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Statements of Operations o

Year Ended December 31.

1984 1983
Interest Income:
INEETEST 0N TOANS oo eeeeeee e eeeseeeeseeseeee e seeseseeeeseeeeeeeeseseeseess e seesss e seess e eeese e eeseseneeeeeseeon $ ]_1.992 08 S 1391*1,312
INTErest 0N OPETrATING FESEIVE oo 918,081 sp A
1291089 11666091
INTETEST € XD BN S ittt bbb bbb 8380“) *-38;AJ.?
1.531,|82 w3 21
PrOVISION fOT T0BN 10 S8 S e eeceesiees eroetesseseseesesesseseesseseesessesseseeessssessessensessensesesaeeeees II.2»16I9 3%138
O 1~ 1 35113
Other Expenses:
Salaries anil Denefits .., 1."83.281 l.“0~.3S0
OCCUPANCY EXPENSE ovvvrrreccevvssvrrrersssssns 200,s h 200.823
Office 0PErationS .o 201.133 100.333
Advertising anil promotion ... 19+, 182 181.911
Travel, lodging and meal = ..veeeriveceiinnennns 192.001 180.2 11
Depreciation and amortization .... 180.12' 1"0.1 32
Professional fEeS ..o 1180s1 302.822
Telephone and postage ..o, 1.”> 1 11i.i93
loss on assets held for resale ... *'2.330
DIrectors' f8eS .rrssssssssssssssssseseeeeeeeen ' 1.113 88.091
MiSCEIANEOUS oo e oo 30 I 1 S3.(>93
3,260.339 3.232.1 13
Allocated undistributed patronage earnings
(unallocated undistributed patronage loss) S(9.9* '6) 309.473

See notes to financial statements



Statements of Changes, tn Capital and Aflocated, Unallocated Undistributed Patronage Earnings (Loss)

Share
Capital

Balance, January 1, 108.3............ Sp 1.80S,(vitl
Issuance ol stock during the year.
('lass 1 stock. 2<:3i9 shares, net ..
Class a stock, 20t shares.......
lilans receivable on Class B
preferred stock issued......n
Class B preferred stock assessments . .
Itss: Assessments receivable........
Dividends pavable ...
loan principal charged against........
allocated undistributed patronage
Inallocated undistributed
patronage earnings
Balance, December SI. 198.3...ccceeuue.
Issiiaiue (redemption) ol stock
during the year:
Class B stock. 8.033 shares, net .
Class A stock. 00 shares .
Reduction in loans receivable
on Class B prelerreil stock
redemption ...
(lass B prelerreil stock
ASSESSMENTS.coviierrririeeniens
ltss Assessments receivable.........
Inan principal charged against
allocated undistributed patronage
1nallocated wundistributed patronage
loss

Balance December >1. 1984 ..o,

2.“3t.yno
2.(110

<2,* 3 1.9(101

31.808,28(1

(S0S.300)
000

80S.301)

$31.808.880

x t noil's to tiii.mi i.il statements

Class It
Preferred Capital In
Stock Excess Of
Assessment Par Value
S S 49.930
23.00
8(i
(sol
1] 3." 10
s.-too
so.str
('o.jn
S10.260 S79.110

Allocated Unallocated
Undistributed Undistributed
Contributed Patronage Patronage
Capital Earnings laiss Total
S 144.020 S i.5-0.5-10 S S 36.30.€02
2.“3-1.900
20,-100
(2.“34.0n %)
80
(HO)
(42.20(1) (42.200)
(“2.81l) ("2.8i 1)
.309.4%3 309.i“3
It 1.020 4.%(11.018 30.991.3.34
(803,300.
(i.()
803.300
89,3(1"
(Hgl24“ )
(2S(l.0S])) (230.081)
(glglilll_ol (glgﬂﬂlﬂli(i)
SI <4.620 S4_SH. 237 5(9.977,776) $26,379,337



Source of Funds-
From Operations —
Allocated undistributed patronage earnings
(unallocated undistributed patronage loss)
Items not requiring the use of funds:
Depreciation and amortization............
Provision for 10an 10SS ..o
Gain on sale 0f aSSELS. .
Funds provided from operations
Net proceeds from sale 0f aSS€tS..iineriinerennn,
Net proceeds from stuck iSSUANCE. .ceerininnnne
Decrease In —
Gash
L0ans, Net.rreiineneens ST
Accrued interest receivable ...
Increase In —
Accrued interest payable ...
Notes payable. ..
Class B preferred stock assessments, net

Use of Funds:

loans charged off. net of recoOVeries. ..,

loan principal charged against

allocated undistributed patronage earnings
Patronage dividends paid payable . ..
Increase In —

Opeiating reSErVe s

Investment in Spokane Bank for 1ooperatives

FOANS s s
Accrued interest receivable e,

Bank premises, furniture and equipment

Acquired assets held for resale. ...,

Other assets ..
Decrease In —
Accounts payable and accrued expenses

Spokane Bank for Cooperatives participation pavable

Patronage dividend payable ...,

See notes to linanci.il statements

Year F.ndcd December 31.

1984

99"  *p)

180.12"
11.i-t1.619

Ih4.C9 o
0.0(H)

368.9-43
8.800.3 t9
2,63-4. (26

241.709
l.1<>~91~
_10.2(H)

$ 14.876.636

,5 ;01103334

23(1.081

.>2-803
1.030.b9]

100, (00
2.1 1881 3
2~3,0-" |

2.2%0
129.1.-8

42.24)0
514.8-6.636

1983

309 ,4-3

10,132
3.890.13?
(8.9-0)
+4.360,-64
230.2-4w
2."61.3M

319.800
28.-27.892

$36.424.010

5 1.-30.399

-2.8-41

(2.200

211,840

1.328.193
30.033.300
"il?-

2.30.9 401

130.301

18 4.193
59.309

___300.011

$.36.424,010



Note A — Summary of Significant Accounting
Policies:

operations: The Alaska Commercial Fishing and
Agriculture Bank (CFAB) was incorporated on May t, 1979
to promote the sustained growth of Alaska agriculture and
fishing through the provision of de*t financing and
financial services to resident-owned Businesses engaged
in harvesting, processing or mark'v.ig. and to promote
its own growth as a strong user-oriented institution
through cooperative owne ship and self-governance.

CFAB i' acooperative corporation and intends to refund
am allocated undistrihu ed patronage earnings at such
time as the Board of Du finds that the financial
condition of CFAB will so portil

(iporatinx Hosonos ami /non 10 Board designated
operating reserve investments in short term instruments
are stated at cost, which approximates market

/Merest "ii loans The accrual of income on loans is
discontinued when interest or principal is contractually
past due more than 90 days (See Note 11

IVtPYif/oge Pit idoiuts Pain -nage dividends received from
spokane Bank for Cooperatives isBCI. of which CFAB is
a member, are shown as a reduction of interest expense
to sBC in the year tn which those dividends arc declared
In MU

\ttniiamr for loan /.owiv Additions to the allowance lor
kon liissi-s are prov ided fr>{tt charges ii 11 v<une based on
management's evaluation of the loan portfolio under
existing economic conditions

N/t Assets timht/nr /(iw/ic Acquired assets held for
u-s.ile are valued at the lower of fair market value or the
recorded investment in the related loan Hitiding costs are
expensed when incurred unless such costs increase ilic
tair market value of the asset

Hank® / Pemises. tinnitiavand ii/ai/nnent Bank premises,
furniture and equipment are stated at cost less accumulated
depreciation and amortization Depreciation and aiiiortiza
non are charged to operations In use of the straight line
method over estimated useful lives of three to ten years
Fxpcnditures tor maintenance and repairs are charged to
operating expense a> incurred Fxpcnditures for renewals
or improvements which extend the life ol an asset are
capitalized at cost and depreciated as stated above. I'pon
sale, retirement or other dispositions« property, the cost
and accumulated depreciation are removed from the
respective accounts and the resulting gain 01 loss is
recorded in income

<iryaniziitnni (jists certain cost related to the feasibility,
capital needs and incorporation phases of CFAB had been

deferred and were being amortized over 6() months. At
December 31. |98-i all costs had been amortized. Such
costs consisted of legal and advisory fees.

111011110 1axes Amounts provided for income tax
expense are hased on earnings reported for financial state-
ment purposes, rather than on the taxable income shown
on the corporate income tax return. These amounts may
differ because c.rtain items are recorded as income or
expense in different years for financial statement and tax
return purposes.

CFAB uses the now-through method of accounting for
investment tax credits, which results in a reduction of
income taxes in the year credits are utilized.

Itoilassi/icatinns: Certain reclassifications have been made
to the 1983 financial statements to conform with the
classifications used in 198-»

Note B — Income Taxes:
Income tax expense consists of the following for the
year ended December 31. 1983

Income tax expense calculated

at statutory rates ., S1JJ.10S
Tax effect of:
Distribution of allocated
Patronage €arNings .. (1t10.3081
Investment tax Credit...nn: til.800)
S -

I'liere was no income tax benefit from the unallocated
undistributed patronage loss lor the yearended December
31 155t
"iilw

afB B O — CTWP— I

Note C — Related Party Transactions:

|1 the ordinary course ot business, CFAB makes loans
to members vvlio serve 011 CFAB's Board of Directors
loans to members who serve on the Board of Directors
must he approved by the SBC Total loans to these
members at December 31. ">N1and 1983 were S3.IN-.“9 1
and S0.J3-i.39-i, respectively

M M MM HM am K In"maoaaM

Note I) — Loans:

The following represents a classification of CFAB s loan
portfolio by major category:



Notes to Financial Statements a?niea
December 31.
1984 1983
VESSEIS e, $40.450,6“9 $50.520,9%4
Fish processors...... 29,506.5“1 .30.2*8.44"
Agriculture anti
timber. i, 19.110.05¢ 2 t.-i21.884
Gear, entry permits.
and 0 her. 9.25~.()36 S,~98.9()~
lo t.32 1.303 113.990.212
less: ljoans receivable
on Class 5
preferred stock .. i9.51~.~tnM (10.383.2QQ)
9»,806.663 103.60“.012
Less: Allowance for
[0an 10SSeS.rrirrrinnne, (s.31".0211 I-t. 1.39.536)
S$89.489.0t2 $99.467.4T6
Asth  ;only the fifth year of lending activity for CFAI5.

loan loss experience has been limited and no similar lend-
ing institution exists on which to base an allowance for
expected loan losses. Management has established the
allowance for loan losses based on a specific provision for
loans identified as a potential loss. Additionally, manage-
ment has included an allowance of 1.5% for loans not
specifically identified as a potential loss ,\summary of the
activity in the allowance for loan losses is as follows.

Dccember .31

1984 1983
balance at beginning
(0 1S/ T:Y SR S4.139.330 $2,000.(100
Charge 10 expense. . 11,241,619 3,890,1.33
Recoveries on loans
previously charged
0 Ff e, 4~p.po.3 H)~.339
13,831.2 t8 5.99«.0“~*
loans charged o ff 11ii.533.Q2~)__ (1.838.158)
balance at end of year $ 5.317.621 S 4.139.5.36

The following represents a classification of CFAD's
nonaccrti.il loans by major category:
December .31,

1984 198.3
Fish processors $13.069,““5 $2,91.3,320
Timber.,. , 8,934,494
Vessels and other
fishing related
ACTIVItY v ~.95.1 ,3.440,990

$31.979.446 5 6.354.510

Ifinterest on these loans had been accrued, such income
would have approximated $4,380,000 for 198

Nonperforming loans, but not in the opinion of manage-
ment considered to be nonaccrual loans, totaled
$1.48“ 920.

CFAB serves the financial needs of the commercial
fishing and agricultural industries in the State of Alaska.
These industries are subject to seasonal and cyclical
fluctuations which could effect the borrowers' ability to
repay loans on a timely basis

UuH BfIBBI

Note E—Bank Premises. Furniture, and Equipment:

The following represents a classification of bank
premises, furniture and equipment by major category:

December 31.

1984 1983
Furniture, fixtures and
EQUIPMENT .o $ 9“6,20.3 $916.083
leasehold improvements 14~.2Q2 123.1.39
1.123.405 1.041.213
less: Accumulated depreciation
and amortization ... (4“5.1' 4) (3.33.452)
$648,231 $TQ7.76l

1~

Note F — Lease O bligations:

CFAI5 has entered into certain long-term operating lease
agreements for buildings and equipment. Rental expense
under these leases totaled S234.00 and $232,144 fi r the
years ended December .31 198 1and 198.3. respectively.
Minimum annual lease payments are as follows:

Year ending December 31. Amount
1983 $90,000
1986 .35,000
198 .30,000
1988 12,000

13



Note G — Notes P..;able:
Notes payable consisted of the following:

borrowings against lines of credit with Spokane Bank for Cooperatives (SBC): current
agreement provides for quarterly interest payments based upon Boating rates: Seasonal
loan - credit line of S60,000.000 expiring on March 1 1985. bearing interest at

11."5% at December 51, 198-4 ..o

SBC matched funds short-term notes with interest rates ranging from 9% to 9.55%

maturing at various dates in 1985 ...

SBC. matched funds long-term notes:

Interest at 10.655%. due lulv 22. 1985 ....cooovvvveireinennn,
Interest at 10.5-M%. due lanuarv 20. 198" ....ccoeeennne,
Interest at 11.19.5%. due lime 1 198" i,
Interest at 1t)."68%. due September 1 198" ...,

Interest at 11.28%. due lanuarv 20. 1995
Interest at 11.2.52%. due October 21. 1991

Other notes payable and capitalized equipment leases with various interest rates and

MATUFITY G ATES oo

Principal payments required on notes payable are as
I')llows:

Year en ling December 31. Amount
0SS 555,5"-4,825
1980
|OS" IS.1IK'10.000
loss
loso and beyond 10.000.000

CPAIfentered into sIH.s matched funding loan program
in November, 1982 whereby(TAM may borrow bothshort-
term and long-term fundsunderitsestablished line of
credit at fixed rates of interest, generally providing CIAB
with a lower cost of funds.

(TAM must invest in SBC's Class C stock in an amount
equal to at least 5% of the cumulative average loan balance
maintained with SMC. The amount of (TAB *investment
m SMCs (‘lass C stock and equity in allocated surplus was
S-i,".38,“5i and $3."08,6-t3 at December 5 1981 and

1983, respectively. The maximum amount due SMC dur-

ing 198*1 was $9 1.955.000, These loans are secured by
substantially all (TAM assets.

CPAM maintains an unsecured line of credit with a local
bank of $2.000.000. At December (I. 1981there were no
draws outstanding.

1984 1983

...................................................... S 15.555.900 S 19.300,000
...................................................... 55.000,000
...................................................... 5.000.000 5.000.000
...................................................... 5.000.000 5.000.000
................................................ 5.000,000 5.000.000
..................................................... 5.000.000 5.000.000
..................................................... 5.000.000 5.000.000
...................................................... 5.000.000 5.000,000
...................................................... .59.285 106.368

S580.574.285 S$79.406.368

Note H — Share Capital:

Shares purchased by the state of Alaska must be
repurchased within twenty years by CPAM.

Preferential shareholders rights on dissolution are
attached in the order of Class C. Class Mand Class A

I'pon issue, the following rights will attach to the three
categories of stock:
Class C — No voting or dividend rights. May only be
issued to the State of Alaska

Class M— No voting rights. Class Mstock may only be
held by members ol CPAM. and dividends paid
shall not exceed Sio per share annually bor-
rowers must purchase and maintain Class M
stock in an amount equal to 10% of their loan
proceeds. This amount is added to the loan
proceeds in determining the loan balance.

Class A — No dividend rights. I-ach member of CI-AM
must own one share of Class A stock, latch
share of stock carries one vote. To vote, a
member must be engaged in commercial fish
ing or agriculture and must be a current bor-
rower or have borrowed from CPAM during the
preceding two years or have retained patronage
earnings with CPAM ofat least S2.5t)ti.



our . -
Notes to Financial Statements continued

Note | — Pension Plans:

CFAB has two pension plans. Benefits for employees
were provided through contributions of 556.881 and
S50.BH) in 198t and 1983, respectively, for the defined
contribution plan.

CFAB also has a noncontributory defined benefit plan.
Total pension costs for 198i and 1983 were 525.855 and
S23.095. respectively. A comparison of accumulated
benefits based upon a weighted average rate of return of
8"i, and plan net assets adjusted fot balance sheet accruals
as of December 31. 1983 is presented below:

Actuarial present value of
accumulated plan benefits:

VESTEA i 5 1,61"
NONVESTEU oottt es e sesees

S 1,617

Net assets available for benefitS..vcvnis S$12,000

Information with respect to the actuarial computed
value of vested benefits and pension fund assets as of
December 31. 198 i is not available.

NoteJ — Class C Stock Repurchase Plan:

Inaccordance with AS 1i.81.010(b), on or before July
is. 2000. CFAB isrequired to repurchase its Class C stock
issued to the State of Alaska. On November lo. 1982 a
contract was signed with the State of Alaska outlining the
principles of a plan which calls for the repurchase of
outstanding Class C stock with CFAB capital funds to be
provided by CFAB's member-borrowers over a period of
future operations. On December 12. 1983, CFAB im-
plemented its Class C Stock Redemption Program.

~jl

Note K— Commitments and Contingent Liabilities:

In the normal course of business, CFAB makes various
commitments and incurs certain contingent liabilities. The
commitments include obligations to extend credit. At
December 31. 198-r, outstanding loan commitments
aggregated 512.1'3.<21.

CFAB isa defendant in legal actions arising from normal
business activities. Management believes that those actions
are without merit or that the ultimate liability, if any.
resulting from them will not materially affect CFABs
financial position.

