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CFAB rebounds from loss with sm

By JIM ERICKSON

Daily News business reporter

The Commercial Fishing and Agriculture
Bank has rebounded from the largest losses in
its six-year history and posted a small profit
in 1985.

Ed Crane, president of CFAB, said Monday
the company made significant strides last year
in controlling a slev jfbad fishing loans that
resulted in a $10 million loss In 1984 and
pushed the bank to the brink of failure.

“As far as non-performing loans are con-
cerned, we really made a lot nore progress
than 1 thought we would, " Crane said.

Audited financial results for 1985 show
CFAB posted operating earnings of $114,000.
The bank lost $9.97 million the previous year.

Through more aggressive collection action,
restructuring of problem loans and foreclo-
sures, CFAB has cut the amount of bad loans
by half.

As of Dec. 31, 1984, the bank had $32
million in loans classified “non-performing,”
or 90 days past due. That was 38 percent of its
$89 million loan portfolio. .

A year later, nearly $16 million of the
bank"s $62 million loan portfolio were non-
performing, or 25 percent.

The Ilegislature created CFAB in 1978 to
provide loans to farmers, fishermen nnd the
timber Industry that traditionally have had
trouble getting loans from conventional lend-
ers. About 85 percent of CFAB % loans finance

1 vessels for Individual fishermen.

To launch CFAB, the state in 1960 pur-
chased $32 million worth of the cooperative’s
stock, essentially providing ar interest-free
loan due in the year 2000.

Crane informed the state last year that the
bank®s troubles would make it impossible to
repay the state on time.

On Monday, he said the improved financial
outlook “enhanced the possibility (of repaying
the state), but we Ve got to do a lot better than
$114,000 a year to realistically project repay-
ing that $32 million 14 years from now."

Crane said hard work by employees und a
good year overall for the fishing industry
contributed to the turnaround. The bank also
closed four offices and reduced rtaff from 39

mall profit

to 24 last year.

“If you look at this as a struggle for
survival, I see Itas us driving from Anchorage
to New York City and we pulled Into Edmon-
ton a half day ahead of schedule. That good,
that’s satisfying, but we Ve still got a long
way togo."

However, CFAB assets shrunk from about
$110 million in 1984 to $75 million last year.
Crane said that was partly because of fewer
borrowers due to uncertainty In the fishing
industry.

In addition, CFAB has been forced by its
loan problems to keep its interest rates about
2 to 3.5 percentage points higher than compet-
ing lenders, Crane said. CFAB % highest rate
Isabout 14.75 percent, be said.

That has resulted In the flight of some of
CF AB s most-profitable and less-risky custom-
ers to other lenders, he said.

"What 1 find most troublesome is that we ’re
forced by statute and expectations into such a
very narrow comer as far as lending activity
Is concerned, ' be said.
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MEMORANDUM

TO: Senator Jack Coghill, Chair
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FROM: Senate Resources Fisheries Subcommittee

DATE: March 20, 1987

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 M3
SITKA. ALASKA 99B35

PO BOXV
JUNEAU. ALASKA 99811
(907)465 4916

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.
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SECTIONAL ANALYSIS

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

SECTION 1

44.81.010(a); Exempts CFAB from the provisions of the Alaska
Cooperative Corporation Act (AS 10.15), since the act was
not written to apply to cooperative banking institutions
such as CFAB. CFAB is governed by 1its own separate
statute (Title 44, Chapter 81), and should not be subject
to possible amendments to AS 10.15. CFAB is already
exempt from the Alaska Banking Code (AS 06.05).

SECTION 2

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

SECTION 3

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

SECTION 4

44.81.210(a) (20):
Deletes language duplicated from state loan program
statutes rejquiring”loan applicants to have experience Ui
the fishery for whfch they afe"applylng tsr a loarT. As a
private institution, CFAB should be free to evaluate loan
applications based on its own objective credit standards.



Sectional analysis: Senate Bill 8 - page 2

SECTION 5

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

SECTION 6

44.81.235: New section. Expands the purposes for which a limited
entry permit may be accepted as collateral. Currently, a
permit may be pledged as security on a loan to purchase a
permit; on a Jloan for the repair, restoration, or
,Miv'F improvement of a commercial fishing vessel or commercial
fishing gear; and on a loan for the construction or

purchase of a commercial fishing vessel. Language added
1 ,” to reorganize and expand the provisions to read: (¢))
4 i "purchase, repair, vrestoration, or improvement of a

commercial fishing vessel or commercialfishing gear;"
(2) "construction of a commercial fishing vessel;” (3)
"working capital, including insurance premiums, fuel,

i bait, and boat storage and launching expenses;" and (4)
"purchase and improvement of set net sites and associated
equipment”™. Allows a permit to be used as securityfor
more than one loan, and torefinance existing debt on thi
items listed above. Allows a fisherman to use a pernmit
for one fishery to secure funds to use 1in another
fishery. Expands slightly the exception CFAB was granted
to AS 16.43.150, which prevents anyone (except the state
or CFAB) from legally seizing a permit-holder®s permit.
This section would allow fishermen more flexibility in
their business plans. Under limited circumstances, they
would have a new asset to use to leverage funds for their
operations. The circumstances are limited because CFAB
— with its special statutory relationship to the fishing
industry — would still be the only private institution
with the ability to accept permits as collateral.

SECTION 7
44.81.270: Adds new subsections.

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

©) Requires state bank examiners to perform "an annual
qualitative examination and evaluation of the bank™, for
the standard fee. Outlines what the examination and
evaluation shall include.
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2550 Denali Street, Suite 1201
P.0. Box 4-2070

Anchorage, Alaska 99509-2070
(907) 276-2007

March 19, 1986

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

Dear Senator Zharoff:

Thank you for your comments and for the constructive interest iri CFAB
which you expressed during the recent hearing on SB410.

It 1is unfortunate that such focused discussions as we had might leave
an onlooker with the thoughts that Alaska is populatedby only two kinds of
fishermen/borrowers, either <"good™* or "poor"; that if a fisherman isn"t one he
must be the other; and that the "poors" naturally gravitate to CFAB while the
"goods™ have more attractive alternatives. Such 1is not the case. However, if
a traditional financial institution with, say, $50.0 million of loanable funds
has made a risk-limiting policy decision to have no more than 10 percent of
its loan portfolio invested in the Alaska commercial fishing industry, that
institution can (and should) be very selective and competitive in determining
which segments or which individual members of the industry it will finance.
Its management®s basic responsibility is to protect ami enhance the interests
of the stockholders and depositors rather than to serve the industry.

CFAB"s only mission 1in life, on the other hand, _is to serve that

industry, along with agriculture. Accordingly, it must attempt to
— at best — attract and accommodate a broad cross-section of the industry.
Its policies and practices must be structured to exclude the Ilowest
percentiles (in terms of creditworthiness)of the industry; conversely, they
cannot be designed to allow or encourage a "skimming"™ off the top. All of us
lapse into expressions of qualitative judgments when discussing or
contrasting CFAB"s activities and performance with those of  other
institutions. In reality, however, the "competition” 1is 1illusory because of
tho great divergence of objectives, purposes, and resources. As a final
thought on that matter, | would argue that perhaps one of CFAB"s most

significant services 1is that rendered to the "top of the list" operators who
do not borrow from it; were it not for CFAB"s existence, there would be no
motive for other lenders to offer attractive terms to that group.

A major thought expressed at the Resources Committee hearing was that
there may well be other features of CFAB"s statute which could be
constructively modified, and 1 was invited to address the matter. That 1is the
primary reason for this letter.

Alaska CommercialFishing and Agriculture Bank



Senator Fred F. Zharoff
March 19, 1986
Page 2 of 8

In my view, the CFAB statute was a creative and visionary response to
a worthy need. It 1is true that the legislature did not necessarily invent the
perfect mousetrap the first time around — there are some points which can
hopefully be addressed — but my strong personal opinion is that CFAB"s basic
problems have arisen in the implementation process and are not really evidence
of a faulty concept. Some of the most damaging events have involved specific
instances of poor judgment, flamboyance and speculative growth policies, etc.
The more general and pervasive problems, though, appear to stem from a
broadbased failure to recognize the genuine uniqueness of CFAB"s combination
of origin, structure, limitations,objectives, markets, and pressures. That
charge of "failure”” is not offered as condemnation of anybody. CFAB is unique
— there was no precedent, no pattern, no body of experience to call upon.
There is no real reason to believe that those of us involved with CFAB today
are any more insightful than our predecessors; we have the benefit and
advantage of experience over five eventful vyears.

The existing statute does give CFAB broad authorities and powers;
broader than we have ever used. The only general restriction which tends to
be self-defeating 1is that which is being addressed in SB410. As CFAB"s CEO,
whose most fundamental responsibility is to work toward the stability and
healthy growth of the institution itself, 1 would subjectively prafer a total
removal of the restrictions addressed by SB410, and would justify that by the
argument, "What®"s good for CFAB is good for the State.” However, | am
realistic enough t) recognize that the business of CFAB must be affected by
the politics of its creation and heritage, and | am quite pleased with SB410
and its promise.

Before going further with discussion of specific statute features, |
would like to address other points which were raised at the hearing and also
tostress that the only thing which would help CFAB to deal with its immediate
problems 1is cash (or an interest-earning cash equivalent). I offer that as a
matter of fact - not as a plea for cash. The fundamental problem is
illiquidity, manifested by the imbalance between interest-bearing debt and
interest-earning assets. Wedid make great strides during 1985 toward curing
that 1imbalance, principallythrough the [liquidation of non-earning assets.
Over that year, CFAB reduced its interest-bearing debt by $32.3 million, but

its interest-earning assets were reduced by only $19.5 million: Effectively,
we created $12.8 million of liquidity and/or earning ability out of the
12-31-84 non-earning assets. In addition, for 1986 we have reduced our

operating budget by about $1.0 million, which has the same effect as creating
about another $7.0 million of earning assets. We can not, and do not, project
improvement at tho same rate during 1986 -- ™"easiest"™ problems get solved
first, and we are working our way into the hard core which 1is much more
difficult to deal with!.



