional collateral.

WHERE CAN I APPLY FOR A LOAN?

For more information on this program or a loan application form, please contact the office 
located in your area:

Division of Investments 
Pouch D
Juneau, Alaska 99811 
Telephone: 465-2510

Division of Investments 
3601 C Street, Suite 740 
Anchorage, Alaska 99503 
Telephone: 562-3779

Division of Investments 
675 7th Avenue, Station A 
Fairbanks, Alaska 99701 
Telephone: 452-8182

Division of Investments 
P.O. Box 370
Dillingham, Alaska 99576 
Telephone: 842-1087

(Rev. 7/85)
-14-



DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT 
DIVISION OF INVESTMENTS

COMMERCIAL FISHING LOAN PROGRAM 
Alaska Statutes 16.10.310-.370

SECTION B 
(Permit, Vessel and Gear Loans)

WHAT IS THIS LOAN PROGRAM FOR?

If you are interested in the repair, restoration, or upgrading of your vessel and gear, or in 
the purchase of a limited entry permit, gear, or vessel, this program may provide financial 
assistance if no other source of financing is available to you.

WHO CAN APPLY FOR A LOAN?

An individual who is 18 years old or older, and is a two-year resident of Alaska may apply 
for a loan if the individual, Lecause of lack of training or employment opportunities is 
dependent upon commercial fishing, or is economically dependent upon commercial fishing 
for earning a living, and for whom commercial fishing has been a traditional Alaskan way 
of life. Two or more commercial fishermen may apply jointly to this program, except for the 
purchase of a permit.

HOW MUCH CAN BE BORROWED?

Up to $100,000 can be borrowed.

WHAT IS THE INTEREST RATE?

An interest rate of 101/2% per year will be charged on the outstanding loan balance.

HOW MUCH TIME IS ALLOWED TO REPAY THE LOAN?

You may be allowed up to 15 years to repay the loan.

IS COLLATERAL REQUIRED?

The State will require collateral, such as a security interest in the limited entry permit, the 
vessel or gear, until the loan is repaid.

WHERE CAN I APPLY FOR A LOAN?

For more information on this program or a loan application form, please contact the office 
located in your area:

Division of Investments 
Pouch D
Juneau, Alaska 99811 
Telephone: 465-2510

Division of Investments 
675 7th Avenue, Station A 
Fairbanks, Alaska 99701 
Telephone: 452-8182

Division of Investments 
3601 C Street, Suite 740 
Anchorage, Alaska 99503 
Telephone: 562-3779

Division of Investments 
P.O. Box 370
Dillingham, Alaska 99576 
Telephone: 842-1087

(Rev. 7/85)
-15-



Voterans
Small

Business
Com m ercial

Fish Tourism

S P E C IA L  R EP O R T  *
S TA T IS T IC S  ON D C E D  LOAN  P R O G R A M S 

(Thousands of Dollars)
Bulk Ch ild  H ist
Fuel Care  D lst Mining

Alternative
Energy

Resld.
Energy

Fish
Enhance

Power
Dev.

January 2,1987

Water 
R esource Total

CO M M ITM EN TS
Tolal No. Loans

Com m itted FY  72-87 7,718 1,338 3,120 3 59' 231 62 12 71 2,944 2,232 133 5 5 17,930
Total Dollar Am ount

Com m itted FY  72-87 371,795.2 202,529.3 181,395.0 3 29,874.7 8,357.2 2,175.6 1,345.4 28,426.4 19,299.6 8,346.5 52,577.8 193,847.0 2,500.0 1,102,469.7
Total No. Loans

Com m itted FY  87 -0- -0- 70 3 -0- 14 3 1 -0- 10 2 9 1 -0- 110
Total Dollar Am ount

Committed F Y  87 -0- -0- 4,014.5 3 -0- 351.4 150.0 250.0 -0- 88.8 8.6 1,804.3 1,000.0 -0- 7,667.6
APPROPRIATION S
FY  84 -0- -0- 9,091.0 -0- -0- 869.5 500.0 -0- 2,400.0 3,123.4 6,500.0 N/A -0- 22,483.9
FY  85 -0- -0- 3,500.0 -0- -0- -0- -0- -0- 1,000.0 -0- 5,000.0 210,000.0 -0- 219,500.0
FY  86 -0- -0- 3,710.0 -0- -0- -0- -0- -0- 845.0 -0- 812.0 •0- -0- 5,367.0
FY  87 64.0 400.0 464.0
LOANS OUTSTAN DIN G