Note L — Accounting Changes:

In 198 * CFAB adopted the policy of reporting loans
receivable applicable to Class B preferred stock purchases
as a reduction to Class B preferred stock equity. CFAB
believes that reporting in this manner more accurately
reflects the economic substance of the Class B stock
purchases. There is no effect of the change to current or
prior years income. File financial statements for the year
ended December 31. 1983 have been restated to include
the change.

Also, loans contractually past due more than 90 days will
m >limger be reflected as earning assets. Accrual of interest
on non-performing loans in years prior to 198* was
allowed if. in management'sopinion, collectibility of such
income was assured. The new method of recognizing
income was adopted to follow a consistent, conservative
approach to accrual of interest income. The effect of the
change in 19S-i was to decrease interest income by
approximate!! S2,()()“.<)00. There is no material effect on
income in the years prior to 1981
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Missing the benefits

THE MESSAGE is sharp

and clear when Jim Camp-

bell, chairman of the North
Pacific
ment Council, talks about
bottom fishing in Alaska.

He says Alaskans “are
doing a good job of promo-
tion but we are falling on our

face when it comes to reap-

ing the benefits.”

In the past 10 years, bot-

tom fishing has grown from
a production of 1,000 tons a

year to a projected two mil-

lion tons in 1987. That e-

flects the action of the coun-

cil last December in making
the water from three miles

to 200 miles offshore an ex-

clusive fishing area for
American fishermen.

The growth has been phe-
nomenal, with investments
surging as world markets
showed a need for more and
more bottom fish. American
fishermen were skeptical
about the new fishery- In the
beginning, but they have
gone all out for it recently.

sUnder the council’s new
rules, the Americans will
catch 94 per cent of all the
fish in that exclusive zon”.

THE DISMAYING part of
the development is the fact

that 53 percent of the indi-

viduals In the fish business
receive no dividend checks
from the state. They are
non-residents who come
north for the quick buck and
head back home as soon as
they get it.

Campbell said estimates

show that 1986 gross ex-ves-

sel revenue from bottom
fishing in 1986 was $300 mil-
lion. Of this, only $40 million
went to Alaska fishermen.

It is equally disturbing

that the shoreside Eroces-

sors, mostly in Kodiak, Aku-
tan and Dutch Harbor, took

Fishery Manage-

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

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

THE REMEDY  sug-
gested by the council chair-
man requires cooperation:

He said the state should
take a position of leadership
in bringing it about. The
combined efforts, concern
and talents of state govern-
ment and private enterpr'se,
along with active participa-
tion by the university and
the federal government,
must plan it together.

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

gProbably the most sir-
prising disclosure in Cam;*-
bell’s report, which he made
to the Chamber of Com-
merce, was that Gov. Steve
Cowper has told fishing in-
terests that the state has no
policy in regard to develop-
ment, and will not have one
forat least a year and a half.

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

rtant to too many Alas-

ns as well as the markets
of the world to wait a year
and a half for the state to de-
velop a policy.



ALASKA STATE LEGISLATURE -

SENATOR RICHARD I. ELIASON

RULES COMMITTEE. CHAIRMAN

LABOR 4 COMMERCE COMMITTEE, VICE-CHAIRMAN

LEGISLATIVE COUNCIL
RESOURCES COMMITTEE
FISHERIES SUBCOMMITTEE. CHAIRMAN

MEMORANDUM

T0: Senator Jack Coghill, Chair
Senate Resources Committee

FROM: Senate Resources Fisheries Subcommittee

DATE: March 20, 1987

SENATE

RE: S.B. 8 and S.B. 9 - legislation relating to the
Commercial Fish and Agriculture Bank (CFAB)

The fisheries subcommittee reports back the above mentioned

PO BOX 143
SITKA ALASKA 99835

PO BOXV
JUNEAU. ALASKA 99811
.3071465-A916

legislation to the Senate Resources Committee and recommends

that S.B. 8 and S.B. 9 be considered by the Committee as soon

as possible.



SENATE COMMITTEE REPORT

FURTHER: FINANCE
3/16/87 DATE TURNED INTO OFFICE
Mr. President:
RESOURCES Committee considered

Commercial Fishing and Agricultural Bank.

and recommended:

[T replace with CS FOR ) [1 same title
[ 1 or adopt CS FOR ) WP new title

[ ] attached amendment(s) and
do pass

] do not pass

] no recommendation

] individual recommendations
further referral to

] Jletter of intent adopted_

Committee [i/f attached or [ ] adopted fiscal note(s)

[ 1 new [ J updated or [ ] previous
[\A zero [ ] fiscal impact
MEMB NG DO PASS OTHER RECOMMENDATIONS

M 2

Ct~Ipfoan sighat™™ >a”~frecon”™nHat”dn
[ 1 Committee Backup Attached
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PURPOSE AND SCOPE OF THE REVIEW

The purpose of our review was to determine if the performance
of the Alaska Commercial Fishing and Agriculture Bank (CFAB)

is efficient, effective, and economical. Our scope included
a review of the Board of Directors®™ proceedings, operating
expenditures, and the loan portfolio. CFAB"s financial

statements for the year ended December 31, 1980 were audited
by a certified public accounting firm.

STATE OF ALASKA 1 DIVISION OF LEGISLATIVE AUDIT



ORGANIZATION AND FUNCTION

The Alaska Commercial Fishing and Agriculture Bank (CFAB)

was created by Chapter 159/ SLA 1978 (AS 44.81.010) as a
public corporation and government instrumentality of the
State, but with a legal existence independent of and separate
from the State. Its purpose is to provide financing for the
commercial fishing and agricultural industries in Alaska.

In Fiscal Year 1979, the Commissioner of the Department of
Revenue purchased $2,000,000 (200 shares) of special preferred
class C stock in accordance with AS 44.81.010(c). Then in
March 1980, the Department of Revenue loaned CFAB $30,000,000
at 9 1/2% per annum. In July 1980, the loan agreements were
cancelled through the issuance of an additional 3,000 shares
of class C stock to the State and the payment of interest

from March 1980, totalling $480,205. The class C stock
receives no voting or dividend rights. CFAB must repurchase
the class C stock from the State within 20 years.

CFAB made 136 loans from April 2, 1980 through March 13,

1981. As of March 13, 1981, there were 130 outstanding
loans, totalling $24,287,687 (see Appendix A).

STATE OF ALASKA 2 DIVISION OF LEGISLATIVE AUDIT



FINDINGS AND RECOMT®IENDATIONS

Recommendation No. 1

CFAB should require that inventories used as collateral be
insured, naming CFAB as the loss payee.

CFAB has developed procedural manuals for the processing and
accounting of loans and for collateral control. These
manuals are well written and are useful management tools.

We reviewed 67 (49%) of the 136 loans made from April 1980
through March 13, 1981. The loan files, 1in general, were
well organized and contained required information. However,
we did note an area of weakness 1in collateral control that
needs to be addressed.

Qur test included eight loans for which CFAB has a secured
interest in the inventories as collateral “or the loan
advances. Five of these loans did not have insurance on the
inventories, naming CFAB as the loss payee.

CFAB could lose its security on the loan advances through
spoilage, accident, fire, etc. Therefore, CFAB should

require that insurance be obtained by the borrower, naming

it as the loss payee, on inventories in transit and inventories
not held in bonded warehouses.

Recommendation No. 2

CFAB should compensate members of the Board of Directors for
travel expenses in compliance with Alaska Statutes.

CFAB reimburses members of the Boaid for actual travel
expenses rather than a fixed per diem rate established by
the Commissioner of Administration. During Fiscal Year
1980, Board members were reimbursed for $33,807 in actual
travel expenses.

AS 44.81.110 states the Board members are to receive compensation
at a rate determined by the Board for each day the Board

meets if they attend the meeting. In addition, they are
entitled to per diem and travel allowances as provided by
law for members of State boards and commissions. AS 39.20.180(2)

states the members of boards and commissions arc entitled,
for expenses other than transportation, to a per diem allowance
prescribed by the Commissioner of Administration.
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Recommendation No. 3

CFAB should give public notice of its Board and membership
meetings in accordance with Alaska Statutes.

CFAB has not given public notice of the dates and places of
its Board and membership meetings.

A memorandum dated May 13, 1981 from the office of the Attorney
General states the Open Meetings Act (AS 44.62.310 - 44.62.312)
is applicable to CFAB. AS 44.62.310(e) requires reasonable
public notice be given for all meetings required to be open
under the Act. Since action taken at meetings held contrary

to the Act may be void, it would be prudent of CFAB to comply
with the public notice requirement for future meetings.

Other Information

This section of the report addresses the results of our review

of CFAB expenditures from inception through April 30, 1981. \We
have included this information because a significant number of

the expenditures may be inappropriate for an entity subsidized

by public funds.

Throughout the audit CFAB management has maintained it is a
private cooperative entity. They believe they are responsible
only to their members, each of whom has purchased a single
share of class A common stock for $100, and class B common
stock in an amount equal to ten percent of the member®s loans
(the amount necessary to purchase the B stock is added to the
loan amount requested, deducted from loan proceeds by CFAB at
closing, and capitalized.)

CFAB 1is primarily capitalized through a purchase of nonvoting
class C stock by the State of Alaska. Paid-in capital at
April 30, 1981 is shown as follows on CFAB financial statements

Class A Common Stock $ 1,770
Class B Common Stock 2,534,900
Class C Common Stock 32,000,000
Capital in Excess of Par Value 15,300
Total Paid-In Capital $34,551,970
Each Alaskan has an interest in the manner in which public
funds are spent. CFAB has been given a specific mission by
the Legislature; that of enhancing commercial fishing and
agricultural activities in Alaska. They have been provided

with the authority and the wherewithal to accomplish this
mission.
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As an entity that receives a large State subsidy, we believe

it is incumbent upon CFAB management to exercise a higher degree
of prudence with their spending habits than if they were
completely privately funded.

The following items represent a sampling of CFAB expenditures
from inception through April 30, 1981, some of which are
questionable:

A. Furniture, Fixtures, and Leasehold Improvements

The balance of CFAB"s furniture and fixtures account as of
December 31, 1980, CFAB"s fiscal year end, totalled $313,966.
Of this amount, $246,835 was Tfor expenditures for the Anchorage
office. The total expended for leasehold improvements as of
the same date was $65,850, which was for purchases of carpet,
wallpaper, etc. The following is an example of the type of
furnishings purchased for the Anchorage office.

1. President®"s Office

Sofa $ 3,631
Five swivel upholstered chairs 7,717
Teak bookcase/cabinet units with

refrigerator and liquor cabinet 4,232

2. Executive Assistant®"s Office

Natural oak desk $ 2,302
Natural oak credenza 3,150

3. oenior Vice-Presidents® Offices

Two teak executive desks $ 2,903
Two teak coffee tables 1,812
Two teak bookcase/cabinet units 5,453
4. Executive Conference Room

Rosewood conference table $16,225
Conference chairs (14) 10,470
Soapstone carving of a land

otter with a crab 2,000

In addition, CFAB maintains an apartment in Juneau for which
$4,218 in furnishings were purchased, such as two beds, dresser,
color television, dinette set, desk, etc. Leasehold improvements
were made totalling approximately $2,254, 1including new carpet
and wallpaper.
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B. Art Work

As of December 31, 1980, the balance of the non-depreciable
assets account totalled $13,353. This represents purchases of
prints and paintings for the Anchorage office. A sample of the

paintings are:

Custom ordered original paintings by Charlen Jeffery

1. "Brown Bear" watercolor $ 3,400
2. "Musk Ox" watercolor 1,750
3. "Cows" watercolor 1,850
4 . Six additional watercolors on rice

paper, subject matters are Tfishing

and agriculture 2,150
5. "Alaska Fisherman and Farmer" 800
6. "Toast of Alaskan Holiday" 800
7. "Alaskan Logger" 950

lutomobiles

1. 1980 Chevrolet Citation for a branch

office $ 7,918
2. 1981 Chevrolet Malibu for a branch

office 8,874
3. 1980 Subaru 4x4 Station Wagon for

the Anchorage office 7,842

4. 1981 Subaru 4x4 Station Wagon for
the Senior Vice-President/
Administration 9,350

Total $33.984

In addition to the bank owned vehicles, CFAB pays the $168

per month lease charge for the President"s vehicle.
Maintenance and repair costs for the leased and bank owned
vehicles totalled $4,543 during Fiscal Years 1980 and 1981,
through April 30. Gasoline expense 1is paid for the leased
vehicle, the bank owned vehicles, and the personal vehicle

of the Senior Vice-President/Credit, including gasoline
consumed for personal use. The staff employees are reimbursed
for the business use of their personal vehicles at a rate of

25 cents per mile.
D. Salaries and Benefits
1. Salaries, Bonuses, and State Benefits

Salary and benefit expenditures totalled $996,692
for Fiscal Year 1980. Included in this unount was
$108,192 for year-end bonuses. In addition, two
CFAB employees received a total of $1,565 in cash
bonuses during the year and $2,390 was paid
directly to a travel agency for a bonus trip to
Hong Kong for the Senior Vice-President/
Administration and his spouse.
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CFAB 1is presently accruing $22,000 to $24,000
per month for bonus expense. The Fiscal Year
1981 total budgeted bonus accrual is $282,356.

CFAB officers and employees are in the exempt
service of the State personnel systenm. They

are covered by the State insurance and retirement
programs. They are also exempted from the Social
Security Act, as are other State employees, and
instead participate in the State Supplemental
Benefit Program. Employer contributions for these
benefits are paid from CFAB"s operating funds.
Officers receive four weeks annual leave and
employees receive three weeks. In addition,

both officers and employees accrue sick leave at
a rate of one day per month.

Other Benefits, Fiscal Year 1980

Staff room costs (coffee, hot chocolate,

tea, sugar, dish soap, etc.) $2,943

Season tickets to the Alaska Repertory
Theatre $

Staff Christmas party at the Anchorage
Westward Hilton:

Food $2,353
Liquor 2,197
Entertainment 600
Floral centerpieces 211

376

$5,361

Turkeys for CFAB officers and employees $

Banquet for a staff meeting at the
Sheraton Hotel $

The President, Senior Vice-President/
Administration, a prospective employee

and their spouses had dinner at the

Captain Cook Hotel 1in Anchorage. $

A branch manager and his spouse had
two dinners with two CFAB employees
at the Mecca Lounge in Kodiak. $

The total charged to the other employee
benefit and the other personnel expense
accounts 1in Fiscal Year 1980 was $6,076
and $13,810, respectively.
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E. Office Space

The Anchorage office is approximately 7,000 square feet

which includes two kitchens each equipped with oak cabinets,
microwave oven, dishwasher, and refrigerator. Also, one

kitchen has a built-in stove top. CFAB purchased a dinette

set for $1,108 and a natural oak conference table and upholstered
chairs for $4,360 for kitchen/staff room furnishings. In
addition, the President®s office includes a bathroom with a
shower stall.

F. Directors®” Fees

In Fiscal Year 1980, $32,479 was paid to members of CFAB's
Board of Directors. Originally in March 1979 the Board set
its rate of compensation at 3$100 per day during Board meetings
in addition to per diem and travel expenses set forth by
State law. In April 1979 the Board voted to increase the
compensation rate to $250 per day for the Chairperson and
$200 per day for the members. Again, in February 1980 the
rate of compensation was in" eased to $500 and $400 per day
for the Chairperson and members, respectively. In addition,
CFAB has reimbursed Board members for actual expenses rather
than paying a per diem rate, see Pvecommendation Ho. 2.

In May 1980 the Board voted to compensate members for work
concerning CFAB, other than attendance at meetings, at a

rate of $62 per hour for the Chairperson and $50 per hour

for the members. During the period November 1979 through

April 1981, a Board member has been paid $12,438 for organization
and consultation services.

G. Travel, Lodging, and Meals

During a review of Board and staff members® monthly expense
reports for the period October 1979 through March 1981, we
noted the following:

1. President®s Foreign Travel

a. A European tour, from October 24 through
November 17, 1980, to Denmark, England,
Rome, and Paris: the purpose of the
trip was to tour the Danish fishing
industry, visit the British banks and
the White Fish Authority, examine the
British dairy industry, attend the
International Fisheries Conference,
and the Fisheries Products Exposition.
(Cost includes airfare, totalling
$1,881, for the President™s spouse,
as well as an undetermined amount for
her meals and lodging expense.) $8,805

STATE OF ALASKA 8 DIVISION OF LEGISLATIVE AUDIT



b. An agriculture tour from January 28
through February 12, 1981, to Denmark,
Norway, Sweden, and Finland: (Cost
includes International Fisheries
Conference fees for the President®s
spouse and the spouse of the Chairperson
of the Board, totalling $376.)

c. At the November 25, 1980 Board meeting,
the President apprised the Board of
his tentatively scheduled trips for

1981:
January - Denmark
(Same as b. above)
Spring or Summer - Japan
October - Munich

Senior Vice President/Administration -
Foreign Travel

a. A trip to London, England in
January, 1981

Dinners

a. The following dinners were reported on
the expense reports of the President
and Senior Vice-President/Administration:

1) A dinner at the Corsair 1in
Anchorage attended by four CFAB
employees and their spouses.

2) Three CFAB officers and their
spouses had dinner at Simon &
Seafort®s Saloon & Grill in
Anchorage.

3) The President and Senior Vice-
President/Administration and spouses
had dinner with a local businessman
and spouse at the Corsair in
Anchorage.

4) The President, Senior Vice-President/

Administration, and a prospective
employee had dinner.
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5)

6)

7)

8)

9)

10)

All told, there were 48 dinners on the expense

Two legislators, CFAB"s attorney,
and a consultant had dinner in
Juneau with the President, Senior
Vice-President/Administration and
a secretary.