Senator Fred F. Zharoff
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The easiest solution to the 1immediate problems (from CFAB 73
standpoint) would be for the State to inves, anothe- $6.0 to $8.0 million in
CFAB, in return for a long-term commitment from our Ilender as well as that
lender*s subordination to the State with respect to the future proceeds from
$10.0 or $12.0 million of non-earning assets in order to secure repayment to
the State. That does not appear to be tealistic, and | am not certain it
would be best just because it would be easiest. On the other hand, there were
concepts embodied in some of the committee discussion — particularly 1in
Senator Coghill®s comments — which 1 believe are worthy of exploration and
which bear potential benefit to both the State and to CFAB. CFAB has an
administrative and operational infrastructure which is presently
underutilized. Also, we are continuing to build a professional credit staff
which, out of necessity, is primarily oriented to difficult situations. It
occurs to me, given the current and projected State budget constraints as well
as the frequent (but not universal) expressions of sentiment for limiting or
eliminating State-funded direct loan programs, that there may well be
opportunities for CFAB to act on an agency or contract basis for the State Iin
administering, modifylag, or phasing out particular programs. While this 1is
probably something to be addressed administratively rather than through the
legislature, it seems appropriate to acknowledge it as relevant to our recent

discussion.

There was also some discussion about tho status of, and repayment
prospects of, the State"s $31.8 million investment in CFAB. We have from time
to time heard expressions from various sources that the State should consider
abandoning or "writing off" that investment. My personal view 1is that that
action would be inappropriate, for a variety of reasons:

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

2) As a citizen, 1 can think of no reason the state should abandon
the investment. The present value muy bo nominal -  that was, of course,
known when the investment was made but I*m sure the State has made hundreds
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of other capital investments of various kinds "for a public purpose™ and which
have limited financial value.

3) As discussed earlier, a non-cash transaction would not assist
CFAB in dealing with immediate problems; there would sinply be a
re-classification 1in the equity portion of our balance sheet. O0On the other
hand, 1if there should be a dramatic worsening of CFAB"s immediate problems and
if CFAB were forced into a bankruptcy and/or [liquidation, there 1is every
reason to believe the State wo»ld ultimately recover a significant part of its
investment. The State should not forego that opportunity.

4) While the $31.8 million does appear to be an investment of

capital, it bears at least one of the elements of debt (a due date). In
general, an abandonment of capital has no significant tax implications, but a
forgiveness of debt creates a taxable gain. Such an action should be

carefully analyzed beforehand, 1in order that CFAB not be confronted with a
horrendous Federal tax liability!

Notwithstanding all of the foregoing, it would seem appropriate that
this legislature recognize and address the realities of that investment and
the prospects for retirement on the present schedule. As 1 mentioned the
other day, we at CFAB view the obligation very soberly and recognize the clock
is running. However, we are doing today what any illiquid individual or
entity does; we are committing all available cash to those obligations which
have the ability to put us out of business today. As a matter of fact, since
the Spokane Bank for Cooperatives holds a lien on all cash proceeds (as well
as on most other assets) we could not fund a repayment plan. While there may
be no compelling and immediate reason to change the requirement today, we do
now have the benefit of over five years of experience and can recognize that a
requirement which seemed realistic 1in 1978 and 1979 1is no longer achievable.
In CFAB"s view it would be more reasonable for the legislature to change the
retirement date to, perhaps, July 1, 2010. An alternative might be to set the
retirement "at the <call of the legislature but in no event prior to

July 1, 2010." It would not be wunreasonable — at Ileast in theory — to
attach a sinking fund requirement, but that might 1involve some difficult
negotiations with CFAB's lenderdepending upon how the requirement were
structured.

X X X X X X X X X X

Following are the other specific points in CFAU"s statute (AS 44.81)
which we believe could be constructively addressed:

Sec. 44.81.010.(a) The reference to AS 10.15.005-10.15.600 (tho basic
cooperative statute) should be eliminated. CFAH .is unique, and AS 44.81
provides a specific und comprehensive organic foundation. AS 10.15 1is subject
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to change without regard for 1its 1impact on CFAL, and a basic necessity for a
credit institution, especially one involved in long-term loans, 1is stability
in every form. There was an abortive effort in 1984-85 to .develop sweeping
changes 1in AS 10.15; that effort had merit within its own context, but many of
the proposed changes did not recognize the possible existence of a statewide
cooperative whose relationship to members is purely financial.

Sec. 44.81.010.(b) & (©) A modified requirement for repurchase of State
capital should be addressed here.

Sec. 44.81.020.(a) & (b) The requirement that at least one board member be an

Alaska farmer 1is constructive. However, the proviso that he/she have ™"at
least 10 years of Alaskan farm experience”™ (whatever that means!) creates a
situation which 1is probably not in the best interests of members. Since each

elected director must also be a current or recent CFAB borrower, it appears
there are less than five individuals 1in the entire state eligible for this
position. Other directors don"t need to be 10-ycar fishermen, etc., and a
second farmer director does not need to meet the 10-year requirement. Why
limit the members®™ choice of directors in this way?

Also, there should be a provision for removal of an elected director
as a result of a unanimous finding by the remaining directors of a "serious
conflict of interest or a chronically and irremedially substandard borrowing

relationship.”™ We have vreceived a legal opinion, based on the existing
statute, to the effect that only the members of CFAB can remove or recall an
elected director — however, since the statute elsewhere prohibits disclosure

to members (or anyone else) of information regarding a borrower (including
directors), a Catch-22 situation exists.

Finally, this section should also make lear that the five elected
directors are accountable as individuals to the members only. They should not
be subject to the same requirements, standards, etc., us are the gubernatorial
appointees. Each director candidate must literally '"campaign™ for election,
and the members have ample opportunity to apply whatever standards they choose.

Secs. 44.81.200. 44.81.260.(b)(1). 44.81.270. & 44.81.280 Section 44.81.200,
by implication, requires CFAB to have an annual financial audit by independent
outside auditors. That may be sufficient, but it would not hurt for that
requirement to be specific. To avoid costly redundancy while retaining
opportunity for legislative oversight, it would be woll to provide that the
Legislative Audit Division is au“horized to confer with, and to review the
audit workpapers of, CFAB"s outside auditors and could make 1its own audit only
after a recommendation to, and direction by, the Budget and Audit Committee.

A far more important and necessary provision, from our viewpoint,
would be for an annual qualitative examination and evaluation by the State's
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bank examiners. CFAB"s directors and management are greatly desirous of the
discipline imposed by an independent and professional examination. More
important, and because CFAB"s loan portfolio comprises about 84 percent of its
total assets, the State should be vitally interested in a periodic qualitative
evaluation. We wurge that such an examination be statutorily directed, and
that the examiners be required to provide both the legislature and the
governor (as well as CFAB"s board) with a summary report which expresses loan
portfolio quality on a statistical basis and which also addressed the
appropriateness and effectiveness of the institution®s policies, practices,
and management within the context of its statutory purpose.

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

Paragraph (20) sets forth requirements which are identical to those
of the Commercial Fishing Loan Act administered by the State itself. We have
no particular concern with the two-year vresidency requirement expressed Iin
(20) but, since CFAB was created to serve a broader group than the State ™ own
program, we do not understand why CFAB should be [limited to the other
requirements n (20) — they are essentially eliRibilit; requirements, and may
or may not have any relevance to objective credit standards a lender might
apply. Within the context of "service to Alaska fishermen,” an entry permit
will only be sold by a limited entry permit holder who is presumably motivated
to sell. If CFAB can finance a qualified buyer, which party 1is getting the
benefit of CFAB"s existence?

Paragraph (22) 1is much more difficult fo- CFAB as a lender. We have
been advised frequently by counsel that a restrictive provision such as this
will always be construed strictly, vrather than [liberally, by the courts;
consequently, wo flatly avoid making loans that we would otherwise be willing
to make. Again notwithstanding the complex and controversial history of tho
limited entry progrum itself, we do not understand why this asset which is a
critical and integral element of any fisherman®s operation should have such
unique status. The restrictions do not necessarily work to a fisherman®s
advantage. Consider the hypothetical case of an individual who has managed to
accumulate $50,000 1in cash but has no other significant resources; he has
arranged to lease a vessel and gear if ho cun buy a $50,000 permit and have
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$35,000 of working capital. If he buys the permit for cash and comes to CFAB
for a $35,000 working capital loan, he probably won"t get it. On the other
hand, if he has presence of mind enough to come to CFAB first, we might very
likely finance $35,000 of the permit purchase (and on a term basis, rather
than on a seasonal working capital basis) and let him use his own funds for
working capital. Same individual; all other credit factors the same; but,
obviously, paragraph (22) affects his ability to fish.

We are told that a major rationale for the sacrosanctity of limited
entry permits is that, "foreclosure of a permit takes away the borrower"s
ability to fish.” We would agree with that. We would hasten to add, however,
that no responsible lender — including CFAB -- lends money 1in anticipation of
acquiring the security pledged. There are many, often misunderstood, reasons
for requiring collateral to a loan. In the final analysis, it is a stop-loss
feature and/or one which permits a degreeof leverage. Tho courts do not
permit a lender to acquire collateral without anoften costly and
time-consuming showing of clear proof that the borrower cannot and/or will not
conform to tho loan contract to which he agreed. If a borrower is unwilling
to risk his/her legal ability to fish in order to nave the financi \l ability
to fish, why should CFAB put other people®s money (including the State"s) at
risk?

As a final example of the impact of paragraph (22), we would cite

"gear" loans, for which there 1is frequent demand. Gear 1is almost valueless
for collateral purposes. An applicant for a gear loan 1is held by CFAB to
essentailly the same standards as are applied to an unsecured borrower -- this

moans very few applicants can qualify. Effectively, CFAB 1is denying credit to
a largo body of applicants because an unidentifiable, but small, number of
them will not perform. If, however, those applicants could put their permits
at risk to secure a gear loan, many more gear loans could be made ==and we
expect borrowers would take a much more serious approach to servicing those
loans!

We believe paragraph (22) should bo rowrittcn to provide:

(1) Loans made should be vrestricted to enabling the
fishorman to bottor compcto In the fishery for which he
holds the pledged permit. In othor words, a loan to
purchase a drag boat should not be secured by a salmon
permit; and,

(2) The authorized loan purpose should be expanded to
includo:

(a) purchase of fishing gear.
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(b) working capital, including insurance premiums,
fuel, bait, boat storage and launching expenses.

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

(3 A provision should be added allowing CFAB to take a
permit pledge on more than one loan, provided each loan
purpose 1is authorized for such a pledge.

(4) Refinance of existing debt ordebts provided the
original loan purpose(s) authorizes a permit pledge.

X X X X X X X X X X

Again, we appreciate the constructive interest expressed by you and
your colleagues on March 12. All of us at CFAB — Directors, management, and
staff -- are very much aware of the general and specific obligations CFAB
holds toward the State, the public at large, and 1its mandated constituency.
U'e regret the difficult circumstances of the recent past, and we are committed
to restoring CFAB to a position of genuine service to Alaska and its citizens.

Sincerely

Edward E. Crane
President

EEC:1077V
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Alaska Commercial Fishing and Agriculture Bank (CFAB) was created in 1978 by
the Alaska State Legislature. Its purpose is to provide a source of credit
to the Alaska fishing and agriculture industries, with emphasis on the
development and broadening of those industries.