Owned by Fund
•

Number of Loans
Outstanding 28 20 1,441 3 46 35 5 47 1,612 1,243 112 1 1 4,596

Principal Am ount
Outstanding 1,667.8 3,067.3 62,014.7 1,074.7 951.1 1,362.3 736.0 13,114.2 10,952.3 3,269.9 45,497.4 186,104.1 867.6 330,679.4

Average Loan Am ount
Outstanding 59.6 153.4 43.0 358.2 19.8 38.9 147.2 279.0 6.8 2.6 408.2 186,104.1 867.6 72.0

Serviced for AIDA
Number of Loans
Outstanding 1,592 201 324 7 N/A 1 3 N/A N/A N/A 11 N/A N/A 2,139

Principal Am ount
Outstanding 69,204.8 17,473.6 11,378.1 914.7 6.9 97.7 6,134.2 105,210.0

Average Loan Am ount
Outstanding 43.5 86.1 35.1 130.7 6.9 32.8 557.7 49.2

Summary
Total No. of Loans

Outstanding 1,620 221 1,765 10 48 36 8 47 1,612 1,243 123 1 1 6,735
Total Principal

Amount Outstanding 70,872.6 20,540.9 73,392.8 1,989.4 951.1 1,369.2 833.7 13,114.2 10,952.3 3,269.9 51,631.8 186,104.1 867.6 435,889.4
D ELIN Q U EN CY  R A TE S  AND D EFA U LT STA TISTICS

Statistics Based on Balances Outstanding
To Delinquent1 5.2% 10.2% 17.1% 1.9% 27.5% 10.'»% -0- 22.3% 4.1% 7.9% 4.7% -0- -0- 5.7%
% In Default1 1.8% 23.1% 4.2% 4.2% 1.3% 19.9% -0- 29.B% 3.8% 2.3% 3.0% -0- -0- 3.5%
Statistics Based on  Number o f Loans
% Delinquent1 4.5% 11.3% 13.9% 20.0% 31.2% 8.3% -0- 19.2% 3.7% 6.9% 2.4 -0- -0- 7.7%
% In Default2 1.4% 17.2% 2.7% '0.0% 4.1% 13.8% -0- 27.6% 4.2% 1.6% 1.6% -0- -0- 3.3%

< Delinquent Is defined as 60 days or more past due, not In litigation.
2 Default Is defined as In litigation.
3 Prequallflcatlons NOT Included
4 WWII Veterans Loans sold to A H FC  as mandated by S e c . 102, C h  138 S LA  1986,

Prepared by: Division of A ccoun ting  and Co lle ctions

e ffe ctive  c lo se  of business D ecem ber 31, 1986.

% X.L'
1/21/87
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DIVISION of ACCOUNTING & COLLECTIONS

Commercial Fishing Extension Statistics 

as °f January 5. 1987

EXTENSION REQUESTS

Area
Number 
Received 
to Date

Number 
Processed 
to Date

Number 
Tabled 
to Date

Number Number Number 
Approved Disapproved Paid to Date 

: to Date to Date (in lieu of ext

Bristol Bay 30 6 4 2

Cook Inlet 6 3 2 1

Prince William Sound 44 25 1 16 8 '

Kodiak 10 3 1 2

Kuskokwim 2 -0-

Southeastern 18 12 8 3 l(workout)

Norton Sound 1 1 1

Yakutat 1 1 1

Peninsula/Aleutians 1 1 1

Kotzebue 4 4 2 2

Chignik 1 -0-

Other 3 -0-

TOTAL 121 56 1 34.. 20 1

REQUEST HISTORY 

Bristol Bay

1983

18

1984

68

1985

89

1986 CHANGE
"(TyEb"-8b) 

30 _^q

%CHANGE 
(m$-Q6)
-66.3%

Cook Inlet 22 r5 18 6 -12 -66 6%

Prince William Sound 48 27 15 44 +29 +193.3%

Kodiak 62 21 20 10 -10 -50.0%

Kuskokwim 6 . 2 - 4 -66.6%

Southeastern 56 13 16 18 + 2 +12.5%

Norton Sound N/A 3 1 1 -

Yakutat N/A 1 1 1

Peninsula/Aleutians 14 2 7 1 - 6 -9,6.7%

Kotzebue N/A 1 0 4 + 4

Chignik 5 1 11 1 -10 -90.9%

Other 11 25 9 3 - 6 -66.6%

TOTAL 236 208 193 121 -72 -37.3%
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Attachment to Fiscal Note for SB 14.