A dinner at Yancey Derringer®"s 1in
Juneau with four Board members and
the Senior Vice-President/

Adminis cration.

Five members of the Board, thethree
senior executive officers, the Vice-
President/Branch Management, and
CFAB"s attorney had dinner at
Josephine®™s Restaurant in Anchorage.

Three dinners at Josephine®s
Restaurant for the five members of
the Board and the Senior Vice-
President/Administration.

The Senior Vice-President/
Administration and the Chairman of
the Boa:d had dinner at the Captain
Cook Ho”el 1in Anchorage.

The two Senior Vice-Presidents had
dinner at Josephine®s Restaurant
in Anchorage.

$213

$343

$281

$534
400
449

$125

$157

reports of the

President and Senior Vice-President/Administration each costing
in excess of $100 during the period October 1979 through March

1981.

b. Cost of dinners or lunches noted on other
persons monthly expense reports:

D

2)

3)

4)

STATE OF ALASKA

Branch Manager took Branch Assistant
to lunch on five occasions.

The two Seattle branch office
employees and six employees from
offices in Alaska dined in Seattle.

The two Seattle branch officeemployees
and seven employees from the offices
in Alaska dined in Seattle.

Staff lunch at Clinkerdagger,
Bickerstaff & Petts Public House 1in
Anchorage.
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H.

C. Banquets held in March 1981 at the
Sheraton Hotel in Anchorage. Costs
include $398 for liquor.

Miscellaneous Expenditures

a. Alaska Airlines Board Room, United
Airlines Red Carpet and University Club
(San Francisco) membership dues on the
expense reports of the President or
Senior Vice-President/Administration.

b. Tuxedo rental.

C. Liquor and mixes for the bar in the
President®s office.

d. Glassware and cutlery purchased at Design
Craft Ltd. 1in Anchorage.

e. Towels and accessories for the executive
bathroom purchased at Nordstrom 1in

Anchorage.

f. Two gift certificates for dinner at
Josephine®s Restaurant in Anchorage.

g. Gift certificate at Stephan Fine Arts
gallery.

Promotional Costs

1.

Anchorage Pre-opening Party at the Sheraton Hotel

64 dinners $1,325
19 bottles Chenin Blanc 186
18 bottles PinotNoir 124
Hosted bar - 283drinktickets 814
Flowers 180
Meals and lodging for: three members of the

Board, two CFAB employees, three business
associates, and five spouses.

Total Anchorage Costs
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$100

$200
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2.

Pre-opening Parties at Branch Offices

a. Kodiak:
Party room rental and permit $ 160
Food 450
Bar 621
Gratuity 130
Total foodand bar costs 1,361
Air charter for
CFABemployees 2,711

Total Kodiak Corts

b. Cordova:
Elks Club

c. Homer:
Finger food for 200 persons $ 900
Bar 934
Tax 18

Total Homer Costs

d. Air charter for CFAB employees
to Cordova and Homer pre-opening
parties.

e. Seattle (costs are based on
an estimate prepared by the
Branch Mananer):

Invitations 3 89
Seafood:
Crab legs 160
Prawns 90
Caterer 1,100
Liquor and mix 600

Total estimated SeattleCosts

Total Cost of Pre-openingParties
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"5.
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Legislative Cocktail Party at the Baranof Hotel
in Juneau (100 quests)

Food $1,770
Liquor 932

Sixty-six Eddie Bauer Gortex mountain parkas
with CFAB logo purchased for employees and
members of the Board.

Gift packs of Blake"s Fancy Smoked Salmon
for customers.

5,750 Dot"s Tide Table books printed with
CFAB logo for customers.

Cookbooks.
1,000 1980 Annual Reports (cost includes

color setups, slides, printing, design
work, etc.)

DIVISION OF LEGISLATIVE AUDIT
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$555
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$27 ,466
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APPENDIX A

ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK
SUMMARY SCHEDULE OF LOANS

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

Total Total
Number Total Outstanding
of Loans Original Balance
Purpose of Loan Made Amounts as of 3/13/81
(See Notes (See Note 3)
1& 2)
Entry Permit Purchase 4 $ 184,800 $ 176,600
Entry Permit Refinance 7 217,200 217,200
Used Vessel Purchase 34 3,587,155 3,492,258
New Vessel Purchase 20 3,918,596 1,968,703
Vessel Refinance 35 8,708,721 8,427,605
Vessel Repair 2 40,900 40,900
Gear Purchase 8 443,300 408,339
New or Used Vessel
Equipment Purchase 8 327,820 311,615
Miscellaneous Debt
Refinance 0 409,877 409,859
Fisherman Working
Capital 2 10,750 10,750
Fish Processor Working
Capical 10 37,757,000 8,823,857
Totals 136 $55,606,119 $24,287,686

See Accompanying Notes to the Summary Schedule of Loans
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APPENDIX B

ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK
NOTES TO THE SUMMARY SCHEDULE OF LOANS
For the period 04/02/30 - 03/13/81

Note 1

Borrowers are required to purchase CFAB class B stock in an

amount equal to 10% of the loan proceeds. The original loan
amount listed includes the amount loaned for the purchase of
the class B stock.

Note 2

Certain portions of the Fish Processor Working Capital loans
are guaranteed by the State of Alaska under the authority of
SLA 1980, Chapter 32.

Note 3

On May 14, 1980, CFAB signed a loan agreement with the
Spokane Bank for Cooperatives (SBC) which established a line
of credit to finance CFAB"s current lending activity. As
amended on June 18, 1980, CFAB may borrow up to $30,000,000.
The agreement 1is for a one-year terra from June 1, 1980,
bearing interest at a floating rate prescribed by SBC.
Interest 1is payable the last day of each quarter. The loan
is secured by all CFAB notes evidencing loans to members.
The loan agreement is to be renegotiated annually. The
outstanding loan balance at March 13, 1981 totalled $1,000,000.

Further, CFAB 1is required, in accordance with the Farm
Credit Act to purchase SBC class C stock in an amount equal
to 15% or a lessor amount prescribed by SBC of the quarterly
interest payable. The amount of CFAB"s investment in SBC
class C stock at March 13, 1981 totalled $47,784.
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YVVE O mmms

TS S\ AT TOUNO

ALASKA GOTOVKCIAL FISHING AND ACRICUL'ILIRE RAIK
SCHEDULE OK LOANS BY HKAEX1l OFFICE (Sec thte 1)
for the Period 04/02/ti0 - 03/13/81

Anchorage
tdunlvor tluniier
of Original Outstanding of
lig.iiis Loan Halance loans
Puroose of Loan Hide /mount as of 03/13/81 tilde
Entry l'enmt [Virchase -0- 5 -0- 8 -0- -0-
li.try l'emit hcfitiancc 2 49,500 49,500 3
Used Vessel Nircliase 13 1,974,795 1,890,982 9
New Vessel Purclinse 10 1,756,488 1,279,453 5
Vessel Refinance 13 5,686,750 5,516,936 7
Vessel Ueji.ilr 5,000 5,000 -C-
lienr l'urch.ise A 277,200 260,506 1
Hew or Used Vessel
Equipment l'urch.ise 2 65,070 64,485 3
Miscellaneous Delit
Kefinance 2 165,000 165,000 2
Fisherman Working
Capital 1 7,950 7,950 1
Fish Processor Working
Capital 10 37,757,000 8,823.857 -0-
Totals 60 847.744.753 818,063,669 31

Sic Act'inpnnying (vales to the Sclkmlute of leans hy Branch Office.

APPENDIX C

(im'OITED)
Cordova o
Niniier
Original Outstanding of
loan Illlanee loans
Amount as of 03/13/81 Hide
8 -0- 8 *0« 1
74,200 74,200 -0-
461,530 450,446 6
399.600 231,844 3
346,510 310,426 4
-0- -0- -0-
33,000 33,000 -0-
89,450 73,368 1
192,227 192,209 -0-
2,800 2,800 -0-
-C- -0- -0-
81,599,317 81.368,293 15

Iexiiak
Original
fmount
8 39.600

-0-

397,330
1,592,008
1,519,450

-0-

-0-

24,200

53.572,588

IHrher
Outstanding of
Hilance lesins
as of 03/13/81 Hide
8 39,616 3
-0- 2
397,330 6
286,906 2
1,444,306 9
-0- 1
-0- 3
24,200 a
-3- a
-0- -0-
-0- -0-
52.192,342 30

Itcnor

Original

loan

Aroiint

8 145200
93,500
753,500
170,500
1,156,01)
35,900
133,100

149,100
52,650
-0-

-0-
$2,689,461

e

as of 03/13/31
S 137,000
93,500
753,500
170,500
1,155,937
35,900
114,833

149,562
52,650
-0

-0-
82.663.332



APPENDIX D

ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK
NOTES TO THE SCHEDULE OF LOANS BY BRANCH OFFICE
For the period 04/02/80 - 03/13/81

Note 1

CFAB has two additional branch offices; one in Seattle and
another located in Ketchikan. The Seattle office does not
process loans. The Ketchikan office opened in November 1980
and as of March 13, 1981 had not made any loans.
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2550 Denali Slrcel, Suite 1201 M oore

P.0. Box 4-2070
Anchorage. Alaska 99509
(%07) 276-2007

SRA90-B
Homer, Alaska 99803

L LEGISLATE
AU33T

August 27, 1981

Mr. Paul V. Harris, CPA
Anchorage Office Manager
State of Alaska

Division of Legislative Audit
P.0. Box 1231

Anchorage, Alaska 99510

Dear Mr. Harris:

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

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

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

Since the completion of the audit, |legislation has been
passed clarifying CFAB"s status and 1its relationship to
the State. That Ilegislation causes the majority of points
covered 1in the audit, and 1indeed, the focus of the audit
itself, to be currently moot.

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

Sincerely,

5o
Roseleen "Snooks"™ Moore

sd

Alaska CommercialFishing and Agriculture Bank
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June 12, 1981

Mr. Paul V. Harris, CPA
Anchorage Office Manager
State of Alaska

Division of Legislative Audit
P. 0. Box 1231

Anchorage, Alaska 99510

Dear Mr. Harris:

It is apparent from your letter that the audit has failed to
grasp the mandate given to CFAB by the Legislature. It has also
been unable to properly evaluate the complexities and intricacies of
operation demanded of a private company operating in the private
market. These standards are imposed upon CFAB in order to fulfill
the mission spelled out in the enabling legislation.

The fundamental concept of the Alaska Commercial Fishing and
Agriculture Bank (CFAB) is that it is a private, cooperatively
owned and managed financial institution. This design was mandated
by the Legislature for the purpose of linking with the national
cooperative banking system to bring outside capital to Alaskan
fishermen and farmers. The designers of CFAB recognized that it
must be a private corporation in order to qualify for participation
in the national Sf/stem.The Banksfor Cooperatives are prohibited
by law from affiliating with or lending money to a government
organization. If CFAB had not been organized to operate as a
private organization, it would nothave heen able to lend, in 16
short months of operation, over $30,000,000 to its over 225 member
stockholders who are Alaska fishermen and farmers, and over
$50,000, COO to its member stockholders who are processors, as requir-
ed by the Legislature. Nor could we have provided employment
opportunities to Alaskan workers who crew the vessels, till the
land, or process Alaska's fish and farm products.

Even in CFAE?'s short history, it has fulfilled the intent of
bringing in outside capital to finance our fishermen, farmers and
processors. Today, the commitment of the Banks for Cooperatives far
exceeds that of the original State commitment. Additionally, we have
increased the net worth of the Cooperative by more than $4 million
during that same short period. We have in excess of $40 million in
pending loan applications and fully expect to exceed $300 million in
loans to fishermen, farmers and processors by the year 1985.

Alaska CommercialFizhinftand Agriculture Dank
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Paui V. Harris
June 12, 1981
Page 2

In testimony before the State Legislature on several occasions,
the Spokane Bank for Cooperatives has testified that they have an
excellent relationship with  CFAB and hold its management and
operations in high regard. Theyhave remarked that the progress
made by the Cooperative during its brief period of operation has
exceeded their expectations for us at the end of five years. In that
testimony, they plainly stated that they would not be able to lend
to CFAB if we were not a private cooperative. If CFAB were not a
private cooperative, it would cease to be part of the national
cooperative banking system and hundreds of millions of dollars
would be lost to Alaskan fishermen and farmers. In their place, the
Legislature would have to fund the operations of CFAB in the
annual budget document and allocate those millions  for the same
loans, thus reducing the funds available to the people of the state
for ether purposes and costing them millions of dollars in subsidies.

Our basic instructions from the Governor, the Legislature, and
the consultants at the time of CFAB's creation were to form a
private, cooperative financial institution. If that 1is not the case,
as you suggest by your comments and the standards apparently
used in formulating your audit, then the intent of the legislation
cannot be carried out, outside funds cannot be brought in to
benefit farmers and fishermen through CFAB, and the Legislature
will  be forced to appropriate necessary funds frcrr  the  General
Fund. This will, of course, place the State directly back into the
loan business against the wishes of the Legislature and the financial
community.

The Legislature also intended that CFAB be audited and
required in the original legislation that the board of directors have
an annual audit performed by outside, independent auditors, and
that the audit report be made- available to the Governor, members of
the Legislature, and the general public. CFAB has employed the
national firm of Price Waterhouse & Co. for that purpose. They have
completed audits for the years 1979 and 1980. A copy of the 1980
report is attached. This audit clearly shows CFAB to be following
proper practices and procedures.

In determining performance, one must look at achievements
toward a stated goal. In its brief history, CFAB's achievements are
many. Among them are:

1. Establishment of a well organized, systematicallr run
business which is managed according to generally accepted
management practices, including:

a. Stated mission, goals, objectives, and action plans;
b. Complete and accurate accounting systems;

c. Detailed, written policies and procedun covering
the whole of our operation;

d. Complete budgeting and financial reporting system;

e. Employee policies, pay scales, job descriptions,
and evaluation systems;
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Paul V. Harris

June 12,
Page 3

~

10.

11.
12.

13.

14.

1981

f. Printed documentation for loans bearing the approval
of both general and specialized legal counsels of
the Cooperative.

Active involvement of the members of the Board of Directors
inthe policy development and control of the organi-
zation, plus a high level of attendance by those members

at meetings.

Development of a full and professional cadre of accounting,
legal, insurance', tax, and management advisors of national
stature.

Completion of a procedural audit by a national firm
of CPAs using both their auditors and management advisory
groups to insure the continuity of our procedural and

control  systems.  This form of audit is scheduled to
be performed on an annual basis.

Development of 32 specialists in various aspects of fisheries
finance. These add to an extremely limited, if not almost
non-existent, field of expertise.

Opening five branch offices, offering the full services of
the Cooperative, in key areas throughout the state.
Branches are now located in Kodiak, Homer, Cordova,
Ketchikan, and Seattle.

Maintenance of an active calling pro?_ram to areas outside
of the loactions of our established offices.

Attracting and financing nearly 250 member shareholders
from geographically dispersed areas within the state.

Development of a full range of loan programs to serve
the fishing and agriculture industries, adding appre-
ciably to those previously available.

Development of credit lines necessary to meet CFAB'S
financial needs and its commitments to members.

Achievement of more rapid turnaround of loan applications.
Achievement of profits in each of its accounting periods
despite expensing all opening and operating costs. Profits
for the first quarter of this fiscal year are $800,000.

Return of patronage dividends equal lo 9j percent of
the interest paid by members during 1980.

The first installment in the return of the State's initial
capital investment was made.
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15.  Support of agriculture and fisheries development through:
a. support of A-H and FFA;

b. creation of the Young Alaska Farmers Financing
Cooperative to provide financing for youth agricultural
projects;

c. development of financial planning manuals for use
by fishermen and farmers;

d. support and initiation of research projects;
e. participation in policy development.

16.  Enhancing other financial agencies' abilities and opportuni-
ties to finance both fisheries and agriculture. CFAB
is currently financing the customers of the Agriculture
Revolving Loan fund during a period in which it s
out of funds, enabling farmers to plant crops and advance
projects in the critical summer months.

We have also provided the necessary additional funds
and controls of credit to allow other Alaska banks to
safely become involved with or continue their involvement
with Alaska processors.

17.  Adding a point of financial professionalism to the Alaska
fishing and agriculture industries to which  foreign
and "Lower A8" financial institutions can relate and
on which they can rely.

In the formulation of your letter, you have failed to relate
to specific key points about CFAB's operation. It is  owned and
operatedby private shareholders who  bear the full risk of its
operation and whose investments are subordinated to those of
the State. It is these shareholders who, by law, have the manage-
ment and control of the Cooperative. Moneys expended by the
Cooperative in the achievement of its business purposes are not
those of the Stale. Unlike a State or other public body, CFAB's
expenditures do not represent an irrevocable loss of those funds
to the people of the state. Expenses are paid by the income of
the Cooperative derived from its operations which, by definition
and federal tax law, are the property of the member stockholders.
CFAB is governed not only by the specific statute creating it
but also the cooperative laws of the state and the federal tax
law specifically dealingwith  lending cooperatives. CFAB pays
full federal taxes, unlike a State agency or department,

We da_apfpreciate that performance of an audit of CFAB has
|

posed a icult problem for you. While somewhat unique to Alaska,
organizations such as CFAB are widespread in P e lower states.
They are certainly the business of the Bank for Cooperatives
and are among the clients of our CPA firm, P"ice Waterhouse
& Co. In fact, Price Waterhouse s considered to Pe among the
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best in the practice of cooperative accounting, management and
tax practice. It lists among its clients some of larger cooperatives
in the United States. Using their experience, and with a number
of comparisons to draw from, they have audited CFAB and found
everything to be in order and within the context of proper operation.