CFAB 1is structured under 1its statute as a cooperative. A cooperative 1is a
corporation whose stockholders and customers are the sanvj individuals or
entities. A cooperative is subject to the same business and financial

considerations as any other corporation.

The State of Alaska provided an initial capital base to CFAB through the
purchase of stock; the State presently owns $31.8 million of such stock.
CFAB"s statute requires that the State stock be repurchased within 20 years
from the original investment (1980).

CFAB has no organic, structural, operational, or financial relationship with
the State except for the capital 1investment and that two of CFAB X seven
directors are appointed by the Governor.

CFAB % lending ability is not limited to the amount of the State's

investment. CFAB borrows additional funds at "market”” rates and terms,
pledging its loans and other assets as security. It re-lends those funds to
its borrower/owners at rates sufficient to cover its own interest costs, its
operating expenses, and to generate capital through earnings. CFAB %

outstanding loans to Alaska fishermen and farmers reached a year-end peak of
nearly $104 million at December 31, 1983, and had other assets of about $19
million; a total nearly $91 million greater than the State ™ investment.

CFAB"s borrowers become owners through a purchase of stock at the time of
borrowing and through payment of interest at a level high enough to create

retained earnings.

Under its statute, CFAB may lend money only to those individuals who are bona
fide residents of Alaska. There appears to be no sound and reasonable
argument against that limitation.

A vast majority of CFAB"s loans are to individual fishermen (about 80 to 85
percent by number); most of them are to finance a vessel and/or are secured
by a lien on a vessel. This appears to be CFAD"s most ™atural” market and
the credit void which CFAB was most intended to fill.

Compared to almost any other type of commercial lending, financing fishing
vessels is extremely cumbersome and costly. Alaska geography adds
considerable costs. Those factors, in addition to tho dangerous
concentration of risk, make it extremely difficult for CFAB to maintain a
focus 077 that market without charging interest rates which are unusually
burdens » to 1its borrowers.

CFAB has attempted to balance 1its loan portfolio, and to moderate its total
circumstances, through loans to corporations which process seafood and
timber. T.tose loans tend to be relatively lurgc, but do not require
servicing costs to a comparable degree. They permit basic operating uxpenses
to be spread over a larger volume of loan dollars, moderating tho pressure on
smaller individual borrowers.
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CFAB*s statute provides that it can only finance corporations of which the
majority ownership and control rests with Alaska residents.

A recent survey disclosed that of 22 shorebased Alaska processorshcving
annual sales in excess of $10 million, 17 are ineligible to borrow from CFAB
by reason of ownership identity. CFAB has, or has had, lending relationships
with four of the five others.

Statutory denial of eligibility by reason of ownership is inconsistent with
the facts that these processing corporations own facilities 1in Alaska, pay
local taxes in Alaska, provide employment to Alaskans, purchase and add value
to Alaska seafoods, pay fish taxes to the State of Alaska, provide a
competitive marketing environment for Alaska fishermen, and purchase supplies
and services in Alaska. Interest paid on funds borrowed from CFAB <or any
other Alaska entity) would be an additional and beneficial 1increment of
Alaska seafoods proceeds within the Alaska economy.

While it is clear that the 1978State Legislature intended to create an
institution to serve Alaska interests exclusively, the requirement that the
state investment be repurchased evidences the intent that CFAB be operated,
and grow, on sound business principles. Removal of the statutory limitation
with regard to shorebased processing corporations 1is consistent with the
first intent and greatly enhances the opportunity for fulfillment of the
second.

1026V
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SECTIONAL ANALYSIS

Senate Bill No. 9 — "An Act relating to financing of fish processors and
agricultural and timber processors and harvestors by the

Commercial Fishing and Agriculture Bank."

SECTION 1
LEGISLATIVE FINDINGS.

(€)) Fish processing, agricultural and timber facilities, regardless
of ownership, are important to Alaska.

(2) Regardless of ownership, they contribute to Alaska®s economy.

(©)] Regardless of ownership, they provide jobs for Alaska
residents.

SECTION 2

44.81.210(c): New subsection. Allows CFAB to make loans to businesses
engaged 1in shorebased fish processing, timber processing or
harvesting, or agricultural processing and harvesting that are
not majority ow~lY by Alaskan residents. CFAB would have
access to a broader market in wh”ch to make loans. The
companieu, however, must be majority owned by U.S. residents,
not foreign interests.
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BILL SHEFFIELD, GOVERNOR
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DEPARTMENT OF COMMERCE & POUCH D
JUNEAU. ALASKA 99811
ECONOMIC DEVELOPMENT e

OFFICE OF COMMERCIAL FISHERIES DEVELOPMENT

February 12, 1987

Honorable Tim Kelly

Chairman

Senate Labor and Commerce
Committee

Alaska State Senate

P.0. Box V

Juneau, AK 99811

Dear Senator Kelly:

Re: S3 9 - Enlarging CFAB"s lending base
CFAB was created to assist the development of the renewable resource
industries, and its mission was initially limited to lending to

Alaskan owned businesses. Since the initial legislation was passed,
changes have been made to clarify CFAB"s relationship to the state and

to put it on its own two feet. It is now a cooperative bank with
initial capitalization provided by the state which must be paid back
in full. This office supports the expansion of CFAB"s lending base

for three major reasons.

First, CFAB serves an important function to the industry. Access to
capital and financing are often impediments to fisheries development
in Alaska, particularly to young, growing Alaskan processing com—
panies. It is difficult to develop the necessary expertise. Those
who do get involved limit their involvement to the most creditworthy
applicants involved in the lowest risk fisheries. The recent crash in
king crab has exacerbated that tendency. This makes it very difficult
to finance developing fisheries, especially for Alaskans, who fre—
quently don"t have a lot of other assets to pledge.

Few banks are active in the fishing industry, due to the risk involved
and the complexity of the business. Yet, at one time or another,
virtually every Alaskan owned processing company has had a loan with
CFAB. CFAB has accumulated considerable experience in fisheries and
is working to develop more. It is well positioned, if it can offer
reasonable rates, to play a significant role in developing fisheries.
It can, of course, adjust loan terms to account for risk. To do this,
however, it needs a base of "surer™ borrowers.
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Secondly, CFAB needs to lower its rates to attract the more credit—
worthy borrowers who have alternatives. Right now, its rates are
quite high by comparison. To provide reasonable cost loans to the
industry, it must expand its lending base to larger loans, which have
lower costs, and it must be able to attract lower cost lending capi—
tal. It is now dependent for lending capital on the Farm Credit
system, which has many problems and expensive money. Commercial banks
will 1lend CFAB money at lower rates but will want to see a broader
lending base with larger and more proven companies than can be
provided just using Alaskan owned operations. Thus, for CFAB to
better serve the Alaskan sector of the industry, it needs access to
more of the industry. Note that it would be limited to lending to
shorebased operations only.

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

Director

PP/ss0237r
021287a
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MEMORANDUM ~ *

TO: Ed Crane

FROM: Larry Linegar

DATE: October 21. 1985

SUBJ: SUMMARY/ANALYSIS OF SEAFOOD PROCESSOR OWNERSHIP

At your request. I have ~compiled the attached breakdown of
seafood processors licensed to do business in the State of
Alaska. From our discussions, it is my understanding that the

motivation for iInitiating this project was to establish an
understanding for the market potential of seafood processors
that are not presently eligible to do business with CFAB. The
reason why these companies would not be eligible would be
because their ownership is greater than 50% non-Alaskan.

The primary source for the information necessary to perform the
analysis was the State of Alaska. Several state agencies
declared the information requested confidential. However, the
Department of Commarce and Economic Development provided a
complete 1list of all processors licensed to do business 1in the
state for the years 1984 and 1985. From this [list, copies of
corporate bi-annual reports, which provided limited information

on stock ownership, was requested. However, many processors do
business as d/b/a"s, partnerships or as individuals for which
bi-annual reports were not available. Information on the

ownership of these operations were 1identified through interviews
with knowledgeable individuals and direct contacts.

The Department of Fish and Game provided a report categorizing
processors both by sales in dollars and by pounds purchased.
They were not able to provide exact figures but were willing to
provide a list that grouped processors into broad categories.

The attached <compilation was assembled from these two lists.
While the ownership of shorebased operations stays relatively
constant, floater processors tend to change significantly from
year to year. The 1information presented is based upon year-end
1984 information.

In general, the report indicates that Alaskan owned shorebased
processing operations (those with greater than 50% ownership
being Alaskan residents) are primarily concentrated in the
smaller, single plant operations.

Of the processors with $10,000,000 or more in sales, only 5 out

of a total of 22 companies were controlled by Alaskans. This
was loss than 23% by number and an even smaller percentage by
total sales. Comparatively. Alaskans controlled 20 or 61% of
the total of 33 companies with sales of $1,000,000 to
$10,000,000. Of companies with sales less than $1,000,000. only
3 out of the total of 23 wore <controlled by non-Alaskan

residents.



Momo/Ed Crane
October 21, 1985
Page 2 of 2

To date, CFAB has done business at one time or another with four
out five of the companies not J eligible 1in the $10,000,000 or
more sales category. Of the 20 companies noted eligible in the
$1,000,000 to $10,000,000 sales category, CFAB has provided
financial services to 13.

For the floater processors, Alaskan residents had only a minor

presence in the total category. Of the 14 floater processor
operations with $10,000,000 or more in sales, only 3 or 21*
could be considered controlled by Alaskans. When considering

the total number of vessels 1in this category, Alaskans had less
than 10%.

Certainly from the numbers presented, one could assume that
there does exist significant market potential for CFAB should
its legislation be amended to allow for financing of non-Alaskau
residents. However, beyond market potential, the inclusion of
the larger processors could have a steblizing effect on the
bank®s loan portfolio both from a volume and a risk standpoint.

Companies in the $10,000,000 or more sales categories tend to be
more financially stable. They have multiple plant operations 1in
di erse locations throughout the state. If one area has a low
production, another plant 1in a different area can generally make
up the difference. The companies also tend to have developed a
diversified product mix, not jJjust focusing on crab, salmon or
bottom fish but on a number of different species and product
types such as both canned and frozen. The larger companies also
tend to be more sophisticated 1in the planning, budgeting and
marketing processes all of which adds to their financial
stability.

CFAJ"s current market 1is essentially the smaller companies which
do not have the market and production diversity of the larger
companies nor the management sophistication which has put the
Bank at greater risks.