This bill would reduce the interest rate charged on commercial fishing loans 
from 10.5% to 9%.

The assumptions used in developing this fiscal note are as follows:

1. An effective date of July 1, 1987.

2. An annual investment of $14.5 million in new loans.

3. An average loan term of 11.5 years.

4. Payments made on 1oans made in FY 88 are not due until FY 89.

For every $14.5 million invested, a 1.5% reduction in interest would result in 
approximately $2.8 million ($1.9 million present value at 8% discount) in lost 
revenue to the state over the life of those loans.

Based on an average loan size of $57,650, and an average term of 11.5 years, 
the annual payment required at 9% would be $614.00 less ($8,866 vs. $8,252) 
than at the existing rate of 10.5%.

2730s

page 2 of 2



DEPARTMENT OF COMMERCE & 
ECONOMIC DEVELOPMENT

D IV IS ION  O F  IN V E S T M E N T S

February 11, 1987

p o u c h  o
JUNEA U. ALASKA 99811 
PHONE: (907 ) 465-2510

Honorable Tim Kelly 
Alaska State Senate 
P.O. Box V 
Juneau, AK 99811

Dear Senator Kelly:

Re: Delinquency Statistics

As requested during my testimony on SB 14 before the Senate 
Labor and Commerce Committee, I researched the department's 
archive records for commercial fishing loan delinquency reports 
for the years 1972 and 1979. Unfortunately, it appears that 
delinquency records were not kept during those years, and I am 
unable to provide you with that information.

Since the division's split in 1983, the Division of Accounting 
and Collections has maintained delinquency records. You may 
wish to contact Martin J. Richard, the director of the Division 
of Accounting and Collections, if you need recent delinquency 
information.

I am sorry I could not provide you the information you requested.

PRA/GW/ssD2
0 2 iO b /b

cc: Martin J. Richard, Director
Division of Accounting and Collections

08-H18LH
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D E P A R T M E N T  OF L A W  /  p .o . b o x  k - st a t e  c a p it o i
/  JUNEAU, ALASKA 99811
/  PHONE: (907) 465-3600

O F F IC E  O F  THE A T T O R N E Y  G EN ERA L  I

F e b r u a r y  3, 1987

T h e  H o n o r a b l e  T i m  K e l l y  
A l a s k a  S t a t e  L e g i s l a t u r e  
P.O. B e x  V 
J u n eau, A K  99811

Re: SB 15 (T r a d e  Secrets)

D e a r  S e n a t o r  Kelly:

M a r k  J o h n s o n  of y o u r  o f f i c e  a s k e d  the D e p a r t m e n t  
of L a w  to p r o p o s e  l a n g u a g e  w h i c h  w o u l d  a l l e v i a t e  our 
c o n c e r n s  a b o u t  the a p p l i c a t i o n  of  SB 15 to the A l a s k a  
C o n s u m e r  P r o t e c t i o n  Act, A S  4 5 . 5 0 . 4 7 1  et s e q . a n d  the A l a s k a  
R e s t r a i n t  of T r a d e  Act, A S  4 5 . 5 0 . 4 6 2  et s e q .

Our s u g g e s t i o n  w o u l d  b e  to a d d  a n o t h e r  s u b s e c t i o n  
to p r o p o s e d  A S  4 5 . 5 0 . 9 3 0 ,  " E f f e c t  o n  O t h e r  L a w s , "  to read:

(c) A S  4 5 . 5 0 . 9 1 0  - 4 5 . 5 0 . 9 4 5  do n o t  a p p l y  to 
i n v e s t i g a t i o n s  or a c t i o n s  b y  the A t t o r n e y  
G e n e r a l  u n d e r  the U n f a i r  T r a d e  P r a c t i c e s  a n d  
C o n s u m e r  P r o t e c t i o n  Act, A S  4 5 . 5 0 . 4 7 1
4 5 . 50.561, or u n d e r  t h e  R e s t r a i n t  o f  T r a d e  
Act, AS  4 5 . 5 0 . 5 6 2  -- 4 5 . 5 0 . 5 9 6 .