Being a CPA yourself, you are well aware of the Generally
Accepted Auditing Standards imposed upon members of your profession,
Among these are the matters of relevence, materiality, and context.
It appears thatitems  reported inyour letter have been taken
out of context and included without review and full understanding
of the circumstancessurrounding them. There is no stated standard
of comparison used in the determination of significance.

Development of your report on the basis of inadequate under-
standing of CFAB, its purposes, and the requirements of operation
imposed wupon it causes the Board of Directors of CFAB tremendous
concern. Presented in the fashion of your letter, without standards
of acceﬁtable comparison, provides the public reader no basis
upon which to draw judgment.This may unjustly tarnish  the
reputation of Management and of the members of the Board, as
well as diminish the willingness of some borrowers to do business
with the Cooperative. In turn, the oprivate stockholders of CFAB

will be injured.
We will comment on each of the items raised in your letter.

Recommendation No. 1 is a good point and one previously
raised by our CPA's in the course of completing their procedural
audit. That point has been corrected both by requirement of borrower-
provided insurance and by CFAB obtaining a blanket policy.

Recommendation No.2 regards the compensation of Board
members for  per diem expenses. There is an alternate to fixed
per diem provided for in the regulations pursuant to which CFAB
has established its policies for board reimbursement. We have
asked our attorneys to reviewthat section in the case we have
misinterpreted the details of application. Ifwe find that we have,
we will, naturally, correct procedures in the future.

In  the -evaluation of expenses, one must relate them to the
mission, goals, objectives, and the business framework in  which
CFAB  perates. While CFAB has initial investment funds from the
State, it receives no othersupport and must repay the State within
a specified period of time. Viewed as a benefit on the one side,
it is a large financial obligation on the other. CFAB must develop
an operation capable of attracting the hundreds of millions of
dol lars from outside lenders necessary to  fulfill its mission and
P’»rpose.  While the mission of providing loans to fishing and
agriculture may appear the same os those given to a State loan
program, or to AIDA, the road to their accomplishment is much
more complex given the lack of State funding or State guarantees.
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In addressing the mission imposed by the Legislature and
in creating the organization to meet that mission, the Board of
Directors has established policies, philosophies, and procedures
which insure the long term viability of the organization. This
same organization is established to meet the standards and the
expectations of the national and international financial communities
upon which we must rely now and into the future. It should
be noted that CFAB  now has correspondent relationships  with
Denmark, Danish  banks, and  Norwegian  financial institutions,
and is opening negotiations with Japanese and Canadian bhanks,
as well as large commercial banks in the "Lower AS8."

To establish its standards of operation, the board has
closely examined the standards of other similar institutions. We
have determined that CFAB's standards are in all cases within
comparable standards, as are its expenses. All expenses are
deemed necessary to CFAB's business purpose and are according
to budgets established in conjunction with Management.

With regard to the items specified in your letter:
A.  Furniture, Fixtures and Leasehold Imp-ovements

The expenses of furnishing the executive offices of the Coopera-
tive are in line with similar expenses at the Spokane Bank for
Cooperatives and other financial institutions.  Neither the cost
nor the decor is inconsistent with the standards of other institutions
in Anchorage of comparable size.

They are intended to establish the oproper decorum and to
relate to the type of visitor frequenting the offices. These include
trade  missions, ambassadors, presidents of large corporations,
and executives from among the international financial community.
While Steel Case desks may wellserve the necessary business
environment of a public agency, they do not serve the demands
of this Cooperative.  Decor ofthat nature  would only serve to

reinforce a "poor country cousin"image. In creating the office
environment, CFAB took great care in its design and decoration
to meet the needs of its many catagories of wusers. It is designed

to be a comfortable place to work for those who spend the majority
of  theirdays here; a relaxing, warm place to visit for the borrower
who is normally intimidated by banks and bankers; and a tasteful,
professional environment for the executive businessman.

A careful watch was made of expenses, and a great deal
was achieved by the wuse of highly qualified decorators with exper-
ience in office decor.

The conference area you have mistakenl¥ Inferred to be
restricted to executive personnel is a general conference area
decorated to fit the general office decor and serve the purposes
previously  described, while accommodating the larger meetings
regularly held at the office.

05—
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The Juneau apartment is widely used by the Board and staff
of the Bank. It was originally rented during the formation stages
of the Cooperative during which time the Board and the staff
were spending large amount of time on a continuing basis in
Juneau.Ilt provided a meeting place and proved cost beneficial
against the use of hotels. Retention of the agartment has been
reviewed periodically and will be again in the future. Having
decided to openour Southeastern office in Ketchikan, but having
need to conduct business in Juneau on a regular basis, it has
been determined that CFAB requires some form of permanent location
from which to operate and hold meetings while in that town.
The combination of apartment and office showed clearly to be
the most economical alternative wversus renting an office on a
per square foot basis and using hote.s. The wallpaper itself
was hung by staff and various items of sparce decoration have
been contributed by the Board and the staff.

B. Artwork

It should be noted that you have [listed all, not a sample,
of the artwork opurchased by CFAB. The wuse of the word "Sample"
is editorially misleading.

The artwork in the Anchorage office was purchased or commis-
sioned from local artists to fit both the decor and the operation
of the office. The -expenses of the works are consistent with the
art and are under the value of the pieces in the present market.
The cost of the individual works does not come close to the
cost of the works contained in the State collection, some of which
adorn the walls of legislative offices, nor in the collections of other
private businesses in Alaska. All pieces in our offices depict
agriculture or fishing, with Alaska overtones.

C. Automobiles

~Transportationis a necessary part of our business, as
it is with most. Not being a State agercy, CFAB does not have
access to State pool vehicles, nor was such o cess intended.

It will be noted thatthe cars purchased by the Cooperative
are small, economy vehicles which meet the demands of Alaska

conditions.

Provision of automobiles to members of the executive staff,
both for business and personal wuse, is a normal business practice
and one necessary toCFAB if it is toattract the personnel needed.
You will note that the car providedto the President is not the
high opriced, luxury vehicle customary to presidents of other Anchor-
age financial institutions, but rather a Chevrolet with a monthly
lease payment far Dbelow comparable costs. The automobile provided
for the use of the SeniorVice President-Administration Is also
available for general Bankuse and is assigned to him in  lieu
of other compensation. Thegasoline orovidcd to the Senior Vice
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Presiden t-Credit only partially offsets the luxury vehicle provided
by his previous employer, another Anchorage bank.

The decision to purchase automobiles was made after considering
the life cycle costs and discounted ~cash outflows of purchased
vehicles over locally available leases or reimbursement for personally
provided automobiles.

D. Salary and Benefits

The attraction and retention of the best people is deemed
to be of wvital importance to the business of the Cooperative.
It is a highly accepted business principal that people capital
iIs more important than dollar capital. To attract and retain these
people requires that the Cooperative provide competitive salaries,
benefits, working conditions, and opportunities. In establishing
these oenefits, the Board annually reviews the market, both in
Alaska and in the "Lower 48", to determine levels and trends.

It should benoted that CFAB pays the full ~cost of the PERS
coverage, including an allocation  for administration. No cost
iIs borne by the State. CFAB's involvement with PERS and other
State benefit programs w’ll  be deleted with passage of current
legislation supported by the Board.

The bonus Frogram has been  widely covered and explained
in detail, not only to the Budget and AuditCommittee of the
Legislature, but also to all Senators and House members. It has
proven to Dbe an effective tool resulting in rapid .accomplishment
of goals and objectives. Bonuses are paid for productivity, not
for the mere occupation of space.In widely read coverage of
CFAB pay and bonus programs, the Anchorage Times reported
that CFAB's remuneration to employees, including bonuses, was
not out of line with industry standards.

- Staff  room expenses for coffee, tea, etc. are common for
business and a common courtesy extended to wvisitors and staff
of most businesses and even some State offices. The figures quoted
include stocking of cups, plates, and other necessary kitchen

iterns.

Tickets to the Repertory Theatre were erroneously listed
under benefits and should have been posted to entertainment.
While listed wunder one employee name, they are wused by other
members of the staff to entertain customers, consultants, and
other vendors, as well as support the theatre. If you will check
the list of donors and ticket holders to the Rep and other performing
arts, you will find a large portion of patronage comes from busi-
nesses.

A Christmas party is also a mnormal event in the private
sector. CFAB also uses the occasion to thank particular vendors,
consultants, and suppliers, as well as the spouses of employees
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whom we feel contribute tothe organization. Facilities available
to accommodate groupsof any size are [limited in Anchorage and

never inexpensive. The cost of these Christmas parties is part
of the overall employee relations program which has provided
the Cooperative with measurable and high levels of achievement.
Comparison with other financial institutions would  reveal that
neither the function nor the per person cost is out of line.

In the last paragraph of this section, you have listed other
staff benefits of $6,076 and other personnelexpenses of $13,810.

In the former figure, you have double <counted an accrual of
$4,551  for the previously [listed Christmas dinner and $345 for
tickets to the Repertory Theatre, also previously mentioned.

Of the [latter, the majority does not represent dinners with inter-
viewees and staff, but rather the eernses of bringing peoFIe
to Anchorage forinterviews; including hotel, meals, car rentals,
etc. Naturally, some of the names appearing in those postings
will now appear as employees. Also included are a few dinners
including employees and primarily involve our branch staffs while
in Anchorage  forloan presentations, training, etc. If you would
have the opportunity to examine the expenses of other businesses,
you would find that it is common to carry on business over lunch
if it involves something betterdiscussed away from the office
or the press of the day's schedule allows only that t;me.

E. Rent

Here, too, you have failed completely to draw comparisons
or to consider the  full costsofan office. In commenting upon
the cost of the office space (a'so mentioned in our annual report)
you have not mentioned the cost of comparable space in Anchorage
or within the samebuilding. In making that comparison, one
must also consider a number offactors. First is the costof making
necessary tenant improvements such as walls and wirin%. Second
are the inducements offered by the landlord to obtainthe lease.
Third is the extra costof occupancy such as escalator clauses,
utilities, and services. And of equal importance is theavailability
of expansion space during the course of the lease.

After looking at anumber of buildings in Anchorage and
receiving bids from several, the actual cost of our present location
was not only cheaper than the alternatives, but also offered
many side benefits, suchas central location to staff; adequate,
freeparking for staff and members; close proximity to our CPAs,
attorneys, and insurance brokers who are contacted ona frequent
basis; and ease of finding the location for our membersand other
visitors.  Even some State agencies,such as Fish and Game, pay
much higher rent.The forecasted cost of a State office building
is considerably higher than the figure quoted. On? should caution
that the disclosure of This rent figure is a violation of our agreement
with  the landlord, as rents in the buildingare not the same
for all tenants.
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In describing the quarters and appointments, particularly
in our kitchenettes, you have forgotten to ask questions that
would have put many points into perspective. For example, we

have doubled the office space since opening and, in so doing,
took over the office space previously occupied next to us. That
tenant had a kitchenette also, which we haveconverted into a
much needed second conference rea. The cost to remove the previously
installed appliances exceeded the cost of retaining them. Due
to the cost Dbenefit and the convenience of the facility to the
staff and clients on that side of the building, they were [left.
Additionally, the table in that conference room is not natural
oak, but rather formica in an oak pattern, as are all of the
desks in the area.

If you had surveyed the building, you would have found

the kitchenettes to be common in the building and equipped similarl
to ours. As can be seen from the one taken over and now use

as a conference room, many are larger than the one mistakenly
listed as the executive kitchen. Furthermore, if you had observed
other flcors of the building during the last three and one half
months, it would have been noticed, even casually, that oak
is the standard material used in all trim, elevators, ~cabinetry,
and other wood surfaces in the building. It is a standard established
architectually.

The kitchenette is used often  for preparation of lunches
for ~ luncheon meetings, saving not only the expense of eating
out, but also time during busy days.

F. Directors Fees

Directors fees are, by law, left to the discretion of the
Board of Directors. CFAB's Board compared compensation paid
for other private Dboards and even some State boards, such as
the Permanent Fund. Also, in the consideration was the amount
of time necessary to complete the Board function (two days each
month for regular meetings) and the lost travel time of one da
each way for the majority of members. You should have also foun
that the Board spends considerable time outside the regular board
meetings on behalf of the Cooperative. Rales for this time were
compared to consultant time rates and the daily meeting rate.
Closer  Questioning would have revealed that individual Board
members bill only a fraction of the time they spend.

You have listed as significant the fact that one member
received $12,430 in consulting and organization fees during an
18 month period. You are referring to the previous Chairman
of the Board. During the early organization period of the Cooperative,
the Bank had Ilimited staff and those it did have were unfamiliar
vi'th - mucn of the workings of the Alaska business system. This
individual, at the request of the Board, devoted countless hours
to the organizational efforts and brought to the task knowledge
and experience not elsewhere available in  the organization. His
regular business s that ofa consultant, together with other
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partners, and his income dependent upon hourly Dbillings. He
could not afford to devote the time required without proper billing
nor would his business partners have allowed it. The time billed
was substantially below that applied and the rates below those charged
by other consultants and professionals employed by the organization.

G. Travel, Lodging and Meals

Foreign travel is anecessary part of CFAB's business.
We deal with internationally traded commodities, both in fisheries
and agriculture. Likewise, our members have internationally related
financial transactions. Markets and practices in other Earts of
the world have direct impact upon the financial well Dbeing of
our stockholders.

CFAB  has correspondent relationships in Scandanavia, has
purchased equipment to aid Alaska's farming community from

Denmark, and s beginning negotiations with  other foreign banks.
These relationships are wused not only to provide necessary credit
information on receivables financed, butare expected to result

in lines of credit enhancing our lending abilities. Provision of
knowledgeable and complete lending services to Alaskan fishermen
and farmers cannot be accomplished without development of a
wide range of international contacts.

You will find that others on the trips listed included represen-
tatives of State government and private enterprise. You should
also note that the agriculture trip to Denmark was at Denmark's
invitation and most were expenses for their account. Further
examination of other private and government departments will
reveal a wide range of foreign travel. The significance of inter-
national markets to Alaska 1s evidenced, in part, by the fact
that the State itself keeps two fully staffed offices overseas,
and is considering a third.

It is the policy of the Cooperative to allow travel expenses
for spouses if the functions attended normally include spouses
as a part of the activities. You will find this to be a similar
ractice among most Anchorage banks, other businesses, and the
ank for Cooperatives.

You have mistakenly listed a minoramount of $376 as an
expense of a former trip. It is a oprepayment of the Munich
International Fisheries Conference to Dbe held this October. That
conference will be attended by wvarious of our processing members,
as well as the Alaska Seafood Marketing Institute. You might
also be interested to know that the Alaskans attending the previous
conference were highly appreciative of our attendance and remarked
that CFAB was the first Alaska financial institution to show suf-
ficient interest in becoming fully involved in learning the industry.

The Senior Vice Presidont-Administration made only one trip
to England. He war. accompanied by the Vice President of Branch
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Administration who is also a vessel surveyor. They were in London
to visit the various departments of Lloyds of London, which s
the major insurer of wvessels in Alaska. In addition to Iearning
about the intricacies of wvessel insurance, they also investigate
possible criteria for certifying wvessel surveyors, as well as ways
in which the risk of Alaska fisheries as perceived by Lloyds
might be diminished. This would result in substantial savings
to our fisheries members. Competence in both insurance and vessel
valuation is a vital part of our business.

Dinners

In listing 48 dinners over $100, you have not considered
the numbe" of people involved, the purposes of the dinners, or
the  relationship of those entertained to the business. You also
seem to miss the prices charged by the average dinner house
in Anchorage that is conducive to a business discussion. In fact,
it 1s one of the items that ranks among the more substantial
cost of living differences between Anchorage and elsewhere.

All dinners you have [listed were in the normal course of
business and involved a defined business purpose. Most of  the
ten dinners you have listed should be self explanatory given
the people attending. Without more detailed reference to dates,
it is impossible to describe each one. However, since such dinners
are not that common an occurrence, | can clarify specific occasions
to help you further wunderstand our business. | will refer to them
by the number you have ascribed.

1. This was a dinner that involved the Vice President-
Branch Administration who had been offered the  job
in Anchorage, but had not yetaccepted. He was in
Anchorage to look over the area with his spouse and
look for available housing. Raised in Cordova, both
he and his wife were unsure of the move and wanted
to  become more comfortable with the business climate
of the Anchorage office. The dinner was to allow his

spouse to become acquainted withother spouses and
?am assurances of help and availability of necessary
amily services. It is common for businesses to have

such ~ dinners.  They are a selling function necessary
to have the right people in the right positions.

6. This bill  also included cocktails and dessert for an
assortment  of legislators, UFA rcpresentatives, and
CFAB consultants.

8. These dinners also included  other members of the staff
and possibly their spouses. They were '"eld in conjunc-
tion with the normal boardmeetings. It has been the
practice of the Board to continue business through the
dinner hours and to use this time to obta<n more general
and  informal information  about  the operation.  They
often invite staff members and their wives to learn
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about particular  jobs within the Cooperative and to
give the staff members wider exposure to the business.

10.  This dinner included the Senior Vice President-Administra-
tion and  the prosgective Senior Vice President-Credit
and their wives. The occasion gave these two people,
who are key officers of the Cooperative and wne must
interface directly on almost every matter, a chance
to become better acquainted and form the grounds for
needed communication. Again, this is anecessary part
of a business operation and normal to private business.

Members of the Board and the Executive staff are professionals
inupper income brackets and educational backgrounds. The level
ofentertainment done is consistent with industry  standards.