LLL:0730V
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Shorebased
10.000.000 or More
$1.0 to $10.0 Million
$.25 to $1.0 Million

Total

Floater
$10,000,000 or More
$1.0 to $10.0 Million
$.25 to $1.0 Million

Total

Grand Total

0759V

NUMBER

22

33
23

78

14
24

43

121

SUMMARY
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BY STATUTE

35

63
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CENT

77
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13

78
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81

52

ELIGIBLE
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2550 Denali Street, Suite 1201
P.0. Box 4-2070

Anchorage, Alaska 99509-2070
(907) 276-2007

February 18, 1986

Senator Fred F. Zharoff
Alaska State Senate

Box V (M.S. 3100)
Juneau, Alaska 99811

Dear Senator Zharoff:

Enclosed is a discussion piece intended to provide (1) background regarding
CFAB % circumstances during the Spring of 1985; (2) a recounting of the
significant events and changes between then and year-end; and (3) an expression
of the basic business arguments in favor of a broadened lending authority.

It is longer than you perhaps anticipated or intended when you made your
request for information. I believe the arguments can be condensed and simplied;
they are difficult to advance and defend, however, unless one has an
understanding of the context which may be gained through at least one reading of
the enclosed. My discussions over the past ten months with various of your
colleagues have 1led me to the conclusion that there 1is much understandable
confusion about the purposes and objectives expressed for CFAB by the 1978
Legislature and about the "real world” business and financial environment in
which it operates. It seems to me that it is important for CFAB to attempt to
make clear that there are sound business considerations underlying our request
for broadened lending authority and that they are very much in the interest of
the State of Alaska and its resident fishermen-borrowers. If the question is
viewed or treated simply as an abstract one, as a policy issue, it will become a
basic "should/shouldn®"t" argument which may not be worth pursuing.

Senator Zharoff, we appreciate your interest in CFAB and the efforts you
have made to become knowledgeable about its circumstances and about the extent
and limitations of its services to the Alaska fishing, agricultural, and timber
industries. We stand ready to commit whatever CFAB resources as may be
appropriate in support of an effort to strengthen the institution by broadening
its market and capital base.

Very truly yours,

Edward E. Crane
President

EEC:1024V

Enclosure
cc: Bill hall. Senate Advisory Council

Alaska CommercialFishing and Agriculture Bank
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BACKGROUND - SPRING. 1985

In late Match and throughout the month of April 1in 1985,
CFAB officers and directors made numerous visits to Juneau to
discuss the institution®s <circumstances with legislators and
with administration officials. Those visits, and their
substance, were precipitated by a number of factors:

1 Although CFAB"s year-end audit by an independent
accounting firm (Touche Ross & Company) was not vyet
complete, it was known with certainty that there had been a
loss approaching $10.0 million for 1984: that there was an
impairment of stockholders®™ equity; that CFAB had become
illiquid, with no cash or other unencumbered liquid assets
available; and that a major portion of the loan portfolio -
almost 34 percent (in dollars) of a $94.8 million total -
was in a serious default, or non-earning, status.

2) The critical 1imbalance between CFAB"s projected 1985
income (based on the large volume of non-earning loans) and
its projected 1985 cash interest expense, and basic
operating expenses, foretold the likelihood of another
significant loss.

3) CFAB and its staff and Board ofDirectors had been
somewhat traumatized by the relative suddenness and severity
of the circumstances (or the realization of them); 1its chief
executive officer had resigned 1in late February; and it was
being managed on an interim basis by an individual who.
although familiar with the organization and 1its pressures,
essentially was an unknown factor.

4) CFAB®*s lender, the Spokane Bank for Cooperatives, had
taken increasingly aggressive and obtrusive positions with
CFAB. SBC1s representatives had expressed strong
reservations about CFAB"s ability to overcome its immediate
difficulties and had indicated that SBC would accept no
further deterioration in its position. CFAB"s loan
commitments from SBC had been reduced to 30-day increments,
leaving CFAB constantly on the brink of a forced bankruptcy
filing.

The basic thrust of CFAB"s efforts inJuneau was to seek
consideration of an early investment of anadditional$10.0 to

$12.0 million of State capital. This was essentially a
"time-buying™ strategy. The funds, if invested, would have been
used to reduce CFAB"s borrowings from SBC. This would have

lowered CFAB®"s interest payment vrequirement to a level which
could be met by the interest 1income from it3 own performing

loans and would. it was intended, be accompanied Dby SBC
agreement that the existing borrowing relationship would not be
disturbed for at Ileast two or three years. Relief from those

pressures would 1in turn permit CFAB to address the [liquidation



February 10, 1986
Page 2

or conversion of non-perforraing loans on rational bases and
would also allow the opportunity for internal restructuring and
corrections.

CFAB was not successful in obtaining further State
investment. This was wundoubtedly due 1in part to the lateness
(relative to the legislative session) of the effort and to the
somewhat uncoordinated and unprofessional approach, coupled with
the "tight money" atmosphere 1in Juneau. Another factor, at
least within the administration, seemed to be that CFAB was an
"orphan" with no agency or individual charged with
responsibility. In addition, there appeared to be a widespread
lack of understanding as to the origin, nature, structure, and
constituency of CFAB. Yet another burden was the recollection
of some of CFAB"s early flamboyance and excesses and attendant
unfavorable press exposure. Finally, there seemed to be a
perception that the effort was a thinly-disguised attempt to
"bail out"™ the Spokane Bank for Cooperatives; that was an

understandable reaction. but it is not supported by  the
realities of the legal relationships between the state. SBC, and
CFAB.

SUBSEQUENT EVENTS

Since the Spring of 1985 CFAB"s directors, management, and
staff have attempted to address each and all of the negative
factors and pressures with all available resources. Although
not all objectives have been met, there has been modest
success. Some of the efforts have admittedly been augmented by
fortuitous events and circumstances external to CFAB. The net
effect is that CFAB"s condition has today become stabilized to a
degree that exceeds the March 1985 expectations of its interim
(now permanent) management.

The corrective efforts and measures have fallen into several
broad categories, as follows:

Liquidation/Conversion/Prevention of Non-Performing Loans

and Other Assets - There has been a major and consistent effort
to rationally and realistically deal with non-performing loans
and other non-earning assets on an item-by-item,
account-by-account, Dbasis. This has required an extensive

commitment to developing the analytical and communications
skills of 1loan officers, to the control and direction of legal

counsel, and to the education of borrowers. There has been a
similar commitment to the creative and efficient marketing or
other disposition of acquired assets. Finally, and again

through the re-direction of loan officers” attention and
energies, there was in 1985 a successful program of early
attention to delinquencies on performing Jloans Cor the purpose
of preventing them from evolving into serious problems.
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Reduction of Operating Expenses. and Increases in
Effectiveness - Beginning 1in June 1985, there was a determined
effort to 1identify anrl eliminate excessive operating expenses
and other barriers to maximum efficiency. In the four years
ending December 31, 1984, CFAB"s operating expenses have
averaged $3,227,000 annually. 1984 operating expenses had

totaled $3,260,000; there was $3,288,000 budgeted for 1985. As
of May 31. 1985, actual operating expenses for the year to date
had been slightly greater than those budgeted. Management®s
objective was to reduce those expenses to the necessary minimum
for the remainder of 1985 and to position CFAB to enter 1986
with projected expenses of $1.0 million less than the historical
$3.2 million level.

Financial Restructuring - While the cash flow deficit, the
capital impairment, the excessive debt load, and the projected
net income shortfall all represented immediate threats to C/AB's
existence and required urgent attention, they also carried
severe negative implications for the Jlong term. CFAB has a
statutory obligation to repurchase the State"s $31.8 million
investment by the year 2000. CFAB has absolutely no sources of
cash except (1) borrowings, (2) earnings, and (3) 1investment by
owners. Its borrowing capacity had been virtually exhausted in
early 1985; there were no bases on which to credibly project net
cash earnings in the foreseeable future; and there had never
been significant cash 1investment by owners (other than the
State), nor was there any mechanism in place to provide for such
investment. It seem imperative 1in early 1985 that, assuming
CFAB"s short-term survival, a foundation be laid that would over
the 1long term enhance CFAB s ability to borrow, to earn, and to
attract owner 1investment.

Business Development - The written record suggests clearly
that a primary consideration in the conception and establishment
of CFAB was to provide greater access to credit for “small”
individual fishermen. While the performance over the ensuing
five years tends to be obscured by the Jlarge dollar volumes
associated with fish and timber processing accounts and by the
dramatic impact of misadventures and imprudence, a close
scrutiny of the number and sizes of loans results 1in a clear
conclusion that it is the body of individual fishermen who have

been Dbest served by CFAB. It 1is they - existing individual
borrowers and their non-borrowing peers - who have benefited
most from CFAB®"s existence and who would suffer most severely
were CFAB to be liquidated. Unfortunately, it is a costly
market to serve, it is amarket which represents unusual

concentration of nearly uncontrollable risk, and it is a market
oJ individuals whose ability to respond to financial pressures
is limited. It is on that body of borrowers that the effect of
CFAB"s 1984/1985 circumstances fell most harshly (in the form of
interest rates maintained at a burdensome level.) Ono of the
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results of that was the flight of better. i.e., more
creditworthy, borrowers to other lenders; this served only to
exacerbate the pressure on remaining borrowers and to further
threaten CFAB®"s stability. That trend continued through 1985,
and it Dbecame critical to attempt to develop loan programs which
would make CFAB more attractive to existing and potential
borrowers, particularly those who represented stability and good
performance.

1985 RESULTS AND YEAR-5ND CIRCUMSTANCES

At December 31. 1985. CFAB"s fundamental financial
circumstances were greatly improved over those of a year earlier
or of the Spring of 1985. That 1improvement can be quantifiably
expressed in a number and variety of ways:

1) At December 31, 1984, non-earning loans totaled
$31,979,000; at December 31, 1985, the total was
$15,653,000. While about $3.5 million of the net reduction
was due to charge-offs, the greater portion resulted from
liquidations and from re-structurings.

2) At December 31. 1984, CFAB had 189 delinquent loans
(including non-earning loans). A year later, the number was
115.

3) During 1985, the book value of acquired assets (which
are also non-earning assets) was reduced from $2,361,000 to

$1,606,000.

4) CFAB began 1985 with $80,574,000 ofinterest-bearing
debt and only $69,110,000 of earning loans. At year-end
those balances stood at $48,268,000 and $55,312,000
respectively.

5) In contrast to the 1984 loss of $9,978,000. CFAB in
1985 had net income of $114,000. Most of the $10,092,000
difference can bo attributed to the Jlack of major new credit
losses in 1985. However, another major element was the
effective reduction of operating expense. Although the
reduction effort was not initiated until June, and although
certain of the cost-containment actions 1involved relatively
large one-time costs themselves. CFAB concluded 1985 with
operating expenses exactly $400,000 below those budgeted.
CFAB has prepared and 1is committed to a 1986 operating
expense budget approximately $1.0 million below the
historical $3.2 million average.