T h a n k  y o u  for y o u r  c o n s i d e r a t i o n  o f  this p r o p o s e d  language.

S i n c e r e l y ,

G R A C E  B E R G  S C H A I B L E  
A T T O R N E Y  G E N E R A L

By:
R i c h a r d  D. M o n k m a n  

A s s i s t a n t  A t t o r n e y  G e n e r a l

R D M :n b

03 -  C32LH
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M E M O R A N D U M

TO:

F R O M :

S U B J E C T :

S e n a t o r  T i m  K e l l y ,  C h a i r m a n  
S e n a t e  L a b o r  a n d  C o m m e r c e  C p m m i t t e e

S e n a t o r  J a n  F a i k s  
P r e s i d e n t  o f  t h e  Seinat'

B a c k g r o u n d  o n  S e n a t e  B i l l  15 
A n  A c t  r e l a t i n g  t o  tra'cle s e c r e t s

S e n a t e  B i l l  15 h a s  b e e n  r e f e r r e d  t o  y o u r  c o m m i t t e e  f o r  
c o n s i d e r a t i o n .  T h i s  b i l l  p r o p o s e s  t h e  e n a c t m e n t  o f  t h e  
U n i f o r m  T r a d e  S e c r e t s  A c t  i n  A l a s k a .

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

T r a d e  s e c r e t s  a r e  i d e n t i f i e d  b y  a n  e l e m e n t  o f  s e c r e c y .  A  
t r a d e  s e c r e t  i s  n o t  m e r e l y  t h e  p r i v a c y  i n  w h i c h  a n  o r d i n a r y  
c o m m e r c i a l  b u s i n e s s  is c a r r i e d  on; r a t h e r ,  i t  is s o m e t h i n g  
k n o w n  t o  o n l y  o n e  o r  a few, w h i c h  is k e p t  f r o m  t h e  g e n e r a l  
p u b l i c ,  a n d  n o t  s u s c e p t i b l e  o f  g e n e r a l  k n o w l e d g e .  T h e  n a t u r e  
o f  a t r a d e  s e c r e t  is s u c h  t h a t  s o  l o n g  a s  i t  r e m a i n s  a s e c r e t  
it is v a l u a b l e  p r o p e r t y  t o  i t s  p o s s e s s o r ,  w h o  c a n  e x p l o i t  it 
c o m m e r c i a l l y  t o  h i s  o w n  a d v a n t a g e .

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

o u t  o f  s e s s io n
6060 YUKOM DRIVE AMCHORAOE, ALASKA 99516 907-274-6611



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

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

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

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

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

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

S e n a t e  B i l l  15 p r o p o s e s  t h e  f o l l o w i n g :

S e c t i o n  1. A S  4 5 . 5 0  is a m e n d e d  t o  a d d  t h e  A l a s k a  U n i f o r m
T r a d e  S e c r e t s  A c t  (AS 4 5 . 5 0 . 9 1 0  - 4 5 . 5 0 . 9 4 5 )

A S  4 5 . 5 0 . 9 1 0  (a). A  c o u r t  m a y  e n j o i n  a c t u a l  o r  t h r e a t e n e d  
m i s a p p r o p r i a t i o n  o f  t r a d e  s e c r e t s .  A n  i n j u n c t i o n  w i l l  b e  
t e r m i n a t e d  w h e n  t h e  t r a d e  s e c r e t  h a s  c e a s e d  t o  e x i s t ,  o r  
w i t h i n  a r e a s o n a b l e  t i m e  t h e r e a f t e r  t o  e l i m i n a t e  c o m m e r c i a l  
a d v a n t a g e  t h a t  w o u l d  o t h e r w i s e  b e  d e r i v e d  f r o m  s u c h  
m i s a p p r o p r i a t i o n .



A S  4 5 . 5 0 . 9 1 0  ( b ) . T h e  c o u r t  m a y  i s s u e  a n  i n j u n c t i o n  w h i c h  
c o n d i t i o n s  f u t u r e  u s e  o f  a t r a d e  s e c r e t  u p o n  p a y m e n t  o f  a 
r e a s o n a b l e  r o y a l t y ,  s h o u l d  i t  d e t e r m i n e  t h a t  i t  w o u l d  b e  
u n r e a s o n a b l e  t o  p r o h i b i t  s u c h  f u t u r e  us e .