You have further [listed four occasions of other staff dinners.
Wefail to wunderstand their inclusion. Of the first, you mention
several lunches totaling $137. It is difficult to draw any conclusions
from that statement since the ~context, purpose, and applicability
elements are missing from your statement.

The dinners listed for the staff in Seattle were most likely
for our participation in the Fish Exposition in Seattle during
which we had several employees in Seattle to man our booth.
The dinners and their prices are normal.

The lunch costing $172 was a going away luncheon for one
of  thestaff and quite 1insignificant when compared to the contribution
to theCooperative of the departing member.

The items included in the $1,331 listed as "Banquets" include
the annual meeting of shareholders, a board meeting, the Agriculture
Symposium, and a trade delegation.

~ Miscellaneous expenses listed are for stocking of the office
facilities in most cases. Tuxedo rental was for an affair requiring
both attendance of the emoloyee and formal wear.

The wuse of the Alaska Airline Board room is also a necessary
part of the business and is used formeetings at the airport
with  clients and others passing through. It provides private
accommodations for sui h meetings at insignificant annual cost.

H. Promotional Costs

Opening parties are a normal partof business and provide
a significant show of interest in both the community and the
members of the markets served. The opening Anchorage party
was attended by close to 100 people, notall of whom had dinner.
Both  the cost of the affair and the attendance was reasonable
by Anchorage business standards. Reference should be made to
the recent opening of the Anchorage office of Alaska Pacific Bank,
as well as several professional firms entering the Anchorage market.
That comparison will show the cost of CFAB'S opening dinner
to be normal and the affairs to be equally frequent among those
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companies.

Similar receptions were deemed essential to each branch
office loaction listed and were structured to fit the norm for
such affairs ineach area. It is difficult to envision an  opening
reception in an area to introduce a new company and new Services
without representatives of the company present. It would be parti-
cularly insulting to CFAB  members and potential  members for
the members of the  Board and senior officers not to he present.
Additionally, the occasions provide opportunity to the Board
and Management to become quickly familiar with the people in
the communities they will be serving. Use of charter aircraft
\k/)vhenf_ transporting a larger number of people offers alarge cost
enefit.

As a private company with legislative needs, good governmental
relations is a normal and necessary function. The legislative
reception, which was well attended, provided the staff and the
Board the opportunity to discuss CFAB's needs and operation
with legislators who would be wunavailable in another form. Such
receptions and dinners are also normal to the [legislative process
and Juneau experiences them on a regular basis.

Gortex jackets were given to the staff as both a traveling
uniform providing quick and easy identification and as a functional
garment for the conditions in which they travel. Provision of
garments is not at all uncommon in the fishing industry. The
Erice you have quoted included 1000 patches costing $1,200 to
e used on hats andother promotions. Your attention Is drawn
to a feature story in a recent edition of the Fishermens Journal
specifying the importance of these hats and logos within the fishing
and agriculture industries, both in Alaska and the "Lower 48."

Tide Dbooks arean essential item to all fishermen and are
used by all our members and potential member stockholders. Constantly
referred to by the fishermen, they are an extremely effective
media through which to provide facts about CFAB and its available
services.

The cookbooks are a part of a wvisual program on the use
of the microwave in cooking fish. It is part of a national promo-
tional campaign produced by the National Fisheries Institute of
which  CFAB is a member. The campaign has Dbeen participated
in by numerous processors and marketers. CFAB makes its slide
presentation and cookbooks available to home economics groups,
businessmen selling microwaves, and cooking classes, it was recently
prominantly used by the Alaska Seafood Marketing Institute in
a show promoting Alaska fisheries products in the Mid-West and
will be wused again by the same group in Germany. Development
of dthtose types of programs falls ~clearly within the legislative
mandate.

The annual reports ordered by the Cooperative were 1000,
not 500. The cost of producing that report was above that planned
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because of a number of reasons, including the original photographer
leaving the state with the pictures, requiring them to be reshot
by another photographer; special, quick turnaround time by the
printer and separator due to the time constraint of legislatively
imposed  March membership  meeting which left only two weeks
between completion of the audit and the meeting. These unusual
costs associated with our first annual report should not occur
again with  future reports However, the expense of an annual
report is an absolutely necessarﬁ expense of our business. It
is the primary publication supplied by us to our members, legislators,
the Governor, the public, as well as our creditors and vendors,
and is considered by members of the financial community as an
essential communications tool. Put together as CFAB's was, the
vehicle provides not only the opportunity to present a company's
financial picture, but the entire framework of the business.

[.  Review of Board Minutes

Your remarks in this section are truly out of context and
without precedent. We can find no reason or justification  for
their inclusion in  your report. Even given the consideration of
the inappropriate standards wused in your audit of CFAB, it s
particularly —unique to include two items on which the Board of
Directors has taken negative action.

The items presented include no  reference to the decision
making process involved, the cost to benefit relationships derived,
or the purpose of the discussions. Foreign travel for education
in the fisheries — the predominant market we serve = s a viable
item to review. The availability of an extremely low airfare opened
an  otherwise costly opportunity for discussion. An aircraft in
a state dependent wupon air travel and for an organiHation traveling
to all parts of the state is also an item one would expect a board

to discuss.

Are you suggesting that there are items forbidden to the
Board for discussion and review in the interest of the corporation
they are responsible for? Are youfurther implying that a board
should stand in criticism for vreviewing all the alternatives open
to their business? Or are you suggesting that the board minutes
reflect only those items which you,a staff employee of the State,
consider to be proper, palatable andin keeping with your particular
personal standards? | am sure youare aware that foreign travel
Is extensive among Alaskans and is a subject reflected in the
minutes of many Dboards.*Additionally, the State of Alaska itself
has considered opurchase or lease of a State plane on several
occasions.

Mr. Harris, we appreciate the efforts that you and your
staff put into the audit. Danna worked hard and fit in well with
the office staff. We are sorry that your understanding was not
more complete, enabling your audit to be of a more meaningful
nature. Your report only oproves that a private business operating

-34-



Paul V. Harris
June 12, 1981
Page 16

under the standards vrequired by the oprivate market cannot be
audited against standards commonly used by the Legislative Auditor.

'kcodr 32£0i
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MEMORANDUM 02 September 1981

T0: Glen Svendsen
Special Assistant

FROM: Senator Arliss Sturgulewski
Chairman, Legislative Budget & Audit Committee

RE: Commercial Fishing & Agriculture Bank

Enc tsed please find the lelLter sent by Roseleen Moore in response to my
earlier question regarding issues raised by individual Legislative Budget
& Audit Committee members. Will you have Betty send out a copy of my
original letter plus this response to all committee members?

I amcaending a copy ofRosel”™n Moore"s response as well as a copy of this
mejj6 to Jerry Wilkerson. »



- Roseleen "Snooks” Moore
I Street. Sulte ;

P.0. Box 4-2070 Chairman

Anchorage. Alaska 99509

(907)276-2007

SRA90-B
Homer, Alaska 99603
(907) 235-8234

August 27, 1981

The Honorable Arliss Sturgulewski
2957 Sheldon Jackson Street
Anchorage, Alaska 99504

Dear Senator Sturgulewski:

We appreciate the findings on management expenditures
and the Board has taken steps to reevaluate and correct
our current budget and will definitely take these findings
into account in the budget preparation for the ~coming
year.

As you can well appreciate, the repayment of the
State is a multi-faceted problem that must be approached
carefully. The impact wupon CFAB and 1its ability to meet
its mission, 1its goals, and the expectations of the communi—

ties it serves will be significantly affectet. by the
course taken. There should be no doubt in the minds of
the legislators that CFAB takes the responsibility of
meeting its obligation seriously. Repayment of the State

is of paramount importance to the Board and Management
of CFAB and is of significance in established policies,
budgets, and plans.

We are 1ir the process of examining all the alternative
means to accomplish the legislative imperative that the
Class C stock be repaid by the end of 20 years. Our decision
will be reached as part of the planning process at the
December board meeting. You can be assured that our direction
will be based wupon our judgment and will best serve the
two industries we serve as well as the original intent
of the legislation.

Roseleen "Snooks™ Moore

sd

Alaska CommercialFishing and AgricultureBank



Your timely response to these cwo requests will be appreciated
by the Committee. Any questions or clarification of these
requests can be directed to me.

Sincerely,

Senator Arliss Sturgulewski
Chairman, Legislative Budget &
Audit Committee

cc: All members - Legislative
Budget & Audit Committee
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State fishing loan bank makes recovery

By JIM ERICKSON
Daily News reporter

The Alaska Commercial
Fishing and Agriculture
Bank, iIts decks awash In red
in); and in danger of being
seutiitertWo YhKs BEH, has @
manned the pumps.
“ zRebounding from a near-fa-
tal $10 million loss in 1984,
the lending cooperative
posted a $535,780 profii last
year, according to figures re-
leased Wednesday. The orga-
nizations financial picture
had brightened enough to jus
tify the April 1 mailing .of
dividend checks to CFAB

577 members, most of them
Alaska fishermen.
The company made

$114,187 in 1985.

Ed Crane, president of
CFAB, attributed the recov-
ery to several factors. The
most significant was a 31 per-
cent reduction in overhead
compared to the previous
year. Operating expenses to-.,
taled 51.9 million last year.
the lowest annual outlay in
the cooperative®s six-year his-
tory. J, u:

Crane said much of the
savings resulted from the
closing of four regional of-
fices in late 1985.

Larger fish harvests and
higher prices in the Alaska

Ffishing induirqr'r??(lj'j Iit:ltrlestlaﬁf\:l]gf.ecl

feet on CFAB S bottom line
last year, Crane said. Interest
income from loans, CFAB%
main source of income, de-
clined to $6.1 million in 1986
from 510-i million in 1985.
Total loans dropped to $41.1
million last year from $62.4
million. 1 —it

"We"ve shrunk in (loan)
volume really more than
we re comfortable with,”
Crane said. Industry growth
has been centered in areas
that CFAB cannot participate
in, such as joint ventures be*.
tpgen Akasika fikghatven aaind
Outside companies, he said, <«

The cooperative, which the

Alaska Legislature estab-e

iished with a $32 million capi

tal infusion in 1981, can make
loans only to Alaskans or
Alaska companies.

“"We e had numerous
deals, particularly recently,
where people have ap-

proached us for a loan to
refurbish a processing plant,

J "€ had to say no" be-
ana
Cause-the company was not
Alaska-based, Crane said. De -
spite efforts last year and this
year to get law changed to
allow CFAB to make out-of-
state loans, lawmakers have
shown Iittle interest, he said.

CFAB 1is owned by mem-
be.-s and by the state.

‘The biggest frustration 1

personally is tva lack of
o oy £

flexibility and the orphan

like existence we live." .
Commercial banks, which

he said.-": 7. > V r e

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

CFAB s non-earning loans
increased slightly last year to

- $17 million. But that amount
; was still far less than the $32
“‘million in delinquent loans
*CFAB carried in 1984. -

Ten del'ﬁlquent borrowers
accounted more than $13
million of CFAB"s current de-
lingquencies.

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

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

Despite CFAB®"s return to
modest profitability, It re-
mains unclear whether the

-rt

cooperative will be able to
repay all of the states $32
million investment when. It

ion in liquidity

, Built in there”=in the next 13

years, he saidl. 1M skeptical
we can do \

CFAB nb¥ has 517 mill¥icn

in "solid assets," Crane said.
Two years ago, iFCFAB had
been liquidated, "the state
would have lost the whole $32
million." , -
The cooperative also faces
Jil°r’
?ers from lhe Spokane Bank
for Cooperatives, and has $.4
million Invested in that orga-
nization. The Spokane bank is
one of 37 banks in the trou-
bled Farm Credit Systenm,
which holds nearly one-third
of the nations farm debt.

If the condition of the sys-
tem worsens or if proposed
federal
CFAB could have trouble bor-
rowing what it(needs .for

..members, and borrowing
costs could remain "at a rela-
tively high lewvel,”, CFAB s
annual report states.

CFAB ultimately could suf-
fer a paper loss of $5.4 million
if the system collapses, Crane
said. V»

help does not come.*

«

T.
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hard time standing on Its own

An auditor's note In the State of
Alaska Financial Report
announces that the state may lose
nil or part of $31.8 million Invested
In the Alaska Commercial Fishing
and Agriculture Bank.

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

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

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

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

In Fiscal Year 1979 the Depart
ment of Revenue bought Z»0 shares
of CFAB slock for *2 million. The
stock was special prcfcred Class C,

having novotingordlvidcnd rights.
A 1979 act of the Leglslturc autho-
rized the stock purchase and
appropriated (2 million for slock
purchases to finance the benk's
start up costs.

In March 1960 the Department of
Revenue loaned CFAB another $30
million at 9'Y percent Interest. The
bank opened its doors for business
April 2,1990. In July 1980 the loan
was canceled by an agreement in
which the bank Issued tho stale
another 3,000 shares of Class C
stock nr. | paid $380,203 in intcrcrt.

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

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

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

PRATT.
(Continued from Page C-I)

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

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

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

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

The bank also held pre opemng

mparties at the branch offices in
Kodiak ($4,072), Cordova ($7,610),
Homer ($1,832) and Seattle
($2,039).

Another $5,064 was paid for 66
Eddie Jiuer Gorlcx mountain par-
kas with CFAB logos, given toem-
ployees and board members.

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

The president was quite a Jet-
setter. In Die fall of 1960 he and Ids
wife toured Denmark, England,
Rome and Parts at a cost of $8,803.
and they returned to visit De-
nmark, Norway, Sweden and Fin-
land Hie following spring ($6,088),

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

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

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

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

The legislative auditor noted that
the bank president's office In
Anchorage was furnished with a
$3631 sofa, a teak bookcase and
cabinet that included arefrigerator
and liquor cabinet ($1,232), and five
swivel upholstered chairs ($7,717).
The two senior vice presidents had
teak desks, teak coffee tables and
teak bookcases. The executive con-
ference room boasted a rosewood
conference table ($16,223), Il
chairs ($10,470) and a $2,000 soap-
stone carving.

They decorated the office with

(Set PRATT, Page CS)
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The audit reported that in 1931 he
anticipated a,sprlng or summer
trip toJapan and an October trip to
Munich.

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

Most of the bank's operations
seemed aimed toward commercial
fishing, wilh a major portion going
to operating financing for fish pro-
cessors. Farmers could find much
cheaper money with Diestate's rpe-
dal agriculture loan programs.

1lreviewed the bank's annual re-
ports for 1983,198t and 1983 In the
first of those yean. Die bank had
828 shares of Class A membership
stock outstanding and slightly
more than $100 million In loans, Ib
Interesi and investment income
was $14,621,78%, but It faced $7.2
million tn Interest payments for the
capital It borrowed, $39 million In
loan lon provisions and Its other
operating expenses reduced its
“profit” to $309,473.

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

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

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

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

“Clearly, the exuberance associ-
ated with building, or patronizing,
a new entity created a climate con-
ducive to speculative lending rela-
tionships,” the new bank president
reported. The loan interest Income
dropped lo below $12 million while
the Interest expense (or capital was
up to $3 4 million. The CFAB essen-
tially had a negative net worth.

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

Things Improved in 198S, the
latest year for which a financial re
port is available. Loans were trim-
med to$62.3million, the obligations

to the Spokane bank were cut by
$32 3 million through a reduction in
theline ofcreditextended toCFAB.
The year showed a small profit of
$111,187.

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

The bank management has done
an excellent job in adjusting to its
problems, but It's easy to sec that
the much smaller asset base Is un-
likely to produce the $2 million a
year in net profits needed to pay
back the stale by 000, especially
when the bank stUl shows a loss ot
$6 8 million in operations over Its
seven year life.

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

trodrrttl u atreeJuice toum lal» ha
conn Alti»i UaumitnJ/vtam
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AND AGRICULTURE BANK

REPORT ON EXAMINATION OF
FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 1986 AND 1985
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At raga. AK Q9EOL-3667
Telephone: 907 272-8462

Board of Directors =
Alaska Commercial Fishing and

Agriculture Bank
Anchorage, Alaska

We have examined the balance sheets of Alaska Commercial Fishing
and Agriculture Bank as of December 31, 1986 and 1985 and the
related statements of earnings, changes in capital and
allocated/unallocated undistributed patronage earnings éloss),
and changes in financial position for the years then ended. ~Our
examinations were made in accordance with generally accepted
auditing standards and, accordingly, included such® tests of the
acco,untm% records and such other auditing procedures as we
considered necessary in the circumstances.

In our opinion, the financial statements referred to above
E_res_ent airly the financial position of Alaska Commercial
ishing and Agriculture Bank as of December 31, 1986 and 1985,
and the results of its operations and the changes in its ,
financial position for the years then ended, in conformity with
gen,erally accepted accounting principles applied on a consistent
asis.

Certified Public Accountants
January 23, 1987
(March™ 2, 1987 as to Note 1)

Toucno Ross International



ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK

BALANCE SHEETS

&Touche Koss

ASSETS
December 31,
1986 1985
CASH $ 147410 $ 106,773
TEMPORARY INVESTMENTS 4,150,000 3,200,000
LOANS AND OTHER RECEIVABLES, net
of allowance for loan losses
of $3,291,026 and $3,441,130 41,130,799 62,495,806
ACCRUED INTEREST RECEIVABLE:
Temporary investments 4,700 44 144
Loans and other receivables 1,302,252 2,071 202
1,306,952 2,115,346
INVESTMENT IN SPOKANE BANK FOR
COOPERATIVES 5,390,548 5,252,423
BANK PREMISES, FURNITURE AND
EQUIPMENT, net 351,874 471,503
ACQUIRED ASSETS HELD FOR SALE 83,007 1,606,164
OTHER ASSETS 28,997 90,563
£52.589.587 £75.338.578

See notes to financial statements.