6) The Spokane Bank tor Cooperatives routinely examines
and evaluates CFAB X loan portfolio, which 1is the basic
collateral underlying CFAB"s borrowings from SBC. At
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April 30, 1985, SBC calculated that, by its (SBC"s)
standards, the collateral was worth $13,400,000 1less than
the borrowings it secured. At year-end, CFAB had reduced
that collateral deficit - measured by the same standards -
to $3,100,000, an improvement of over $10.0 million.

7 The borrowing relationship with SBC has 1improved 1in
other, Jless quantifiable, ways. After nearly a year of very
limited commitments. CFAB was able in September 1985 to
negotiate a six-month SBC loan commitment. Indications are
that the next commitment, effective April 1, 1986, will also
be for six months or possibly twelve months.

As indicated earlier, a critical long-term need for CFAB was
to develop a mechanism and structure to attract owner
investment. Such investment, over a period of time, would in
turn positively influence CFAB"s earning prospects and borrowing
ability. During the Ilast half of 1985, with the assistance of
specialized 1legal counsel, CFAB developed a new member/borrower
equity 1investment program. That program, which became effective
January 1. 1986, requires that each new borrower (including
"old" Dborrowers acquiring new Jloans) purchase a modest amount
- 5 percent of the borrowing - of stock in CFAB. That stock
represents a true equity investment, 1i.e.. risk capital. While
this new program will have an almost insignificant effect on
CFAB"s current condition, it does lay the foundation for genuine
and long-term capital growth.

Two other significant but unglamorous programs were
developed 1in 1985 and made effective at the beginning of 1986.
Each of them 1is designed to make CFAB financing more attractive
and/or more effective, especially to individual fishermen. One
program in particular will permit CFAB to be more aggressive
and more competitive 1in seeking and retaining more creditworthy
borrowers.

It not unreasonable to assert that CFAB has effectively
moved 1itself back from the bDbrinkof imminent disaster and has
diffused the air of crisis which influenced the day-to-day
activities during much of 1985. However, its most difficult
challenges lie ahead of it. The most obvious and most
guantifiable 1is the statutory requirement that the $31.8 million
State investment be repurchased in, or by, the year 2000.

Perhaps a good 1illustration of themagnitude of that requirement
i3 to point out that if CFAB were to make 14 annual cash
payments to a fund earning eightpercent annually, those

payments would need to bo slightly more than $1,313,000 in order
to reach the $31.8 million objective. CFAB does not have a
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current ability to generate $1,313,000 of cash annually, nor can
such an ability be credibly projected for the near future. If
such a program were necessarily deferred until there were only
ten years remaining, the annual payment amount would be slightly
over $2,195,000. Obviously, time 1is of the essence 1in the
effort to build CFAB"s ability to generate cash.

The second major challenge, somewhat more difficult to
express than the first, lies 1in the fact that CFAB 1is clearly
caught in a classic spiral, an "adverse selection™ process,
which has been the downfall of many lending 1institutions. The
process is not necessarily irreversible but, as the "spiral"®
descriptor implies, does gain momentum with each passing day.
Since, Dbeginning back in late 1983 or early 1984, such a large
volume of CFAB®"s Jloans have been 1in a non-earning status, CFAB
has had to attempt to maximize 1its gross 1income on the remaining
portion of 1its loan portfolio in order to meet its own interest
and expense obligations. This has meant maintaining 1interest
rates at a level perceived to be ™"high™ by most borrowers and
which, 1in fact, have generally been higher than those offered by

other lenders to more attractive borrowers. Over the past 18
months, many of those attractive borrowers have elected to
re-finance their CFAB loans with other Jlenders. It 1is not

possible to ascribe motivation to every such re-financing, but
CFAB"s management estimates conservatively that $12.0 to $18.0
million of loan volume has been lost in this way through
December 31, 1985, and the trend is continuing. This is
alarming. CFAB®"s 1loan portfolio 1is gradually being peeled away
to a core of "small™ individual borrowers, individuals who have
few. 1if any. alternative sources of financing and who are least
able to bear the burdens of 1increased interest rates, 1insurance
premiums, and other expenses. They are the borrowers who are
most costly to serve, and each notch of interest rate (or other)
pressure creates a certain number of new -roblem loan accounts,
which cause additional servicing or collection costs for CFAB.
which 1in turn cause a need for greater interest income. Despite
the recent success at reducing CFAB operating expenses, it must
be recognized that a certain large portion of those expenses are
"fixed"™ and cannot be further reduced no matter how much CFAB's
loan volume may shrink. In addition, it must be recognized as
axiomatic* that if and as CFAB"s loan portfolio contains a
greater percentage of marginal or problem loans, expenses will
actually increase.

The foregoing discussion places emphasis on a context of
marginal or problem credit situations. In reality. CFAB - if it
is limited by circumstances, statute, or otherwise to financing
only those who appear to have the greatest need for 1its services

(the "small™ individual fishermen) - may prove to be an
economically unfeasible enterprise under the best of
conditions. A somehwat oversimplified analysis of a few basic

facts illustrate the point:
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A. The average CFAB 1loan to an individual fisherman today
has a balance of about $45,000.

B. The average 1interest "spread"™ on such loans - that 1is,
the difference between the interest rat i CFAB charges and
the rate it must pay on its own borrowings - 1is about 3 1/2
percent.

C. CFAB"s annual net interest 1income on an average loan,

then, is $1,575 (3 1/2% X $45,000).

D. In order to cover a basic operating expense budget of
$2.2 million (again, $1.0 million below historical levels)
CFAB needs the net interest 1income from 1.397 ™average"
loans ($2,200,000 divided by $1,575).

The above allows nothing to cover non-operating expenses,
accumulation of a reserve for loan losses, capital expenditures,

funding of the $31.8 million obligation, etc. It assumes no
credit losses. no significant delinquencies. no unusual
difficulties of any kind. It is not realistic. CFAB has never

had more than 700 "average" fisherman Jloans and could not make
and service 1,397 such loans without a significant and costly
increase 1in staff. The financing of a fisherman, particularly
within the <context of Alaska®"s geography, is an expensive,
cumbersome, and risky venture. The romance of fishing may tend
to obscurethe financial implications, but it is a
capital-intensive business which 1is also characterized by nearly
uncontrollable major costs (insurance and fuel, for example); it
is a business 1in which 1its members have no control of the basic

resource. Its members at best have only the right to compete
with each other for a share of resources controlled by other
human, political, natural, and 1international forces. It is a
business in whichan wunusual - and unpredictable - number of

individual failures are inevitable.

The financing of fishermen - which, 1in most cases, 1involves
vessel security- is cumbersome and therefore costly. The
procedures for taking a lien on a vessel are unlike those for
any other kind of personal or business asset (at least in the
United States). They are the province ofa wvirtually
unregulated and unique agency. They are subject to a body of
law rooted in centuries past and recognized by the legal
profession as a specialty, which again translates into unusual

costs. When the inevitable failures occur, the vessel lien
foreclosure process represents an additional and inevadable
creditor®s nightmare. In the best of circumstances, a case 1in

which the vessel owner/borrower 1is cooperative, the lender will
spend about $6,000 in Marshal®s fees, court and attorney®"s
costs, insurance, moorage, etc., Dbefore it hasownership and
possession of thevessel. According to a major Anchorage law
firm, a more typical vessel foreclosure cost would be $12,000 to
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$16,000 (the annual net interest 1income on 8 to 10 average

loans). When the foreclosure process is complete, the
liquidation process Dbecomes one more opportunity for almost
certain loss. Again, the scenario 1is different than for almost
any other form of foreclosed collateral. The market for fishing
vessels is limited, close-knit, and highly subjective. Because
of the unique procedural requirements related to vessel
ownership, it is Uliterally impossible to camouflagethe nature
and circumstances of such a sale. The bottom 1line 1is that,

except in unusual cases, the proceeds realized from collateral
liquidation will be significantly 1less than the Jloan balance
involved, creating yet another 1loss which can only be charged
against the interests of performing borrowers.

All of the above factors were almost certainly among the
primary reasons that the need for "a CFAB"™ was perceived 1in the

late 1970 °s; traditional, profit-oriented, and regulated
commercial lenders abstained from widescale financing of
individual fishermen because it was. and is, a market

characterized by Jlimited potential for profit Dbut Dbearing
inordinate risk of loss.

The <creation of CFAB was a visionary response to a clear

need. Implementation of the unique concept has been
characterized by some dramatic errors and mis judgments, the
effects of which have been exacerbated by major unforeseeable
and uncontrollable external forces. The result, after nearly

six years of actual credit operations, 1is that the institution
has significant financial weaknesses which must be, and are

being, addressed. The reality of those weaknesses and the
appeal of criticizing their existence and causes. however,
should not be allowed to overshadow the factthat CFAB has met
the financing needs ofhundreds of individual fishermen. It has

served the interests of countless others simply by 1its existence
in the market; CFAB"s presence as an alternative lender has
provided the financially stronger and more creditworthy
fishermen with additional leverage 1in their negotiations wich
other credit sources. In short, that fundamental purpose is
being served. While CFAB is in a position, albeit weakened, to
continue that service today, a commitment to that purpose
without addressing the long-term risks and effects is 1imprudent
to an extreme.

CFAB has the theoretical ability to modify the financial and
operational effects discussed in the foregoing through loans to
the agriculture and timber industries and to the processing
segment of the fishing 1industry. Ignoring for the moment the
realities and other constraints which [limit that ability to a
theoretical one. and assuming creditworthiness among the
processors in general, the potential benefits to CFAB and its
individual borrower-members are great. For example, term loans
of $2.5 million each to five processors will yield net interest
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income of $437,500 ($12.5 million X 3.5%) annually; and the
servicing demands on CFAB are not significantly greater than
those of an -equal number of loans to individual Tfishermen.
Numbers of that magnitude translate 1into 1increased net earnings
and equity growth, which in turn translate into enhanced,
financial stability and lending capacity.

Of those additional markets cited, the greatest potential
opportunity, in dollars, lies among the seafood processors.
Under present circumstances, however, the existence of that

opportunity is illusory; it must be referred to an
"theoretical."” This is due to the nature and origin of the
capital investment 1in the Alaska seafood processing industry,
coupled with the strictures of AS 44.81.210.(a)(l). That

statute provides 1in part that CFAB may make 1loans only to those
coporations (most major seafood processors are corporate
entities) of which the majority ownership and control 1is vested
in Alaska residents.