A S  4 5 . 5 0 . 9 1 0  ( c ) . T h e  c o u r t  m a y  o r d e r  a f f i r m a t i v e  a c t s  t o  
p r o t e c t  a t r a d e  s e c r e t .

A S  4 5 . 5 0 . 9 1 5  (a) T h e  c o m p l a i n a n t  m a y  r e c o v e r  f o r  u n j u s t  
e n r i c h m e n t  a n d  d a m a g e s  f o r  t h e  a c t u a l  l o s s e s  c a u s e d  b y  t h e  
m i s a p p r o p r i a t i o n .

A S  4 5 . 5 0 . 9 1 5  ( b ) . E x e m p l a r y  d a m a g e s  i n  a n  a m o u n t  u p  t o  t w i c e  
t h e  a c t u a l  d a m a g e s  m a y  b e  a w a r d e d  f o r  w i l l f u l  a n d  m a l i c i o u s  
m i s a p p r o p r i a t i o n .

A S  4 5 . 5 0 . 9 2 0 .  T h e  c o u r t  s h a l l  p r e s e r v e  t h e  s e c r e c y  o f  a n  
a l l e g e d  t r a d e  s e c r e t  b y  r e a s o n a b l e  m e a n s .

A S  4 5 . 5 0 . 9 2 5 .  A n  a c t  f o r  m i s a p p r o p r i a t i o n  m u s t  b e  b r o u g h t  
w i t h i n  t h r e e  y e a r s  o f  d i s c o v e r y  o f  t h e  m i s a p p r o p r i a t i o n .

A S  4 5 . 5 0 . 9 3 0 ( a ) .  T h i s  a c t  d i s p l a c e s  c o n f l i c t i n g  t o r t ,  
r e s t i t u t i o n a r y , a n d  o t h e r  s t a t e  l a w s  w h i c h  e f f e c t  c i v i l  
l i a b i l i t y  f o r  m i s a p p r o p r i a t i o n  o f  a t r a d e  s e c r e t .

A S  4 5 . 5 0 , 9 3 0  ( b ) . T h i s  a c t  d o e s  n o t  a f f e c t  c o n t r a c t u a l  o r  
o t h e r  c i v i l  l i a b i l i t y  o r  r e l i e f  t h a t  is n o t  b a s e d  u p o n  
m i s a p p r o p r i a t i o n  o f  a t r a d e  s e c r e t ,  o r  c r i m i n a l  l i a b i l i t y  
w h i c h  m a y  a r i s e  f r o m  s u c h  m i s a p p r o p r i a t i o n .

A S  4 5 . 5 0 . 9 3 5 .  T h i s  a c t  s h a l l  b e  a p p l i e d  a n d  c o n s t r u e d  t o  m a k e  
t h e  l a w s  c o n s i s t e n t  w i t h  r e s p e c t  t o  t r a d e  s e c r e t  l e g i s l a t i o n  
e n a c t e d  b y  o t h e r  s t a t e s .

A S  4 5 . 5 0 . 9 4 0 .  D e f i n i t i o n s  o f  r e l e v a n t  t e r m s .

A S  4 5 . 5 0 . 9 4 5 .  T h i s  a c t  s h a l l  b e  n a m e d  t h e  A l a s k a  U n i f o r m  
T r a d e  S e c r e t s  A c t .



A M E N D M E N T

O f f e r e d  in the S E N A T E  

TO: SB 15

By F A I R S

P a g e  2, l i n e  20, d e l e t e  "o r "

P a g e  2, li n e  22, f o l l o w i n g  " s e c r e t " :

I n s e r t  o r

(3) the p o w e r  o f  t h e  D e p a r t m e n t  of  L a w  to o b t a i n  i n f o r m a­

tio n  r e l e v a n t  to c i v i l  a n d  c r i m i n a l  i n v e s t i g a t i o n s  a n d  p r o s e c u t i o n s "
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SB 15 An Act relating to trade secrets.
• 2 •

.V - The Department of Commerce and Economic Development has no 
ji:.;; position on this bill.