LIABILITIES, CAPITAL AND PATRONAGE EARNINGS
December 31,

LIABILITIES:
Accounts payable and accrued expenses
Accrued interest pai/able o
Class B preferred stock subscriptions
Notes payable

AND CONTINGENT
ES (Note H)
,EAlTRONAGE EARNINGS:
ital -
special Preferred stock,
000 par value, authorized
0 shares, outstanding 3,180 shares
Class B preferred stock, $100 par
value, authorized 400,000 shares,
outstanding 40,410 and 65,845 shares
Loans recejvable on Class B
preferred stock
Class A membership stock, $10 par
value, authorized 10,000 shares,
outstanding 975 and 931 shares

o
S
OoOs O

C stock retirement ?ool
Capital in excess of par value
Contributed capital

Allocated undistributed
patronage earnings

Unallocatéd undistributed
patronage earnings

Unallocated undistributed
patronage loss

1986

60,1
25,002,539

25,488,315

31,800,000

4,041,000
(3,698,500)

9,750
32,152,250
184,930
86,940
144,626
32,568,746
825,691
535,780

(6,828,945)

27, 101/ 272

& Touche Ross

1985

308,016
416,780

48,268,294
48,993,090

31,800,000

6,584,500
(6,584,500)

9,310
31,809,310
92,152
82,980
144,626
32,129,068

1,045,365

(6,828,945)
26,345,488



ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK

STATEMENTS OF EARNINGS

INTEREST
Interest on

Interest on temporary

INCOME:
loans and other receivables

investments

INTEREST EXPENSE
LOSS ON ASSETS HELD FOR SALE

PROVISION FOR LOAN LOSSES

OTHER EXPENSES:
Salaries and benefits
Occupancy expense
Depreciation and amortization
Professional fees
Advertising and promotion
Travel, lodging and meals
Office operations
Telephone and postage
Miscellaneous
Director"s fees

UNALLOCATED UNDISTRIBUTED PATRONAGE
EARNINGS BEFORE INCOME TAX
EXPENSE AND EXTRAORDINARY CREDIT

INCOME TAX EXPENSE

UNALLOCATED UNDISTRIBUTED PATRONAGE
EARNINGS BEFORE EXTRAORDINARY CREDIT

EXTRAORDINARY CREDIT - UTILIZATION OF NET
OPERATING LOSS CARRYFORWARD

UNALLOCATED UNDISTRIBUTED
PATRONAGE EARNINGS

See notes to financial

-3 -

&Touche Ross

Year ended December 31,

1986

$6,119,445
165,143

6,284,588
3,765,900
1,347
50,470
3,817,717
2,466,871
1,184,760
203,379

131,789
110,181

1,931,091

535,780
226,300

309,480

226,300

$ 535.780

statements.

1985

$10,141,090

362,767
10,503,857
6,267,003
91,127
1,234,930
7,593,060
2,910,797

1,705,780
252,300

[ B [y
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114,187
32,200

81,987
32,200

114j) 87
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ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK

STATEMENTS OF CHANGES IN CAPITAL
AND ALLOCATED/UEAIELO?\IN

UNDISTRIBUTED PATRONAGE EAR

Balance, January 1, 1985

Issu%ﬂce (redemption) of stock during

e year:
Class B preferred stock, 29,332 shares, net
Class A stock, 43 shares

C stock retirement pool:
Class B preferred stock assessments
Assessments receivable

Reduction in loan receivable on Class B
preferred stock redemption

Loan principal charged against allocated
undistributed patronage earnings

Unallocated undistributed
Patronage earn|n?s o

Allocation to unallocated undistributed
patronage loss

Balance, December 31, 1985

Issuance (redemption) of stock during the
year:

Class B preferred stock, 25435 shares, net
Class A stock, 44 shares

Reduction in loans receivahle on Class B
preferred stock redemption

C stock retirement pool
Class B preferred stock assessments
Assessments receivable

Loan principal charged against allocated
undistributed patronage earnings

Unallocated undistributed
patronage earnings

Balance, December 31, 1986

LOSS)
C stock
Share retirement
capital pool

£31,808,880 £ 10,260

(2,933,200)
430

2,933,200

31,809,310 92,152

(2,543,500)
440

2,886,000

N~
—O
[ee]le]
— o
N

£32.152.250 £184.930

See notes to financial statements.
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9 Allocated Unallocated Unallocated
Capital in undistributed undistribute undistributed
excess of Contributed patronage patronage patronage
par value capital earnings earnings loss Total
£79,110 £144,626 £4,514,237 £ ; £(9,977,776) £26,r579, 337
I
(21933, 200
| 3,870 4,300
171, 398
(89, 506
| 2,.933, 200
| (434,228) {434, 228
114,187 114, 187
| (3,034,644) (114,187) 3,148,831
0 82,980 144,626 1,045,365 (6,828,945) 26, 345, 488
1
(2,543, 500
| 3,960 4. 400
| 2, 886, 000
70, 966
21,812
I (219,674) (219, 674
535,780 535, 780

686.940 6144.626 6 825.691 6535.780 £(6.828,945) $27, 101, 272



ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK

STATEMENTS OF CHANGES IN FINANCIAL POSITION

SOURCE OF FUNDS:
From operations -
Unallocated undistributed
patronage earnings
ltems not requiring tne
use of funds:
Depreciation and
amortization
Provision for loan loss
Loss (gain) on sale of assets

Funds provided from operations
Net proceeds from sale of assets
Net proceeds from stock issuance
Decrease in cash

Decrease in temporary investments
Decrease in acquired assets held
for sale
Decrease in loans
Decrease ir other assets
Decrease jn accrued interest
receivable o
Increase in stock subscription payable
Increase in Class B preferred

stock assessments, net
Increase in Class B preferred stock

See notes to financial

Year ended December 31,

1986

$ 535,780
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$ 114187
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28,869,727
411,485
1,089,589
81,892

$38.386.038
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ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK

STATEMENTS OF CHANGES  IN FINANCIAL POSITION
(continued)

Year ended December 31,
1986 1985

USE OF FUNDS:
Loans charged off, net of recoveries $ 200574 $ 3,111,420
Loan principal charged against
allocated undistributed patronage

earnings 219,674 434,228
Increase in cash . 40,637
Increase in temporary investments 950,000
Increase in investment in Spokane

Bank for Cooperatives . 138,125 513,689
Increase in bank premises, furniture

and equijpment 14,874 3,637

Decrease in accounts payable and

accrued expenses 116,038 64,000
Decrease in accrued interest payable 183,146 1,953,073
Decrease in notes payable bey 23,265,755 32,305,991

£25.128.823 £38.386.038

See notes to financial statements.
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ALASKA COMMERCIAL FISHING AND AGRICULTURE BANK

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 1986 AND 1985

NOTE A - SUMMARY OF Sl
ACCOUNTING POLICIE

Operations -

The Alaska Commercial Fishing and Agriculture Bank (CFAB) was
incorporated on May 4, 1979 to promote growih of Alaska
agriculture and fishing by providing debt financing to
resident-owned businesses engaged in harvesting, processing or
marketing, and to promote its own growth as a strong
user-oriented institution through cooperative ownership and
self-governance.
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CFAB is a cooperative corporation and intends to refund any
allocated undistributed patrona%e earnings at such time as” the
Board of Directors iinds that the financial condition of CFAB
will so permit,

Interest on loans -

The accrual of income on loans is discontinued when interest or
principal is contractually past due more than 90 days.

Patronage dividends -

Patronage dividends received from Spokane Bank for Cooperatives
(SBC), of which CFAB is a member, reduce interest expense to SBC
in the year declared.

Allowance for loan losses -

The allowance for loan losses is based upon specific
identification of uncollectible loans and a general reserve for

those loans not specifically identified.
Acquired assets held for sale -

Acquired assets held for sale include those assets acquired
through foreclosure. These assets are carried at the lower of
fair market value or the recorded investment in the related
loan. _Holding costs are expensed when incurred unless such
costs increase the fair market value of the asset.
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Bank premises, furniture and equipment -

Bank premises, furniture and equipment are stated at cost less
accumulated depreciation and amortization. Depreciation and
amortization are charged to operations by use of the
straight-line method over estimated useful lives of three to ten
years. Expenditures for maintenance and repairs are charged to
operating experse as incurred. Expenditures for renewals or
improvements which extend the life of an asset are capitalized
at cost and depreciated as stated above. Upon sale, retirement
or other dispositions of property, the cost and accumulated
depreciation are removed from the respective accounts and the
resulting gain or loss recorded.

Income taxes -

Amounts provided for income tax expense are hased on earmngs
reported for financial statement purposes, rather than on the
taxable income shown on the corporate income tax return. _These
amounts may differ because certain items are recorded as income
or expense in different years for financial statement and tax
return purposes.

NOTE B - LOANS:
CFAB's loan portfolio by maior category is as follows -
December 31,

1986 1985
Vessels $25,623,250 $34,135,387
Fish processors 8,702,504 14,172,810
Agriculture and timber 7,596,991 16,221,453
Gear, entry permits

and other 4,371,442 7,697,386
Other receivables 1,826,138 294,400
. 48,120,325 72,521,436

Less loans receivable on
Class B preferred stock (3,698,500) (6,584,500)
44,421,825 65,936,936
Less allowance for loan losses (3,291,026) (3,441,130)
$41,130.799 $62.495.806
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The loan portfolio includes loans which have been classified as
nonaccrual. Nonaccrual loans by major category are as follows -

December 31,

1986 1985
Fish processors $ 4,441,655 $ 5,246,914
Vessels , 3,025,085 4,480,381
Agriculture and timber 7,569,743 3,740,558
Géar, entry permits and other 2,286,902 2,185,492

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

1986 1985
Balance at beginning of year $3,441,130 $5,317,621
Charged to expense , 50,470 1,234,929
Recoveries on loans previously
charged off 688,266 374,889
4,179,866 6,927,439
Loans charged off (888,840) (3,486,309)

Balance at end of year

CFAB serves the financial needs of the commercial _fishing and |
agricultural industries in the State of Alaska. These industries

are sublect to seasonal and cyclical fluctuations which could
affect the borrowers' ability "to repay loans on a timely basis.

Loans to directors -

To qualify for election to the CFAB Board of Directors, an
individual must be a borrowing member. Loans to members who
serve on the Board of Directors must be agproved bé/ the SBC.
Total loans to these members were $141,247 and $1,613,378 in
1986 and 1985, respectively.

NOTE C - TEMPORARY INVESTMENTS:

Temporary investments consisted of $4,150,000 of farm credit bonds
maturing at various dates in 1987, with interest rates ranging
from 5.99% to 8.50% and certificates of deposit of $3,200,000 with
interest rates ranging from 8.45% to 8.52% at December 31, 1986
and 1985, respectively.
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NOTE D - BANK PREMISES, FURNITURE
AND EQUIPMENT:

The following represents a classification of bank premises,
furniture and equipment by major category -

December 31,

1986 1985
Furniture, fixtures and
equipment £ 893,365 £ 889,432
Leasehold improvements 147,202 147,202

1,040,567 1,036,634
Less accumulated depreciation
and amortization (688,693) (565,131)

£ 351874 £ 471,503

NOTE E - NOTES PAYABLE:

Notes payable consisted of -
December 31,

o 1986 1985
SBC long-term notes with interest
rates ranging from 10.5"4% to
11.75% maturing at various dates
to January, 1993 £25,000,000 £28,000,000

SBC short-tern. notes and seasonal
loan with interest rates ranging
from 8.7% to 10.25% maturing at
various dates in 1986 20,220,081

Other notes payahble and capitalized
equipment ledses with various
interest rates and maturity dates 2,539 48,213

£25,002,539 £48.268.294

The loans are secured by substantially all CFAB assets,

- 10 -
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Principal payments required on notes payable are as follows -

Year ending December 31, Amount
1987 $
1988 10,000,000
1989 10,000,000
1990 5,000,000
CFAB must invest in SBC's Class C stock in an amount equal to at
least 5% of the cumulative average loan balance maintained with
SBC. The amount of CFAB's investment in SBC's Class C stock and
equity in allocated surplus was $5,390,548 and $5,252,423 at

December 31, 1986 and 1985, respectively.

NOTE F - PENSION PLANS:

CFAB has Fension plans covering substantially all empIOéees. The
total cost charged to operations for 1986 and 1985 was $57,422 and
$58,372, respectively. The Board of Directorsvoted to terminate
the floor retirement pension plan duripng 1980. The floor |
retirement plan provided for parments in” the event the remaining
pension plan was not sufficiently funded to meet actuarially
computed retirement funding. As of December 31, 1985, the et
assets available for benefits under the floor retirement plan was
$28,244. This amount will be refunded to CFAB upon the approval
of termination by regulatory agencies. In accordance with
generally acceptéd accountlnq principles, no gain will be recorded
until the regulatory approval of the termination is obtained.

NOTE G - CAPITAL AND PATRONAGE EARNINGS:

Share capital -

Shares purchased by the State of Alaska must be repurchased by
CFAB on or before July 20, 2000.

Preferential shareholders' rights on dissolution are attached in
the order of Class C, Class B and Class A.

The following rights apply to the three categories of stock -

Class C - No voting or dividend rights. May only be issued to
the State of Alaska.

- 11 -
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Class B - No voting rights. Class B stock may only be held by
members of CFAB. Prior to December 31, 1985, all
loans required a Burchase of Class B stock in an
amount equal to 10% of the loan balance; however,
this purchase was not funded but was evidenced by
notes. On loans made subsequent to December 31,
1985, each borrower is required to make a cash
purchase of Class B stock 'in an amount equal to 5% of
the total loan. This investment will remain in place
until reLired by the Board of Directors.

Class A - No dividend rights. Each member of CFAB must own one
share of Class A stock. Each share of stock carries
one vote. To vote, a member must be engaged in
commercial fishing or agriculture and must be a.
current borrower or have borrowed from CFAB du,rlng
the preceding two years or have a minimum retaine
patronage earnings with CFAB of $2,500.

Unallocated undistributed patronage loss -

In accordance with Alaska Commercial Fishing and Agriculture
Bank bylaws, the Board of Directors acted to reduce an
unallocated undistributed patronage loss in the amount of
$9,977,776 as follows: 1) by allocating $3,034,644 to allocated
undistributed patronage earnings of Pr|or Jears.m 1985; a..d

2) by charging $114,187 to 1985 unallocated undistributed
patronage earnings. At December 31, 1986, the remammg
unallocated undiStributed patronage loss amount was $6,828,945

(see Note 1)
Class C stock repurchase plan -

In accordance with AS 44.81.010_ib), on or hefore July 20, 2000,
CFAB is required to repurchase its Class C stock issued to the
State of Alaska. CFAB implemented a pro%ram requiring borrowers
originating loans after December 12, 1983 to make an additional
?urchase of Class B stock for the assumed ;%urpose of ultimately
unding the repurchase of Class C stock. This plan was in
effect until December 31, 1985, Notes originated after
December 31, 1985, are not subject to this program but, are
subject to new Class B stock requirements.

- 12 -
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NOTE H - CONTINGENCIES AND COMMITMENTS:
Contingencies -

CFAB is a defendant in several legal actions arising from normal
business activities including actions related to delinquent
loans and foreclosures. CFAB reserves for potential losses on
delinguent loans as described in Note A. As to litigation
outside of delinquencies and foreclosures, management believes
that those actions are without merit or that the ultimate
||ab|||tcy, if any, resulting from them will not materially
affect CFAB's financial position or its results of operations.

Commitments -

CFAB has entered into certain noncancelable long-term operating
lease a%reements for buildings. Rental exRense under these
leases totaled $192,450 and $231,549 for the years ended
December 31, 1986 and 1985, respectively. Minimum annual lease
payments are as follows -

Year ending December 31 Amount
1987 $201,000
1988 182,000
1989 174,000
1990 43,000

NOTE | - SUBSEQUENT EVENT:

On March 2, 1987, in accordance with Alaska Commercial Fishing and
Agriculture Bank bylaws, the Board of Directors acted to reduce
the unallocated undistributed patronage loss by phargmg{ $321,468
to 1966 unallocated undistributed patronage earnings. he
remaining unallocated undistributed patronage loss is $6,507,477.

In addition, the Board of Directors aPproved an allocation of 1986

patronage earnings totaling $214,312 to 1986 patrons. This
allocatron is to be distributed in cash on or before April 1, 1987

- 13 -
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As we reslew (lie developments and results ol CFABs
1986 operations, and prepare lo discuss llicm ultli mem-
bers. we ate reminded ol the question. "Is lire (lass lull-
empty or Is it hall full?"

For CFAO. tlie question must be. VOs 1980 a partial
successor was It a partial ljllurc?" Many oblccllvcs were
attained e* csceerlcd In 1980. and there Is no doubl Ilut
by any conventional measurement CFAO Is linandally
stronper today than a year ago. However, some foals
were not met. and the cllort 10 ixovtdc financing and
services lo members at a currently reasonable cost re-
mains a dillkult challcnce. In these nest lew popes, we
will slure with you the malor ever nd developments of
tire past year.

7218 8-/ . .
“TFie Bunrif ¢/ Directors fins concluded lo rtinni 40
percent ol the 1906 nirtijyr'iis to its 1986 patrons In
the lorm of a ensh palronage rcfiiuJ."