The statute effectively makes a large part of the industry

ineligible to borrow from CFAB. It is not wunrealistic to
generalize that larger processors tend to be more financially
stable and more creditworthy than smaller processors. In some
instances, economies of scale are significant - more general
positive characteristics. though, are multiple plants and

diversified operations; highly developed levels of management,
marketing, planning, and budgeting expertise; and broad product
mixes.

During 1985, CFAB carried out a survey and analysis of the
ownership of Alaska seafood processors. Complete ownership
information 1is difficult to obtain in many cases; however, a
variety of sources was consulted, and the findings are believed
to be credible. A total of 78 shorebased processors entities
(in addition to 43 "floater” processors) was 1identified, as
foilows:

Annual Sales Number

$10.0 million or more 22
$ 1.0 million t0$10.0 million 33
Less than $1.0 Million 23

Total -23

The distribution of ownership, in terms ofstatutory
eligibility for CFAB financing. is interesting. Of the 18
processors. 45 of then - slightly over 57 percent - are
eligible. Twenty of those 45. however, are 1in the group with
annual sales of less than $1.0 million. They represent Ilimited
financing opportunities and requirements. Many of them are
privately financed and/or integrated harvesting/processing
operations, or are highly specialized and Jlimited operations
financed by their market base.
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Of the vremaining 25 eligible processors, 20 are in the $1.0
million to $10.0 million sales group. It is difficult to
generalize about those 20. CFAB has, or has had, credit
relationships with 13 of them. Some of them have been extremely
good loans; others are, or have been, among CFAB"s most grievous
credit problems. At best, the group does not appear to offer a
broad base of financing opportunities.

The group of 22 larger (sales of $10.0 million or more)
processors clearly holds the greatest promise for major CFAB
financing opportunities; however, only five of those processors

are statutorily eligible. CFAB has. or has had. credit
relationships with four ofthem; they have included some of
CFAB"s most reliable and highest quality loans. They are viewed

as attractive and profitable borrowers by other lenders.

It is not known, and not asserted, that all of those 22

processors are creditworthy. Neither can it be asserted that if
CFAB were given access to that group that competition would be
readily or 1immediately overcome. However, the statutory barrier

to that market represents a significant handicap to CFAB (within
the context of 1its original and documented legislative intents
and purposes); it magnifies the risks of financing concentrated
in a very small market; it places strong upward pressure on the
costs which must be borne by individual fishermen-borrowers; and
it serves no useful purpose with regard to Alaskan 1interests.
Ownership of a corporation - at least as expressed and implied
by the statute - is not a valid credit factor.

That group of processors own extensive facilities in

Alaska. They purchase, add valueto, and market Alaska Tfish.
They pay local taxes. They deal with Alaska fishermen. They
purchase supplies 1in Alaska. They employ Alaska workers. They

pay fish taxes to the State of Alaska. When they borrow money
for capital investments or to finance operations, the money does
not disappear - it 1is repaid, dollar for dollar, to the lender
whether that Ilender 1is a Seattle commercial bank, a New York
insurance company, or CFAB; and interest is paid to that lender
also. That 1interest obviously can only be taken from the gross
proceeds from the marketing of Alaska seafoods. If the interest
is paid to CFAB it is a beneficial 1increment to CFAB and.
therefore, i1ts owners which consist of the State of Alaska and
Alaska Tfishermen, farmers, and timber harvesters.

EEC:1021V



UNITED FISHERMEN OF ALASKA

Jack Cadigan
Executive Director
907-586-2820
1-800-478-FISH

UNITED FISHERMEN OF ALASKA
RESOLUTION 86-22
(DRAFT)

WHEREAS r the Commercial Fishing and Agriculture Bank (CFAB)
was cret .ed by the Alaska Legislature for the purposes of
providing sources of credit for Alaskan fishing businesses and
encouraging the harvesting/ processing and marketing of
underutilized fish species as well as the technological
development necessary to accomplish the foregoing/ and

WHEREAS/ CFAB is a lending cooperative whose cost of doing
business is shared by all of its member-borrowers by the interest
and loan fees that they pay; and

WHEREAS/ the ability of CFAB to have access to the broadest
market of potential borrowers within the fishing industry is
necessary for it to have the greatest profit potential which
translates into lower interest rates for 1its members; and

WHEREAS/ CFAB is restricted by statute from lending to
seafood processors that are not beneficially owned by a majority
interest of Alaska residents; and

WHEREAS/ the majority of long established/ financially
strong Alaska seafood processors do not fit this criteria; and

WHEREAS/ this category of seafood processors represents a
potential market for CFAB that offers the possibility of lower
losses and greater profits; and

WHEREAS/ the Alaska seafood 1industry 1is 1in great need of
capital 1investments 1in modern processing and marketing facilities
that will serve to enhance the quality and value of its seafood
products; and

WHEREAS/ all segments of the Alaska seafood 1industry will
benefit from increased 1investment in the seafood processing
industry that will provide more Jjobs for Alaskan workers and more
market opportunities for Alaskan fishermen.

NOW THEREFORE BE IT RESOLVED/ that the United Fishermen of
Alaska requests the Alaska legislature to amend the statutes
defining CFAB % lending authority so as to permit it to make
loans to corporations beneficially owned by a majority interest

Senate Building Suite 306 - 175 S. Franklin Street - Juneau. AiasKa 99801



of United States residents engaged in the processing and
marketing of seafood products for the prupose of constructing or
operating shoreside facilities within the state.

PLEASE NOTE: The language "beneficially owned by a majority
interest of United States residents” was used so as not to
prevent a corporation with minority foreign stockholders in it
from being eligible to apply to CFAB loans. This may or may not
meet the intent of the amendment passed at the UFA board meeting.
However/ it should be considered as it would permit Uu.sS.
residents to utilize and control the use of capitalprovided
foreigninvestors in a seafood processing or marketing business.
The addition of the word "shoreside" between "operating"” and
"facilities”™ should meet the other purpose of the amendment. It
is also important to note that the resolution speaks only to
corporations engaged in seafood processing and marketing.

by



329-333 Katlian Street Sitka, Alaska S3835

March 9, 1986

Senator Arliss Sturgulewski
Chairman, Resources Committee
Room 508, Capitol Building
Juneau, Alaska 99811

Re: Senate Bill 410 (By Sharoff) n
Dear Senator Sturgulewski:

I am writing in support of the above-mentioned Senate Bill 410, for

I believe it is important for the Alaska Commercial Fishing and Agri—
culture Bank to expand its base, and be allowed to take part in rinanc-
ing of shorebased plants other than those who meet the present elgibility
requirements.

My company is 100% owned by Alaskan residents at present and I do not
feel that this proposed expansion of the Bank®s lending base would cause
any hardship whatsoever. I feel that this legislation will enable the
Bank to broaden its base and do a better job for all fishing industry in
Alaska.

I wish to thank you for any consideration you may give on the above,

T. E. Thompson
President

Copy: Senator Richard Eliason

(907) 747-6662

Telex 090-45-391 SSSEAFO0O0D SIKA
FRESH AND FROZEN SALMON, COD, BLACK COD, HALIBUT, ROCK FISH, CRAB, HERRING
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IN THE SENATE BY COGHILL
SENATE BILL NO
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to the conveyance of a five-acre

homesite on agricultural 1land; and providing for an
effective date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 38.05.065 1is amended by adding a new subsection to
read:

(i) The commissioner may negotiate with the owner of land su
ject to agricultural rights the purchase by that owner of a five acre
fee simple home site. The commissioner may not negotiate the sale of
more than one five-acre homesite on each original tract purchased from
the state. If a survey 1is required under this subsection, the pur—
chaser shall pay the costs of the survey. The purchase price of the
homesite shall be the fair market value of the land at the time of the
application for the purchase.

* Sec. 2. This Act takes effect immediately 1in accordance v:ith AS 01.-

10.070(c).



.Senator Jjabn & . (Jlack) (Eogtjill

Puch v -Alaska ;9tatc legislature

sJuneau. Alaska 99811
(90714(554921

1k* 55028
Ninth Pole. Alaska 99705
(1*07>4JSH-0862

Amendment
CS SB 11 (Res)

Page 1, Line 16: Delete "If a survey is required under this subsection,
the purchaser shall pay the costs of the survey”

Pahe 1, Line 16: Add "The purchaser shall pay the costs of any survey,
appraisal and notice requirements."
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Senator 3lal}it p . (3(ack) (Hagtjtll
Alaska State “legislature

Juneau, Alaska 99811
190714654797

Box 55028

Nonh Pole, Alaska 99705
1907)488-0862

MEMORANDUM

To: Representative Fran Ulmer, Chair
House State Affairs Committee

From. Senator Jack Coghill
Re: SB 11, Five acre homesite on
Date: February 24, 1988

Please schedule a hearing on SB 11 at your committee®s earliest
convenience. This legislation is needed and supported by the
Department of Natural Resources. Farmers will be able to go to
commercial lending institutions for residential loans if this
passes. Presently their only funding source is through the
Agricultural Revolving Loan Board and these loans are only for
farm operation purposes.



Pouch V
mreau. (Alaska 99811
1907)165-4921

llux 55028
North Pole. .Alaska 99705
1907)488 0862

Senator Joljn p . (Slack) (llogfytli
Alaska .State “legislature

April 2, 1987

To: Members of the Senate Finarce Committee
Fran: Senator Coghill

Re:  CSSB 11 (Res)

I have spoken with Carol Wilson of the Department of Natural Resources.
She informed me that the fiscal note they are working on would indicate
that costs to the state would be $79,000 for 1J part-time positions over
two years.

This bill would possibly generate $1.4 million in revenues on the sale
of the five-acre homesites.
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Senator HJolfit (3)ach) (Eutjljill

Alnoltn “ntc Kcyialnturr

MEMORANDUM

To: All Resource Ccnmittee Members
Fran: Senator Coghill

Re: SB 11, Five Acre Homesite on Ag Lands

I have been concerned about the status of agricultural land titles for
quite a while. Financial lenders are reluctant to loan farmers funds
for hemes and farm buildings because they perceive the title as less

than a fee simple conditional.

I believe it is good state policy to enable our farmers to borrow funds
frcm private lenders instead of the state agricultural revolving loan
fund. We all knew that this fund will be depleted in the next few
years. Farmers, who are living in substandard housing, will have no
where to turn for loan funds. Tied to lands, without a chance of
upgrading their living situation, many will sell off the farm instead.

I believe a just way of encouraging our farmers to stay on the land and
meet the needs of their families is to allow a five-acre fee siaple
hcmesite on each agricultural parcel. This bill would allow this.

One five-acre fee sirple homesite would be allowed on each parcel
originally purchased from the state. This change in the current law
would go far to assist many farmers across the state with lending
problems.