• • « i>*l •
: j Although the bill amends Title 45, which generally applies to 

the department, Section 50 does not contain a stipulation of 
; ;- responsibility for the department. Sec. 45.50.910(a) stipulates 

that a court may provide relief. Under this circumstance, the 
i4r;i;nvdepartment defers to the Department of Law. ••

; I • t: ,4 1 .  . . . • i ,  I •

nthony Smith, Commissioner

^  J/i* .p u ,_______________

i . . . .  .s . { . .  . f.

5282W13087a



D E P A R T M E N T  OF L A W  /  P.O. BOX K-STATE CAPITOL
JUNEAU. ALASKA 99811 
PHONE: 1907) 465-3600

O F F IC E  O F  THE A T T O R N E Y  G E N ER A L

F e b r u a r y  3, 1987

T h e  H o n o r a b l e  T i m  K e l l y  
A l a s k a  S t a t e  L e g i s l a t u r e  
P.O. B o x  V  
J u n e a u ,  A K  99811

Re: SB 15 (Trade Secrets)

D e a r  S e n a t o r  K e l l y :

M a r k  J o h n s o n  of y o u r  o f f i c e  a s k e d  t h e  D e p a r t m e n t  
of L a w  to p r o p o s e  l a n g u a g e  w h i c h  w o u l d  a l l e v i a t e  our 
c o n c e r n s  a b o u t  t h e  a p p l i c a t i o n  o f  SB 15 to the A l a s k a
C o n s u m e r  P r o t e c t i o n  Act, AS 4 5 . 5 0 . 4 7 1  et s e q . a n d  the A l a s k a
R e s t r a i n t  of  T r a d e  Act, A S  4 5 . 5 0 . 4 6 2  et s e q .

O u r  s u g g e s t i o n  w o u l d  b e  to a d d  a n o t h e r  s u b s e c t i o n  
to p r o p o s e d  AS  4 5 . 5 0 . 9 3 0 ,  " E f f e c t  o n  O t h e r  L a w s , "  to read:

(c) A S  4 5 . 5 0 . 9 1 0  - 4 5 . 5 0 . 9 4 5  do n o t  a p p l y  to 
i n v e s t i g a t i o n s  or a c t i o n s  b y  the A t t o r n e y
G e n e r a l  u n d e r  the U n f a i r  T r a d e  P r a c t i c e s  a n d  
C o n s u m e r  P r o t e c t i o n  A c t ,  A S  4 5 . 5 0 . 4 7 1
4 5 . 5 0 . 5 6 1 ,  or u n d e r  the R e s t r a i n t  of  T r a d e  
Act, A S  4 5 . 5 0 . 5 6 2  —  4 5 . 5 0 . 5 9 6 .

T h a n k  y o u  for y o u r  c o n s i d e r a t i o n  o f  this p r o p o s e d  language.

S i n c e r e l y ,

G R A C E  B E R G  S C H A I B L E  
A T T O R N E Y  G E N E R A L

By:

R i c h a r d  D . M o n k m a n  
A s s i s t a n t  A t t o r n e y  G e n e r a l

R D M :n b



The Department of Commerce and Economic Development has no 
: ; position on this bill.

i i ; ; - l  ' _
Although the bill amends Title 45, which generally applies to 

- the department, Section 50 does not contain a stipulation of
responsibility for the department. Sec. 45.50.910(a) stipulates 

:"i that a court may provide relief. Under this circumstance, the 
• -.'^■department defers to the Department of Law. • •

Smith, Commissioner

: J p J - f U :______________
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T h i s  l e g i s l a t i o n  c o u l d  h a v e  an a d v e r s e  im p a c t  on t h e
D ep a r tm e n t  o f  L aw ' s  e n f o r c e m e n t  o f  b o t h  t h e  R e s t r a i n t  o f  T r a d e  Ac t  
(AS 4 5 . 5 0 . 5 6 2 )  and t h e  Consumer  P r o t e c t i o n  Ac t  (AS 4 5 . 5 0 . 4 7 1 ) .  U n d e r  
b o t h  o f  t h e s e  s t a t u e s ,  t h e  a t t o r n e y  g e n e r a l  r o u t i n e l y  .. s u b p o e n a s  
i n f o r m a t i o n  wh ich  c o u l d  be c l a s s i f i e d  a s  " t r a d e  s e c r e t "  u n d e r  SB 1 5 .  
C o n s e q u e n t l y ,  p r o s p e c t i v e  d e f e n d a n t s  c o u l d  u s e  SB15 t o  b l o c k  o r  d e l a y  
o u r  i n v e s t i g a t i o n s .