A particular point ol satisfaction Is die 1986 net operal-
In* results - a martin ol 5535.780. While that Is not a
late: amount. It compares favorably wilh die disastrous
1984 loss ol $10 0 million and the modest SIM .000 mar-
tin ol 1>85. Because CFAB is a cooperative and Its net
martins are applied to the benefit ol the borrower-own-
ers whose patronace produces tliosc martins, we do not
operate CFAB toward an objective ol large net martins;
nevertheless. It Is critical dial policies established and im-
plemented throughout the entlte year be directed toward
assurinc that there be some net martm. however mod-
est. remaining at December 31.

Consistent with the foregoing and with CFAB’S Bylaws,
the Board ot Directors has concluded to return 40 per-
cent ol the 1986 margins to Its 1986 patrons In the lorm
of a cash patronace refund Checks totaling 5214.312 and
equal to about 3-112 percent of the 1986 Interest paid will
be mailed fo allectcd borrower-owners by April 1. 1987.
The remainder ol the 1986 margins has been applied eo
reduce the unallocated and undistributed patronage loss
remaining Irom 1984 operations.

v 33

"Aetuat operating etpemes lotnleil $1,931.000. the
lowest ol any ol the sit Inll gears ol operations"

It h not possible to identify single and spccllic events or
circumstances which created the 1986 margin: it is lire
result of many Interrelated developments. However. It fl
possible and laliotul to Idcnllly many (actors without
wlirich die marcm would not have been achieved One
ﬁ.lch lactor is CFAD's opcratin| eipenscs. or overhead."

year alo we reported that lliose openscs lor 1985 had
been reduced by nearly 5A00.000 (torn CrAD's four-year
averace of $1.2 million, and raid that tor 1986. “...we are
striving (or a further reduction of 5500.000 to
$600.000...“ Our oblectlve was S2.2 to $2 3 million —ac-
tual operating cvpenscs totaled $1,931,000. the lowest of
any of die si* full years ol operations Wilule the Board of
Directors and management of CFAB provide basic direc-
tion and leadership In pursuit ol such oblcctlves. they
cannot be achieved or cvceeded without th» constant
and committed efforts ol every CrAB stall member. We
applaud liic performance of CFAB s employees; they are
worthy of high retard by all borrower-owners

“There Is no mote ﬁervasive and negative Inllurnce
on CFAB and on the demands Il must ntahe of Its
performing. Interest-paying, Corrowers than the
level ol non-petlorming loans."

A malor 1986 disappointment was CFABs Inability lo
ignificantly reduce Ihc dollar level of non-earning loans.
r nonearning loan is one on which a contractual pay-
ment Is delinquent by 90 days or more and/or which
CFAB s management has reason lo believe represents a
continuing and serious problem | Nor.-earning loans to-
taled 515.653.345 at December 31. 1985. and
517.323.385 a year Ltcr. The relative closeness ol those
numbers suggests Inactiv.ty and is somewhat misleading.
The actual changes which occurred are better illustrated
by the following reconciliation:

*15 651 115 Noneairvng leunv »t December 11. 1985
6.909 0J9 Balances »h*Ji became nonearning during 1936
1594 6611 Balances charged oil during 1986
146443161 Balances collected or restructured during 1986

517 121185 Nonearning lojns at December 1. 1956

PoH> =



There H no inote pervasive and ncgalive Influence on
CrAU and on tlic demandc i must make ol Its pcilormint.
Interest-paying. boriowcif Itun die Ic.el ol non perform-
Inf loans. That act'ccale balance ellectlvdy represents
lunds which CFAQ lias borrowed and on which Il must
pay monthly interest In cash —since CFAOS only source
ol codi Income is Interest on performing loans, there Is
no al ernative but to maintain Interest rates at a level
which Is perceived by many borrowers as excessive.
Whether or not tliat perception lIs realistic. It Is a cause
(or many dillicult discussions between CFAO and Its mem-
bers..

'"The single greatest content vf CFABS borrower-
owners Is ItS Interest requirement:’

We characterise those dhcussions as "difficult” be-
cause lirst. we understand a d are totally sympathetic to
members' points ol view On the other hand, we are un-
able to oiler a response other than to say that CFAB Is
totally committed to correcting the problems which Im-
pose the current t Jtdcns on Its operations lhere are no
external sources ol rebel to which CFAO can turn, or
which It can share with Its members. Reliabil.tatlon ol
CFAB can only be achieved through the liquidation or
restructuring ol Its non-earning assets. While tliat pur-
pose receives constant attention, a frustrating reality Is
that. In general, results cannot be obtained through
CFAB's ellotts alone: other parties or processes hold a
great deal ol control. Ihe S17.1 million ol non-pcrforming
balances involves a total ol 67 loans, but over $13.1 mil-
lion of it Isin 33 loans to only ten Individual borrowers! In
most ol the cases, the borrowers are currently under the
protection ol a Bankruptcy Court or arc otherwise em-
broiled In complex litigation CFAB s attention to these
accounts Is both necessary ind costly: bvt that attention
by Itself cannot force the resolution of the matters In-
volved.

This aspect of CFABs circumstances It addressed at
some length because It Is dear that the single greatest
concern of CFnB s borrower-owners Is Its ‘merest require-
ment. |hat Interest requirement Is directly related to the
amount and status ol noneaming loans For example. If
only half of tfte $11.1 million In the 3) loans mentioned
above were restored to an earning status. CFAB s Interest
requirement on an annualized basis could be translated
Into an overall rate reduction ol as much as 3-1/3 percent!
There Is no myslery or complexity Involved, and there Is
no other response we can olfer to borrower-owners con-
cern?.

"At December 31. 1986. CFABs fmrslrrirrit In
SBC IuUtlcil nearly $5.4 million ilollurt.”"

Another serious and unforeseen threat to CFAB s iecov-
cry elforts appeared during 1986. related lo circum-
stances lar from Alaska and not al all associated with
CFAB s own markets. It idales lo the trends and develop-
ments In U.S. agriculture generally and. In particular,
within die Federal Farm Credit System which has pro-
vided oed't to agrkullure lor 70 years. CrAB was estab-
llslwd and structured specifically to seek Its financing
from that System Since 1980. CFAB has obtained a ma-
lor part of IIS loanable lunds through borrowings from the
Spokane Bank for Cooperatives ISBCI. one of 37 banks of
the System. SBC Is lItself a cooperative, and CFAB has
been required lo Invest capital in SBC In the sarnc man-
ner as borrowing members Invest In CFAB.

At December 31. 1986. CFAB'S Investment In SBC to-
taled nearly 55.4 million dollars. Under the circumstances
wlikh have prevailed In die past CFAB would expect that
amount to be returned to it In cash In the years subse-
quent to 1988. However, the dramatic and rapid deterio-
ration ol Ihe Farm Credit System as a whole during 1984
tn 1986. coupled with the cllects of legislation passed by
the US. Congress In December 1985. suggests that the
liquidity ol the Spokane Bank lor Cooperatives has been
or soon will be drastically allected. This will not only af-
fect SBC s ability to retire capital as In the past, but will
also tend to lorce it to maintain Interest rales — and
dierclote CFAO s costs —at a relatively high level.

"...T/ig first hneslment of Inie equity by members!'

1986 also brought more satisfying and promising devel-
opments to discuss with members Effective Jjnuary |.
1986. CFABs revised Class B Preferred Stock program
was established and has been well received. Borrower-
owner s actually purchased $34 3.500 of Ctass B Prelerred
Stock during 1986. Tliat Is perhaps a modest amount In
total, but It Is the lirst Investment of true equity by mem-
bers: and the amount will Increase substantially as CFAB
grows over the next few year*



Anoilici new ptogiatn lor |U8o wlikli lias proven c'pc-
clnlly u-cltil ami atlinctlve K Hut nlikli involves a modi-
fied level payment plan lor term loans In the past, repay-
ment ol term loans tsas usually structured to involve
equal annual Increments ol principal plus an Interest pay-
ment. It was dillicult lor the borrower lo project an an-
nua! payment amount more llian a year ahead, and it
also resulted In lire hiclrest payments required in lhe can
Best years ol svlial was ollen a new venture. Untlcr the
modified level payment plan, payments arc lived In three-
year Increments (hrouchoul the life ol Ihe loan. lhe re-
sulting ease ol budgeting lor the borrower has made this
program even moic successful titan was contemplated at
Its Introduction.

CFAO also In 1986 introduced and refined a differential
interest rate program. This program incorporates a care-
ful and objective analysis ol each Individual applicant's
creditworthiness within the contcvt ol his soecillc loan
request Every applicant Is evaluated against Identical
standards: to the extent that an applicant s history and
circumstances dearly represent a bcttcr-than-averace
credit risk, he Is ollcrcd an Interest rate somewhat lower
than CFAD s normal rate. This program is available to. and
has been applied to. existing loan accounts as well as to
new applicants.

Effective lunc 1. 1986. CFABs baser Interest rate —sad
therefore the interest rate on most CFAB loons — was
reduced by 112 percent. Coupled with the cash patronage
refund mentioned earlier. 1986 patrons net costs ol bor-
rowing were reduced In a meaningful way from those of
1989.
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»7fie 1987 Anriunl Meeting will be held In three
sessions, also. In October — of siiha. Anchorage,
and Kodiak. we urge your altenilnncet”

CFABs 1986 Annual Meeting wax held in thicc sessions
—oneeadi in Ketchikan. Anchorage, and Cordo.a lhe
basic purpose of that format was to permit and encour-

age allcnilance by a broader range of mcrtibcrs llian h
possible will) a single meeting dale and location, lire
meeting sessions themselves were relatively hilotmal and
tlic members In attendance were able lo patlidpale wilh
constructive and challenging questions and observations
lo the Board o' Directors and CFABs management. Al-
though It was dear llot many members ircfallve to
CFAU s tutal membership) arc not yet Inclined to lake ad-
vantage ol tliis unique opporiunily lo exercise the rights
and privileges ol dicir ownership of CrAB. we were en-
couraged by the participation. The 1987 Annual Meeting
will be held in tlucc sessions, also, in October —al Sitka.
Anchorage, and Kodiak. We urge your attendance!

One ol the Important Items ol business tiansocted In
the 1986 Annual Meeting was the adoption ol amend-
ments to CFAB s Articles ol Incorporation. The most sig-
nificant part ol that was a re-expression of the powers
and audiotlties ol CFAB. The original language of that
scdion was essentially a repcUUon ol ihe provwWons ol
CFABs statute IASISB 11, tins created, or liad die P itcrv-
tial lor creating. Inconsistencies Il and as dial statute Is
amcmred. The revised Language now provides lor CFAB
to engage In essentially "whalcvcr businesses and acdvl-
Ucs the law permits.”

“In terms of numbers, there uns also a significant
change lo cFAD's Bonnl of Directors In 1986."

In terms ol numbers, there was also a significant
change to CFABs Board ol Directorsin 1936. InFcbtuary.
Covcrnor Shcll.cld appointed Anchorage businessman
Henry Kirn lo (ill the longstanding vacancy in one rl ihe
two appointed scats. In April, the Governor also ap-
pointed Cil Cundcrson ol lurcau lo replace Bob Waldrop
ol Kclclukan. whose lerm had expired. Also in April.
Founding Oircclor and lorrncr Chairperson Roseleen
Moore of Horner resigned Irom her elxtcd seat. The
Boatd appointed Mr. Waldrop lo serve In Mrs. Moores
pos.tlon until the Annual Meeting Due to coincidental
ciicumvuncrs. all live ol die elected Director pos lions
were subiect to contest at the 1986 Annual Meeting Di-
rector Tommy Thompson. Sitka, and Founding Director
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Dale I'ihlinan of Ketchikan lud declined nomination for
re-election to their scan At the Annual Meeting, Mr,
Waldiop and Harvey Samuclscn. Dillingham, were
elected to thicc-ycar terms: Dean Paddock ol luncau and
Paul lluppcit. Tjlmer, were c'cclcd lo two-year terms:
and Alan Oincss ol Petersburg was elected lo a one-year
term lhe stature and total number ol candidates were
gratifying, Ilie net ellcct Is the loss to members of the
erpcrlcnrc and commitment ol Mrs. Moore. Mr. Pihlinan.
and Mr. Hiornpson. with the tain ol the dedication and
new perspectives ol Messrs. Kim. Gunderson. Paddock,
and Oincss. In Its own annual organiratlonal process, the
Board elected Mr. Gunderson Secretary-Tteasurer of
CTAB. Mr. Waldrop to the position of Vke Chairman, and
Mr. Huppert lo once again serve as Chairman.

0jft*7"Qitf of its crllleitl nceils Is [ar....Iftc p/u/osopfucj

r*\m d nHIlules uf 'Olivers of a Cosiness—

CFAB Is a cooperative. Its owners are Its customers, and
only Its customers can become owners. That structure
lends itself to pronouncements and philosophical expres-
sions which are orten dismissed as trite. Moreover, be-
cause CFAB is a credit cooperative, its relationship with
each customer Is pervasive, highly subjective, and precise
—measured to the last pennyl The rigl is. privileges, and
responsibilities ol ownership are nv.ii more dillicult to
dclme and to pursue There arc no Immediate and mea-
surable benefits or other results to the exercise ol owner-
ship rights. Nevertheless, unless there is a viable and ac-
trve ownership base in place able and willing to express
its directions and expectations to CFAB s Board ol Direc-

tors and management with regard lo the total operations
of the institution. Ihe only guidance available to us Is the
language ol a statute written nine years ago.

CFAB Is In a period of change and ol accommodating
the realities which have become apparent duiing Its brief
lile: a period ol iccovcring Irom adversity while attempt-
ing to generate Irom within the resources to build lor Ihe
luture. One ol its critical needs Is lor a body ol members
with the philosophies rnd attitudes ol "owners ol a busi-
ness" rather than ol "customers widi a vote." Again, we
urge you to participate In the election ol a director later
In 1987. to attend an Annual Meeting session In Sitka.
Anchorage, or Kodiak, and to seek and take advantage ol
opportunities to communicate with your directors and
management about CFAB as a business. Whether or not
you arc personal'y acquainted with one or more of
CFAO s Directors, please do not hesitate to contact any of
them to discuss your concerns, questions, or observa-
tions about CFAB.

Faul A. Huppert

Chairman. Bouid ol Directors

Edward E. Crane

President
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CrAD s only significant business activity Is the extension
.mil aifotliihlinlinn ol lo.nn lo Alaxfca’'S IKliinf*. (of niitiC-
ai.J timber Industries. Dull ol CFAtis resources Is coin-
milled lo support tli.it iHImaiy activity.

Over llie post two jcai*. the liquidation. restructuring,
or oilier resolution ol non-ficiforming loans liavc ab-
soitied a great deal ol CI'AO etrctgy. Also, tire very exist-
ence ol sucli loans lias ricated and Imposed unusual re-
quirements on performing borrowers. |hose
requirements liavi Lturn resulted In die loss ol loan ac-
counts and opportunities In those Instances In wlikli the,
borrowers or applicants have alternative financing a.ojla-/
ble. Those circumstances arc discussc | inoiecomprcliclF
stvely In (lie Executive Message ol this Annual Report.
The piiucipal ellect has been a sharp decline In CFABs
gross loan volume Irom $94.A million al December 31
193-1. to $65.9 million a rear later, and to $44 4 million at
the end ol 1986.

Tliat net reduction Is only part ol the story, however.
CrAD s new loan actions continued In 1986 at a pace
much like that ol 198%. There were 105 new loans made,
totaling $11,508,000. 01 that amount. $7,825,000 was
"new" money, with the remainder being refinancing ol
loan balances already outstanding on CFABs books.
Slightly less than half, or 46. ol the new loans were to
new CFAB members: the other 59 new loans were to bor-
rowers wlro already were, or had been, active CFAB
members.

The graphics below show the relative composition ol
CFAB t loan portfolio at the two most recent veai-cnds. It
continues lo he clear tliat CFALI Is an Important source ol

o ﬁ )
47.1%

ruinr
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vessel financing lor Alaska fishermen. There Is also n no-
ticeable increase In demand for the financing ol | Imitcd
Duty Penult purchases, particularly for diversification
Into new fisheries. CIAB Is the only private liittituilon
which Iras the legal authority to make such a lean and to
accept the permit llsvll as security. UnfonunattTy errlain
restrictions expressed In CFAB s statute and not lelated 1o
credit considerations have severely limited the lange oi
commercial hshcimen to whom CrAD may make such
loans.

As discussed In the 1985 Annual Report. CFAB cannot
assert tliat Its lending activities have broad clfccu on (lie
Industries It Is mandated 10 serve. The cifecls lend lo be
localized and. more specifically, focused on Individual
borrowers. The most generalized Implications ol crAB's
presence and ability lo oiler financing ate felt by all fish-
ermen as a result ol the competitive pressures Imposed
on alternative loan sources.

The charts below are somewhat distorted by the con-
solidation ol "Timber G Agriculture" for the sake ol sim-
plicity. CIAB has had no new farm loan activity lor Ihe
past two years. This appears to be the result ol two pri-
mary lactots: lal The States own agricultural loan pro-
gram which oilers subsidized financing, particularly for
developmental activities: and tbl the relatively strong and
stable circumstances ol long-established larm operators,
whose needs for short-term production financing arc also
served by the Stales programs. The Stales posture and
capacities appear 10 be changing, and It seems possible
that 1987 will present new agricultural financing opportu-
nities and requirements for CFAB.
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Beard ol Directors

Alaska Commercial Fishing and
Agriculture Dank

Anchorage. Alaska

We have examined the balance sheets ol Alaska Commercial Fishing and Agriculture Bank
as of December 31. 1986 and 1985. and the related statements ol earnings, changes In
capital and allocated'unallocated undistributed patronage earnings tlossl. and changes In
hnandal position lor the years then ended. Our examinations were made In accordance with
generally accepted auditing standards and. accordingly, included such tests ol the accounting
records and such oilier auditing procedures as we considered necessary In llie circumstances.