@(3S<3x0&E£ 3 3 i nmi sommee?
901 CUSMVAN STREET. FAIRBANKS ALASKA 997C1 « 507:452.1949
ONSTITUTION HALL. UNIVE»SI7V OP AIASKA. PAIPBANKS ALASKA 09701 « 907-479-4209

February 20, 1985

Don Kratzer
PO Box 313
Nenana, AK 99760

Dear Mr. Kratzer,

You requested a loan from us to finance construction of a residence cn property
you currently have agricultural rights to, but do not have a fee simple ownership
outright to the property.

We will only finance amounts on real estate that an Individual has fee simple
ownership to and can present a clear title of ownership to the property.

L3

Sincerely,

W_.K. Dutton-Manager

® NCUA



August 26/ 1984

Hr. Don Kratzer

Box 313

Kenana, Alaska 99760

Dear Don.

Thanks again for your inquiry regarding a home mortgage
on your property near Nenana.

We have
availability
agricultrual
impossible.
than surface
leasehold to
fully, that
further.

both discovered through many sources that the

of financing using a portion of a State of Alaska
Parcel as collateral for a loan, is virtually
Until such time that you are able to assign other
rights, such as fee simple title or extended

all or a portion of the ag-parcel, 1 feel, regret-

it would be pointless to persue your application

T reaiize that your are naking extensive effort to find a
solution to this problem and I hope you will not hesitate to contact
me if 1 may be of any further assistance.

JW/ia

Very truly yours
National 3ank of Alaska

Jack®™D, Williams
AMtg Loan Originator
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STATE OF ALASKA
OFFICE OF THE aOVERNOR
FAIRBANKS

May 15, 1987

Mr. Don Kratzner
P.0O. Box 313
Nenana, AK 99760

Dear Mr. Kratzner:
Re: CS SBII

While it may appear that the Governor has changed his policy
regarding this bill, in fact he has not. He still supports
it. However, due to the serious budget problems that the
administration has faced, staff energies for actively
lobbying bills have beer, focused on budget, revenue and
trade bills sponsored by the Governor.

Since both Senators representing constituents from the
agriculture belts have been tracking the bill so closely, it
was determined that limited staff resources could be better
used either advocating bills sponsored by the

administration, or opposing bills that are felt not to be ir.
the best interests of all Alaskans.

As ever, thanks for taking time to express your concerns.

Sincerely

Director
RMZww

bcc: Rod Swope
Special Staff Assistant



STEVE COWPER, GOVERNOR

DEPARTMENT OF NATURAL RESOURCES 400 WILLOUGHBY AVE.

JUNEAU. ALASKA 99801-1796

PHONE: (907) 465-2400
OFFICE OF THE COMMISSIONER

May 14, 1987

The Honorable Sam Cotten
Alaska State Legislature

P.O.

Box V

Juneau, AK 99811

Dear Representative Cotten:

anticipate that this Department will, 1in the near future,

implement a regulation defining the term "cropland soils.”

Tentatively, we are considering the definition set out
below:

CROPLAND SOILS on lands that are classified as
agricultural are soils that can be developed by
conventional means for production of one or more of the
following: improved pasture, hay, grains, vegetables,
or horticultural crops. These may include soil of
capability Class I11-Vl according to the USDA, Soil
Conservation Service soil surveys.

Judith M. TJrady
Commissioner

CccC:

Mark Weaver
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Letter of Intent

SB 11

It is the intent of the legislature that "homesite" means residential
use. It is further the intent of the legislature that the alienability
of the fee simple title of the parcel owner is not restricted in any

form.



MEMORANDUM

To: All Resource Committee Members
From: Senator Coghill
Re: SB 11, Five Acre Homesite on Ag Lands

I have been concerned about the status of agricultural land titles for
quite a while. Financial lenders are reluctant to loan farmers funds
for homes and farm buildings because they perceive the title as less
than a fee simple conditional.

I believe it is good state policy to enable our farmers to borrow funds
from private lenders instead of the state agricultural revolving loan
fund. We all know that this fund will be depleted in the next few
years. Farmers, who are living in substandard housing, will have no
where to turn for loan funds. T;®d to lands, without a chance of
upgrading their living situation, many will sell off the farm instead.

I believe a just way of encouraging our farmers to stay on the land and
meet the needs of their families is to allow a five-acre fee simple
homesite on each agricultural parcel. This bill would allow this.

One five-acre fee simple homesite would be allowed on each parcel
originally purchased from die state. This change in the current law
would go far to assist many farmers across the state with lending
problems.
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Mr. President:
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RESOURCES Committee considered SB 11

relating to the conveyance of a five-acre homesite on agricultural
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STATE OF ALASKA 1987 LEGISLATIVE SESSION
FISCAL NOTE .
Bill Version#" 11

REQUEST: Publish Date: 2 ~ -ty
Revision Date: February 3,1984 Agency Affected: Natural Resources
Tide: Homesite on Agricultural Land BRU® Lanc* and Water Management
Sponsor: Sen. Coahill Components

Requestor: Senate Resources Committee

EXPENDITURES/REVENUES: (Thousands of Dol lar)

OPERATING FY 87 FY 88 FY 89 FY 90 FY 91 FY 92
PERSONAL SERVICES 201 .5 7™ .5 98.1
TRAVEL < s 25.0 10.0
CONIRACTUAL ron n
surruEs 30 n
EQUIPMENT

LAND A. STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING 291. 5 294.5 109.1
CAPITAL
REVENUE 1,400.0 1,400.0 1,400.0 1,400.0 1,400.0

FUNDING: (Thousands of Dollar;)

GENERAL FUND 291.5 294 .5 109.1
FEDERAL FUNDS
QIR

WRL .294. 5 1Qi". 1
POSITIONS:

FULL-TIME 4 4 2
PART-UME
TEMPORARY

ANALYSIS : (Attach a separate page if necessary)

See Attached Explanation

Prepared by : Tom Hawkins I1tfW Huo Phnn,, . 465-2400
Division: Land and Water Management nn- February J, 1987
Approved by Commissioner: n J n...

Agency : Natural Resources

Distribution (by preparer):
legislative finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) z pase —1— of — 2.
Senate Secretary



.CONTINUATION of FISCAL NOTE ANALYSIS

For Bill/Resolution No. SO ~

IT the program is presented as a one-time offer (as opposed to
being available anytime at the purchaser®s discretion), it would
require three years to complete. It is estimated that there are
500 parcels eligible for homesite purchase. A full-tinme
adjudicator would be required 1in the Southcentral Region, for
three years, and a half-time adjudicator would be required in the

Northern Region for two years. The few Southeast homesites could
be completedby the Southcentral adjudicator. A Tull-time
appraiser would be required for two years, and would be located
inAnchorage. Two surveyors would be requiredto review the

plats, one for two vyears and one Tfor three years. Title
Administration would require a half-time position over two years
to resolve title problems and issue patents. Contract

Administration would also need a half-time position to prepare
and administer the sale contracts.

As the bill 1is written, the State would bear the costs of public
notice and appraisal. This 1increases the travel and contractual
costs considerably. If the bill were amended to require the
purchaser to pay for notice and appraisal, the fiscal note could
be reduced 15.0 in travel and 8.0 in contractual "over three
years). The remaining contractual costs are postage and
telephone. IT a filing fee were charged, it would be possible to
return a portion of this cost to the general fund.

It is anticipated that most of the 500 eligible purchasers will
be interested in purchasing their homesite. The revenue
generated from the sale of 450 homesites, at an average cost of
$5,000 per acre would be $11 million. With 1interest and spread
over a twenty year period, this might generate revenues of $1.4
million each year. (Not all 450 purchasers wouldhave contracts
in the first two years, but this reduction would be offset by
receipt of downpayments during those years.)

Line Item Explanation
100- 1 Adjudicator for 3years (Range 16)
} Adjudicator for 2years (Range 16)
J Contract Administrator for 2 years (Range 14)
$ Title Administrator for 2 years (Range 16)
1 Apprai: r for 2 years (Range 18)
2 Review Surveyors, 1 for 2 years, 1 for 3 years.
Total: 695.1

200- Travel for the adjudicators and the appraiser.
Total over 3 years: 55.0

300- Public notice, postage, and telephone.
Total over 3 years: 15.0

400- Paper, mylar, other supplies.
Total: 4.0



STATE OF ALASKA 19S7 LEGISLATIVE SESSION
FISCAL NOTE
Bill Version: CSSB 11 (Finance)

R F.QUEST: Publish Date : .

Revision Date: 4/1/87 ) Aper.cvAfTer™M= Natural Resources

Tide: Homesites on agricultural BRiir Land and Ivater Management
land

Sponsor: Senator Coehill rrmrv'.nantc e

Requestor: Senator Coehill

FXrENDITUP.ES/REVENUES:  (Thousands of Doilan)

OPERATING Fy 87 FY 8 FY 89 FY SO FYy 91 FY 92

PERSONAL SERVICES 72. ~TT. O
TRAVEL L

CONTRACTUAL 4

SUPPUES 1

EQUIPMENT

LAND A STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS 1

TOTAL OPERATING 79. 0 79. 0

— N -

.u
.0
.u

CAPITAL

REVENUE

FUNDING: (Thousands of Dollars!

GENERAL FUND
FEDERAL FUNDS
OTHER
ThrrAL

POSITIONS:

FULL-TIME 1 1
PART-TIME
TEMPORARY

ANALYSIS : (Attach a separate page ifnecessary)

"Purchase of the remaining available land rights would
generate an estimated $S00 per acre.

rol Wilson 40S-24
Prepared by: Caro SO . Phone:—-o, 490
Division* Commissioner®s OQil ice Date = " "
Approved by Commissioner Date : ~77
Agency; Natural Resources *

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor , >
Office of Management and Budget 1
Impacted Agency(ies) P3Se ————— of
Senate Secretary



FISCAL ANALYSIS CSSB 11
continued

With all costs of the homesite purchase to be borne by the
applicant, including survey and appraisal, the department®s
responsibility would be limited to receiving and processing
purchase applications and negotiating the homesite sale.

The full-time Natural Resource Officer Il would be
responsible for receiving applications; making necessary
findings under AS 38.05.035; adjudicating applications
against the information supplied in the completed survey
(including the location of buildings); developing and
administering contracts; and pursuing contract defaults and
foreclosures, 1if necessary.

The half-time review surveyor would 1issue survey
instructions and review and approve the completed surveys.

ITf a limited homesite purchase application period 1is
established for the existing 500 agricultural parcels, the
1 1/2 staff persons would need to be funded for two to four
years to complete the project.

IT homesite applications can be made at any time, from
50-100 purchase requests could be expected each year. If
staff to process these applications is not funded, purchase
requests would be filed in the order received and processed
as staff assigned to other projects can be made available.