The c o s t  o f  i n v e s t i g a t i o n s  and p r o s e c u t i o n  o f  a n t i t r u s t  and 
consume r  p r o t e c t i o n  c a s e s  c o u l d  go up a s  a r e s u l t .  B e c a u s e  i t  i s  
d i f f i c u l t  t o  q u a n t i f y  i n c r e a s e d  c o s t ,  any  e s t im a t e  on o u r  p a r t  w o u l d  be 
s p e c u l a t i v e  a t  b e s t .  More i m p o r t a n t l y ,  e n a c tm en t  o f  t h e  b i l l  i n  i t s  
p r e s e n t  f o rm  c o u l d  s e r i o u s l y  d e l a y  t h e  s t a t e ' s  o n g o i n g  a n t i t r u s t  
a c t i v i t i e s .  I t  i s  t h e r e f o r e  recommended t h a t  t h e  b i l l  be amended by  
a d d i n g  a c l a u s e  e x em p t i n g  i n v e s t i g a t i o n s  and p r o s e c u t i o n s  b y  t h e  
a t t o r n e y  g e n e r a l .
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A S  4 5 . 5 0 . 9 1 0  ( b ) . T h e  c o u r t  m a y  i s s u e  a n  i n j u n c t i o n  w h i c h  
c o n d i t i o n s  f u t u r e  u s e  o f  a t r a d e  s e c r e t  u p o n  p a y m e n t  o f  a 
r e a s o n a b l e  r o y a l t y ,  s h o u l d  i t  d e t e r m i n e  t h a t  it w o u l d  b e  
u n r e a s o n a b l e  t o  p r o h i b i t  s u c h  f u t u r e  u s e .

A S  4 5 . 5 0 . 9 1 0  ( c ) . T h e  c o u r t  m a y  o r d e r  a f f i r m a t i v e  a c z s  t o  
p r o t e c t  a t r a d e  s e c r e t .

A S  4 5 . 5 0 . 9 1 5  (a) T h e  c o m p l a i n a n t  m a y  r e c o v e r  f o r  u n j u s t  
e n r i c h m e n t  a n d  d a m a g e s  f o r  t h e  a c t u a l  l o s s e s  c a u s e d  b y  z h e  
m i s a p p r o p r i a t i o n .

A S  4 5 . 5 0 . 9 1 5  ( b ) . E x e m p l a r y  d a m a g e s  i n  a n  a m o u n z  u p  z o  z w i c a  
t h e  a c t u a l  d a m a g e s  m a y  b e  a w a r d e d  f o r  w i l l f u l  a n d  m a l i c i o u s  
m i s a p p r o p r i a t i o n .

A S  4 5 . 5 0 . 9 2 0 .  T h e  c o u r t  s h a l l  p r e s e r v e  t h e  s e c r e c y  o f  a n  
a l l e g e d  t r a d e  s e c r e t  b y  r e a s o n a b l e  m e a n s .

A S  4 5 . 5 0 . 9 2 5 .  A n  a c t  f o r  m i s a p p r o p r i a t i o n  m u s t  b e  b r o u g h t  
w i t h i n  t h r e e  y e a r s  o f  d i s c o v e r y  o f  t h e  m i s a p p r o p r i a t i o n .

A S  4 5 . 5 0 . 9 3 0 ( a ) .  T h i s  a c t  d i s p l a c e s  c o n f l i c t i n g  t o rt, 
r e s t i t u t i o n a r y ,  a n d  o t h e r  s t a t e  l a w s  w h i c h  e f f e c z  c i v i l  
l i a b i l i t y  f o r  m i s a p p r o p r i a t i o n  o f  a t r a d e  s e c r e t .