In our opinion, the linancial statements referred to above present laltly the financial
position ol Alaska Commercial Fishing and Agriculture Bank as ol December 31.1986 and
19S5. and the results of its operations and the changes In Its financial position lor the years
then ended. In conformity with generally accepted accounting principles applied on a
consistent basis.

Certified Public Accountants
lanuory 23. 1987
(March 2. 1987 as to Note Il
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December 31

Assets
Cash . S 106.771
Tcmpoiary Investments . 3.200.000

Loam and oilier receivables, net ol allowance lor loan losses
Ol $3,291,026 and S1.441.130
Accrued Interest receivable:
lemporary investments

Loans and oilier receivables

1.306.952
Investment In Spokane Dank lor Cooperatives 5.390.548
Dank premises, furniture and equipment, net. 351.874
Acquired assets held lor sale..........ccccuineiin 83.007
Other assets 28.997

Liabilities
Accounts payable and accrued expenses.
Accrued interest payable..........nn
Class B prelerred stock subscriptions ...
Notes payable

Commitments and Contingent Liabilities INotc HI

Capital and Patronage Earnings:
Share capital—
Class C special preferred stock. S10.000 par value, authorized
4.000 shares, outstanding 3.180 shares..........ccccccccvenrerreenens
Class B preferred stock. SICO par value, authorized
400000 shares, outstanding 40.410 and 65.845 shares...
Loans receivable on Class B preferred StocK.........ccocouncniiciienns
Class A membership stock. SIO par value, authorized
10.000 shares, outstanding 975 and 931 shares.........cccee...

C Stock retirement pool..........
Capital in excess ol par value
Contributed capital...............

Allocated undistributed patronage earnings ..
Unallocated undistributed patronage earnings
Unallocated undistributed patronage loss....

See notes to financial statements
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\i \fcar Ended December 31.
/' | 1986 1985
,i'V) Interest Income:
* Interest on loans and oilier receivables S 6.119.445 S10.1J1.090
Interest on temporary Investments 165.145 562.767
6.284.588 10.505.857
Interest expense 5.765.900 6.267.005
Loss on assets held lor sale 1.547 91.127
Provision for loan losses 50.470 1.23J.950
5.817.717 7.593.060
2.466.071 2.910.797

Other Expenses:

Salaries and benefit: 1,184.760 1.705.780
Occupancy expense : 205,579 252.300
Depreciation and amortization 131.789 160.279
Professional fees 110.181 150.191
Advertising and promotion 67.861 79.922
Havel, lodging and meals 66.219 136.675
Olflce operations 62.722 126.717
Telephone and postage 40.484 , 87.238
Miscellaneous. 36.522 50.554
Directors'fees 27.174 46.954

1.931.091 2.796.610

Unallocated undistributed patronage earnings before Income las

expense and extraordinary credit 535.780 114.187
Income lax expense 226.300 32.200
Unallocated undistributed patronage earnings bclore extraordinary credit..........ccovcveeine 309.480 81987
Extraordinary credit « utilization ol net operating loss carr>forward.. 226.300 32.200
Unallocated undistributed patronage earnings S 535.780 S 114.187

Sec notes to financial statements



Balance. Inmiaiy I. 1945
Issuance Redemption) ol slock during lhe year:
Class B prelerred stock. 39.333 shares, net

Share
Capital

$31.804.840

12.91).2001
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Class A slock. 4) shares
C stock retirement pod:

Class B preferred stock nents

Assessments receivable
Reduction In loan receivable on Class B preferred slock tedempOon

Loan principal charged against allocated undistributed

2.933.200

~ patronage earnings
{ Unallocated undistributed patronage earnings
J, Allocation to unallocated undistributed ™
ti Cpauonage loss
% n~ “Balance! December 31. 1985

n Issuance (redemption) ol stock during the year:
Class B preferred stock. 25.435 shares, net

1 ~11.809.310
\%
12.543.5001

440

Class A stock. 44 shares
Reduction In loans receivable on Class B ptcictred stock redemption
C stock retirement pool:

Class B preferred stock assessments

2 886.000

Assessments receivable

Loan principal dtarged against allocated
undistributed patronage earnings

Unallocated undistributed patronage earnings

Balance. December 31. 1986

See notes to financial statements .

§$32.152.250

C Stock
Retirement
Tool

S 10.260

171.398
189.506)

92.152

70.966
21.812

S184.930

Capital In
Cncess Of
Par Value

S79.110

3.870

82.980,

3.960

$86.940

-)b<*

Contributed
Capital

$144,626

$144.626

Allocated
Undistributed
Patronage
Earnings

$4,514,237

(434.228)

1219.674)

S 825691

Unallocated
Undistributed

Patronage
Carnlngs

$ -

5)5.780

$535,780

Unallocated
Undistributed

Patronage
Loss

S 19.977.776)

S (6.328.945)

Total
$26,579.3)7

12.9)3.2001
4.300

171.398
189.506)
2.9)3.200

14)4.2281
114.187

12.543.500)
4.400
2.886.000

70.966
21.812

(219.6741
535.780

$27.101.272
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Source of Funds:
From O|>crallon;
Unallocated undistributed patronage earnings ...
Items not requiring the use ol lunds:
Depreciation and ainortlralion.................
Provision lor 10an [0Ss.......inicinis
< Loss Igaln) on sale ol assets.......n

Funds provided Irom operations
Net proceeds lioni sale ol assets
Net proceeds Irom stock Issuance..
Decrease Incash
Decrease In temporary Investments
Decrease In acquired assets held lor sale.
Decrease in loan
Decrease In other assets
Decrease In accrued Interest receivable.............cc....
Igcrease in stock subscription payable...........e....

crease In Class D preferred stock assessments, net.

ase in Class 0 prelerred SIOCK. ...

nivir. 1~

Use Funds:
Loans charged oil. net of recoveries
Loan principal charged against allocated undistributed patronage earnings .
Increase In cash

Increase In temporary Investments
Increase In Investment In Spoljnc Dank lor Cooperatives.
Increase In bank premises, furniture and equipment.
Decrease In accounts payable and accrued expenses
Decrease In accrued Interest payable

Sec notes to financial statements

Year Ended December 31.

1986

S 535.780

131.789
50.470
683

718.722
2.032
4.400

1.523.157
21.515.111
61.566
808.394
60.163
92.778
342.500

525.128 823

5 200574
219.674
40.637
950.000
138.125
14.874
116.038
183.146
23.265.755

525.128.823

1985

S 114 187

160.279
1.234.930
18391

1.508.557
20.924
4.300
16.558
5.627,865
755.141
28.869.727
411.485
1.089.589

81.892

538.386.038

S 3.111.420
434.228

513.689
3.637
64.000
1.953.073
32.305.991

538.386.038
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Years Ended December 31. 1986 and 1985
Note A — Summary of Significant Accounting Policies:

O|vijlnwi: Ilie Alaska Commercial Fishing and Agriculture
Dank ICrAL'J was Incoipoialcd on May 4. 1979 (o pro-
more growth ol Alaska agriculture and fishing by provid-
ing debt financing to rcsideni-owncd businesses engaged
In harvesting, processing or marketing, and to promote Its
own growth as a strong user-oriented Institution through
cooperative ownership and sclf-govctnance.

CFAB is a cooperative corporation and Intends to re-
fund any allocated undistributed patronage earnings at
such lime as lhe Board of Directors finds that the finan-
cial condition of CFAO will so permit.

Intern! on Una: The accrual of Income on loans Is discon-
tinued when Interest or principal is contractually past due
more than 90 days.

Ptimeft JMImdy. Patronage dividends received from
Spokane Bank for Coopera'ives ISBCI. of which CFAB Is a
member, reduce Interest expense to SBC In the year de-
dared.

Al/ixanrr kw Urn lovct: The allowance for loan losses Is
based upon spedlic identification of uncollectible loans
and a general reserve for those loans not spcdlically
Identified.

Anjiii/rd arrets held hr sale. Acquired assets held for sale
Include those assets acquired through foredosurc. These
assets arc carried at the lower of fair market value or the
recorded Investment in the related loan. Holding costs
are expensed when incurred unless such costs increase
the fair market value of the asset.

Bunk rrntttm. fumi/urr anJ equipment: Bank premises, furni-
ture and equipment arc slated at cost less accumulated
depredation and amortization. Depreciation and amorli-
tatlon are charged to operations by use of the straight-
line method over estimated useful lives of three lo ten
years. Expenditures lor maintenance and repairs are
charged to operating expense as Incurred. Expenditures
for renewals or improvements which extend the lile of an
asset are capitalized at cost and depredated as slated
above. Upon sale, retirement or other dispositions ol

propctly. the cost and accumulated depredation are re-
moved horn the respective accounts and the resulting
gain or loss tccoidcd.

Inuw Luo: Amounts provided for Income tax expense
are based on earnings reported for financial statement
purposes, rather than on the taxable Income shown on
the corporate Income tax return, lliesc amounts may dif-
fer because certain items are recorded as Income or ex-
pense In different years for flnandal statement and tax
return purposes.

Note B — Loans:
CFABS loan portfolio by malor category Is as follows:

December 31.

1986 1985
VESSEIS....ovririneereiisessiisensins $25.623.250 S$34.135.387
Fish processors........u 8.702.504 14.172.810
Agriculture and timber . ... 7.596.991 16.221.453
Cear. entiy permits.
and oilier....... 4.371,442 7.697.386
Other receivables............... 1.826.138 294.400

48.120.325 72.521.436
Lets loans receivable on

Class B prelerred stock. 13.698.5001  16.584.5001
44.421.825 65,936.936
Less allowance for

loan losses........cuui. 13.291.026) 13.441.1301

541.130.799 562.495.806

The loan portfolio Includes loans which have been clas-
sified as nonaccrual. Nonaccrual loans by major category

arc as follows:
December 31,

1986 1985

5 4.441.655 5 5.246.914

Fish processors

Vessels 3.025.085 4.480.181
Agriculture and timber . ... 7.569.743 3.740.558
Cear. entry permits

and other......... 2.286.902 2.185.492

S17.323.385 515.653.345
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Activity In the allowance lor loan losses Is as follows:

December 31.

1986 19S5
balance at beginning

of year .S 3,441.130 S 5.317.631
Chained to espouse 50,470 1.334.929
Recoveries on loans

previously charted o ff.. 6B8.266 374.859

4.179.866 6.927.439

Loans charged O il....cccocvcininn 1888.840113.486.3091

Balance at end ol year S 3.291.026

CFAB serves the financial needs ol lhe commercial fish-
ing and agricultural Industries In lhe State of Alaska.
These Industries arc subject to seasonal and cyclical due-
tuatlons which could alfcct the borrowers' ability to repay
loans on a timely basis.

Lmiii la ifirrcfan: To qualify (or election 'o the CFAB Board
ol Directors, an Individual must be d borrowing member.
Loans to membe s who serve on the Boar] ol Directors
must be app. oved by the SBC. Total loans ta these mem-
bers were S141.247 and S1.013.37S In 1956 and 1985.
respectively.

Note E — Notes Payable:

Notes payable consls'ed ol the following:

Note C —Temporary Investments:

lemporary Investments consisted ol $4.15U.00U ol
Farm Credit Bonds maturing at vatlous dates In 1987,
wills Interest rates ranging (tom 3.99% lo 8.50% and ccr-
tllkatesof deposit ol $3.20U.000 with Interest rales rang-
Inr Irom 8.45% to 8.52% al December 71. 1986 and
1985. respectively.

Note D —Bank Premises. Furniture and Equipment:

The lo lowing represents @ dassillcallon ol bank prem-
ises. furi iture and equipment by major category:

December 31.

1986 1985
Furniture. lliturcs and
equipment.........con. S 893365 S 889.432
Leasehold Improvements .. 147.202 147.202
1.040.567 1.036.634
Less accumulotcd deprecia-
tion and amortization .. (688.6931 1565.1311

$ 351874 S 471503

December 31.

1986 1985

Spokane Bank lor Cooperatives ISUCI long-Ilc m notes with Interest rates ranging Irom

10.544% lo 11.75% maturing at various cates lo lanuary. 1993.........ccccoeniiinnrnirininns

$25,000,000 S2S.0U0.000

SBC short-term notes and seasonal loan with Interest rates ranging Irom 8 7% to

10.25% maturing at vailcus dates In 1986

20.220.081

Other notes payable and capitalized equipment leases with various inlcres: rates

and maturity dates

2.539 48.213

The loans are secured by substantially all CFAO assets

$25.002.539 S4B.268.294

«
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Principal payments icqulicd oil nolcs payable are a'- fol-
lows:

Year Ending December 31. Amount
1987 $ -
1988 10.000.000
1989 10.000.000
1990 5.000.000

CFAB must Invest In SBC's Class C slock In an amount
equal lo at Icasl 5% ol the cumulative average loan bal-
ance maintained with SBC. The amount ol CFAB'S Invest-
ment In SBC's Class C stock and equity In allocated sur-
plus was $5,390,548 and $5,352.423 at December 31.
1986 and 1985. respectively.

Note F —Pension Plans:

CFAB has pension plans covering substantially all em-
ployees. The total cost charged to operations lor 1936
and 1985 was $57,422 and $58,372. respectively. The
Board ol Directors voted to terminate the door retire-
ment pension plan during 1986. The door retirement
plan provided (or payments In the event the remaining
pension plan was not sullidently lundcd to meet actuarl-
ally computed retirement funding. As ol December 31.
1985. (he net assets available lor benefits under the lloor
retirement plan was $28,244. This amount will be re-
funded to CFAB upon the approval ol termination by reg-
ulatory agencies. In accordance with generally accepted
accounting principles, no gain will be recorded until the
regulatory approval of the termination is obtained.

Note C —Capital and Patronage Earnings:

Sfiiirr Capful: Shares purchased by the State ol Alaska
must be repurchased by CrAB on or bclurc luly 20. 2000.

Preferential shareholders' rights on dissolution aie at-
tached In the order ol Class C. Class B and Civs A.

The following rights apply to the three categories of
stock:

Class C - No voting or dividend rights. May only be Is-
sued to the State ol Alaska.

Class B - No voting rights. Class B stock may only be
held by members ol CFAB. Prior to Decem-
ber 31. 1985. all loans required a purchased
Gass B stock In an amount equal to 10X of
the loan balance: however, this purchase was
not funded but was evidenced by notes. On
loans made subsequent to December 31.
1985. e.'Ji borrower Is required to make a
cash purchase of Class B slock In an amount
erual to 5X ol lhe total loan. This Investment
wilremain In place until retired by the Board
d Directors.

Cbss A

No dividend rights. Each member of CFAB
must own one share of Class A stock. Each
share ol stock carries one vote. To vote a
member must be engaged In commercial
fishing or agriculture jnd must be a current
borrower or have borrowed Irom CFAB dur-
ing the preceding two years or have a mini-
mum retained patronage earnings with CFAB
ol S2.500.

a*l
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UiulkxAli-J UivliilrilnInl fiiliciiiji"* Urn: In accordance with
Alaska Commercial fishing and Agrlculluic Bank li)laws,
lltc Hoard ol Directors a.led lo icduco an unallocated
undistributed patronage loss In the amount tl
$9,977,776 as lollous: 11 by allocating S3.U74.6J4 to allo-
cated undisnibutrd patronage earnings ol prior years In
193%: and 71 by cliarging $11-1.187 to 198$ unallocated
undistributed patronage earnings Al December 31.
1986. the remaining unallocated undistributed patronage
loss amount was $6,878.94% Isce Note ||.

Clan C sterp Rtfuiifatt Plan: In accordance with As
44.81 .010Ibl. on or bclore luly 70. 7000. CrAD Is re-
quired to repurchase Its Class C stock Issued to the State
ol Alaska. CrAB Implemented a program requiring bor-
rowers originating leans alter December 17. 1983 to
make an additional purchase cl Class U stock lor the as-
sumed purpose ol ultimately funding die repurchase ol
Class C stock. This plan was In cllcct until December 31.
198%. Notes originated. 'ter December 31.198$. are not
subject to this program but. are subjcct to new Class B
stock requirements.

Note H — Contingencies and Commitments:

Conliiijifikio: CFAB Is a defendant In scseral legal actions
arising Irom normal business activities including actions
related to delinquent loans and foreclosures CFAB re-
serves lor potential losses on delinquent loans as de-
scribed In Note A. As to litigation outside ol delinquen-
cies and foreclosures, management believes that those

actions arc without merit or llial llie ultimate liability. Il
any. resulting lioni them will not materially allcct CrAQ S
financial position or Its results ol operations.

Crwmiilmmlj: CFAB Iras entered Into certain noncancclable
long-term operating lease agreements lor buildings.
Perilii crpcnsc under these leases totaled S197.-ISO and
$?11.$49 lor lltc years ended December 31. 1986 and
193$, rcs|>cctlvcly. Minimum annual lease payments are
as follows: s

Year Ending December 31. Amount
1987 $701,000
1938 187.000
1989 174.000
1990 . 43.000

Note | « Subsequent Event:

On March 7. 1°87. In accordance with Alaska Commer-
cial Fishing and Agriculture Bank bylaws. Ore Board of
Directors acted to reduce the unallocated undistributed
patronage loss by charging $371,463 lo 1986 unallocated
undistributed patronage earnings. The remaining unallo-
cated undistributed patronage loss Is $6.$07,477.

In addition, the Board of Directors approved an alloca-
tion ol 1986 patronage earnings totaling $714,317 10
1986 patrons, litis allocation is to be distributed in cash
on or bclore April |. 1987.
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