A S  4 5 . 5 0 . 9 3 0  ( b ) . T h i s  a c t  d o e s  n o t  a f f e c t  c o n t r a c z u a l  o r  
o t h e r  c i v i l  l i a b i l i t y  o r  r e l i e f  t h a t  is n o t  b a s e d  u p o n  
m i s a p p r o p r i a t i o n  o f  a t r a d e  s e c r e t ,  o r  c r i m i n a l  l i a b i l i t y  
w h i c h  m a y  a r i s e  f r o m  s u c h  m i s a p p r o p r i a t i o n .

A S  4 5 . 5 0 . 9 3 5 .  T h i s  a c t  shal.l b e  . a p p l i e d  a n d  c o n s t r u e d  t o  m a k e  
t h e  l a w s  c o n s i s t e n t  w i t h  r e s p e c t  .to t r a d e  s e c r e t  l e g i s l a t i o n  
e n a c t e d  b y  o t h e r  s t a t e s .

A S  4 5 . 5 0 . 9 4 0 .  D e f i n i t i o n s  o f  r e l e v a n t  t e r m s .

A S  4 5 . 5  0 . 9 4 5 .  T h i s  a c t  s h a l l  b e  n a m e d  t h e  A l a s k a  b’n i f o r m  
T r a d e  S e c r e t s  A c t .



fiCB END JUD DIST FCIX276-S342 ’

STATE OF ALA S K A  1987 LEGISLATIVE SESSION
FISCAL NOTE

v i s i o n  D a t e :
tie: A n  A c t  R e l a t i n g  t o  T r a d e

S e c r e t s  
o n s o r :  F a i k s  & K e r t u l a
q u e s t o r :  S e n a t e  L a b o r  & C o m m e r c e

D i l l  V e r s i o n :  
P u b l i s h  D a t e :

A g e n c y  A f f e c t e d :  
B R U :

C o m p o n e n t s :

SB 15 
l-r.7-87

A l a s k a  C o u r t  S y s t e m  
T r i a l  C o u r t s

1PENDITDRES/REVENOESi (Thousands o f - D o l l a r s ) _____________________________________
O P E R A T I N G  FY 87 FY 88 FY 89 FY 90 FY 91 FY 92

rsonal S e r vices . . . . . ♦ • ■ • . . . . « . . . . . »  . . . .
avel . . . .  . . . .  . . . .  ................ .. . . . . .
<ntractual . . . .  . . . .  . . . . .  , . . . . . . .  . . . .
ipplies    . . . . »  . . . .
[ u i p m e n t     . . . .  . . . . . . . .
m d  & S t r u c t u r e s  . . . .      . . . .  . . . .
ants & Claims . . . .  . » « . * . » . «  . . . .  . . . »  . . . .
T OTAL O P E R A T I N G  0.0 0.0 0.0 0.0 0.0 0.0

C A PIT AL . . . , .7 . . . . . . . .  . . . . . . . * . *

revenue 7777 7777 7777 77777 7777 . .7 .
ENDING: .. ( T h o u s a n d s  of. D o l l a r s )  7 7      —-------
:neral Funds 0.0 0.0 0.0 0.0 0.0 0,0
ideral Funds    . . . »  . . . .  » . . » . . . .
:her . . . .  .  .................  . . . »  . . . .  . . . .
TOTAL 0.0 0,0 0.0 0,0 0,0 0.0

) S I T I Q N S : - —  —   - -

ill-time . . . .  ..............................................................
irt-time    . . . .  . . . .  . . . .  . . . .

jmporary . . . .  . . . .  . . . .  . . . .  . . . .  . . . .

1ALY5IS:____ (At.taglL,a aepara te-gage-lf ne.c,e.aaaryj_____________________________

N o  f i s c a l  i m p a c t .

: e p a r e d  by: R o b e r t  G, F i s h e r ,  F i s c a l  O f f i c e r  

I v i s i o n :  A l a s k a  C o u r t  S y s t e m

j p r o v e d  by: C o U ^ T o a p u t y  D i r e c t o r
jency: A l a s k a  C o u r t  S y s t e m

L s t r i b u t i o n  (by p r e p a r e r ) :
L e g i s l a t i v e  F i n a n c e  
L e g i s l a t i v e  S p o n s o r  
R e q u e s t o r
O f f i c e  of M a n a g e m e n t  & B u d g e t  
I m p a c t e d  A g e n c y ( i e s )
S e n a t e  S e c r e t a r y

P h o n e :  

D a t e :

D a t e :

264-8215
1-27-87

1-27-87
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