If a $50 filing fee is assessed, it would help defray
processing costs.

100 - 1 Range 16 (Contract Administration) 42. 0

1 2 Range 19 (Survey Review) 30. O
200 - Travel to spot check surveys 2.0
300 - Postage, telephone, copy fees 4.0
400 - Office supplies 1.0

Page 2 of 2
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DEPARTMENT OF NATURAL RESOURCES 400 WILLOUGHBY AVE

JUNEAU, ALASKA 99801

PHONE: 1907) 465-2400
OFFICE OF THE COMMISSIONER

February 4, 1987

The Honorable Jack Coghill, Chair
Senate Resources Committee

Alaska State Legislature

P.O. Box V

Juneau, AK 99811

Dear Senator Coghill:

Subject: Senate Bill 11, which would allow the Commissioner of
Natural Resources to sell the holder of an agricultural
parcel a five acre fee simple homesite on the parcel.

Position: The Department of Natural Resources would not object to
this bill if language ensuring that the homesite would
be used for the purchaser®s personal domicile is
included, 1if virtually all costs related to the pur—
chase of the homesite would be borne by the buyer, and
if sufficient funding for administration of the program
is appropriated for the department.

Background: The department 1is currently directed by statute
(AS 38.05.321) to transfer only agricultural rights to
the purchaser of state land classified for agriculture.
The land patent document for agricultural parcels
grants the purchaser title to the surface estate in fee
simple, subject to the condition subsequent and related
covenants which require use of the property for agricul —
tural purposes only.

The department currently allows farmstead buildings and
improvements on up to 20 acres of an agricultural
parcel. The five acre homesite should be contained
within an approved farmstead site. To grant full fee
simple title to a homesite parcel would require the
removal of the agricultural use only covenant for the
five acre homesite. Since only agricultural support
functions are currently required on the farmstead
(rather than actual clearing and planting of crops),
removing the agricultural use restrictions for a five
acre homesite would not be inconsistent with current
settlement practices.

1009LM



Senator Jack Coghill -2 February 4, 1987

We estimate that approximately 500 purchasers of state
agricultural parcels would be eligible for this home—
site program. The bill would require the purchaser to
pay the costs of survey, but would result in additional
costs to the department for land appraisals, survey
directions, public notice and other administrative
requirements. Since our land disposal program and
staff is eliminated in the proposed FY 88 budget
request, new funding would be needed to perform these
tasks.

Please let me know if | may provide additional
information.

Sincerely,

Judith M. Brady
Commissioner

cc: Members of Committee
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MEMORANDUM

TO: Senate Resources Committee Members

FROM: Resource

Staff

RE: CSSB 16 Technical Amendments

DATE: March 4,

This measure was

1987

acted on by the committee February

individual recommendations.

In drafting
identified a

Teresa Bannister

The intent of the
broadening of DNR"s discretion regarding escheated property.

committee"s amending language,

problems the Jlanguage would create.
the drafter accompanies this memo.

committee®s amendment 1is clarified

box V
Juneau. Alaxka OQftl |
(00/) Jo")-100/

1987, with

services

memo from

out further
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LFGISLATIVE AFFAIRS AGENCY

MEMORANDUM March 2, 1987
SUBJECT: Proposed CSSB 16(Res)
TO: Senator Jack Coghill

Chairman, Senate Resources Committee

FROM: Theresa L. Bannister
Legislative Counsel

You have requested a committee substitute for SB 16. Accom-—
panying this memo are (1) a draft of the CS with your re—
quested language (5-0098L) and (2) a second CS version that
incorporates the changes that | recommend in this memo 1in
order to carry out what |1 understand the committee®"s intent
to be (5-0098X).

I recommend that the following changes to CS (5-0098L) be
considered by the committee:

A. After discussing the committee"s intent with your staff,
it is my conclusion that Sec. 38.95.230 as changed by the
requested CS would not completely Tfulfill that intent. In
addition, the requested CS needs to be rewritten to r?flect
that the governor, not the Historical Sites Advisory Commit—
tee, designates the property as an historical site, since it
is the governor who has that authority (AS 41.35.030). In
light of the above, 1 suggest that sec. 5 of CSSB 16(Res)
(5-0098L) be rewritten to read as follows:

Sec. 38.95.230. DISPOSAL OF ESCHEATED REAL PROPERTY BY
DEPARTMENT. Within 90 days after a judgment of escheat
under AS 38.95.220 and after notice has been given as
required under AS 38.05.945, the department shall sell
the escheated real property unless the department (1)
issues a written finding that the designation of the
property as an historic site under AS 41.35 would be in
the “est interest of the state and (2) requests the
Historic Sites Advisory Committee to determine if the
property should be designated an historic site. I the



Senator Coghill
Page 2
March 2, 1987

committee decides not to recommend the designation or
if the governor decides not to make the designation,
the department shall make arrangements to sell the
property as soon as possible after receiving notice of
the decision.

B. I also recommend that the language of Sec.
38.95.240(a)(2)(B) (beginning at p. 2, 1. 29 of CSSB 16(Res)
(5-0098L)) be deleted since it is no longer necessary.

C. Since the term "transfer"™ has been deleted from the
catchline of Sec. 38.95.230, |1 suggest that the term
"transfer” be deleted from Sec. 38.05.945(a)(5) beginning on
p. 1, 1. 29 of CSSB 16(Res)(5-0098L) and that "sale"™ be put
in its place.

If I may be of further assistance, please advise.

TLB:mi
050/wkmi l

Enclosures
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5-0098X
Bannister
3/2/87
Original sponsor: Faiks
IN THE SENATE BY THE RESOURCES COMMITTEE
CS FOR SENATE BILL NO. 16 (Resources)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to the disposition of unclaimed real

property interests.”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 13.16.381 1is amended to read:

Sec. 13.16.381. DISPOSITION OF UNCLAIMED ESTATE BY PERSONAL
REPRESENTATIVE. When there is no taker of an intestate estate, or if
an heir, devisee, or claimant cannot be found and the missing person
has no conservator, the personal representative shall handle the

(1) unclaimed personal property of the estate in accordance
with AS 34.45.280 - 34.45.780; and
(2) unclaimed vreal property of the estate in accordance
with AS 38.95 [AS 38.05).
* Sec. 2. AS 38.05.945(a) 1is amended to re”d:

() This section establishes the requirements for notice gi
by the department for the following actions:

(1) classification or reclassification of state land under
AS 38.05.300 and the closing of land to mineral leasing or entry under
AS 38.05.185;

(2) zoning of land under applicable law;

(3) a decision under AS 38.05.035(e) regarding the sale,
leuse, or disposal of an interest in state land or resources; (AND)

(4) a competitive disposal of an interest in state land or
resources after final decision under AS 38.05.035(e); and

(5) proposed sale of escheated real property by the

-1- CSSB 16(Res)
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department under AS 38.95.230.
Sec. 3. AS 38.05.945 (e) is amendedto read:

(e) Except for (a)(5) of this section, the |[THE] provisions of
this section do not apply to a leaseissued under AS 38.05.205.

Sec. 4. AS 38.05.945(f) 1is amended to read:

(f) Except for (a)(5) of thissection, the [THE] provisions of
this section do notapply to a production license 1issued under AS
38.05.207.

Sec. 5. AS 38.95.230 1is repealed and reenacted to read:

Sec. 38.95.230. DISPOSAL OF ESCHEATED REAL PROPERTY BY DEPART-
MENT. Within 90 days after a judgment of escheat under AS 38.95.220
and after notice has been given asrequired under AS 38.05.945, the
department shall sell the escheated real property unless the depart-
ment (1) issues a written finding that the designation of the property
as an historic site under AS 41.35 would be 1in the best interest of
the state; and (2) requests the Historic Sites Advisory Committee to
determine 1if the property should be designated an historic site. If
the committee decides not to recommend the designation or if the
governor decides not to make the designation, the department shall
make arrangements to sell the property as soon as possible after
receiving notice of the decision.

Sec. 6. AS 38.95.240 1is repealed and reenacted to read:

Sec. 38.95.240. CLAIMS TO ESCHEATED REAL PROPERTY. (a) Within
seven years after a judgment of escheat under AS 38.95.220, a person
who 1s not a party to the escheat proceeding may bring an action in
the superior court to prove the person®s claim to the real property.
If the plaintiff establishes the claim and that the plaintiff had no
knowledge of the prior escheat proceeding, the court shall award the
plaintiff

CSSB 16(Res) -2-
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(1) the property if the state still owns the property; or
(2) an amount equal to the net proceeds from the sale of
the real property under AS 38.95.230.

(b) A person who is awarded property under (a) of this section
is not entitled to the rents, profits, interest, or dividends that
accrue to the state during the state"s possession of the property.

(c) The time limitation of seven years does not apply to a minor
or an 1incapacitated person, but the person must bring an action to
prove the person®s claim to the real property within oneyear after
the person reaches the age of eighteen years or the incapacityceases.
In this subsection, "incapacitated person” has the meaning given in
AS 13.26.005.

(d) This section does not prevent the state from transferring
escheated real property to a person who provides proof satisfactory to
the department that the person is the owner of the real property, if

(1) the department determines the transfer to be appropri-
ate; and
(2) the transfer occurs within seven years after the judg-
ment of escheat under AS 38.95.220.
* Sec. 7. AS 38.95.250 1is repealed and reenacted to read:

Sec. 38.95.250. PROCEEDS OF SALE. The department shall deposit
the net proceeds from the sale of real property in an escheated real
property trust account. The department shall maintain the proceeds 1in
the account for a period of at least seven years after the date of the
judgment of escheat. The department may use money in the trust ac-
count to pay claims made under AS 38.95.240.

* Sec. 8. AS 38.95.270 1is amended to read:
Sec. 38.<5.270. DEFINITIONS. In AS 38.95.200 - 38.95.2701,]

0) "department™ means the Department of Natural Resources”

-3- CSSB 16(Res)
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2 "net proceeds™ means the proceeds from a sale under

AS 38.95.230 after deduction of the costs of the sale, including
attorney fees and publication costs;

(3) "real property” includes an interest in real property.

* Sec. 9. This Act applies to real property that is the subject of an

escheat proceeding begun on or after the effective date of this Act.

CSSB 16(Res) -A-
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5-0098L L
Bannister
3/2/87
Original sponsor: Faiks
IN THE SENATE BY THE RESOURCES COMMITTEE
CS FOR SENATE BILL NO. 16 (Resources)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to the disposition of unclaimed real

property interests."”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 13.16.381 1is amended to read:

Sec. 13.16.381. DISPOSITION OF UNCLAIMED ESTATE BY PERSONAL
REPRESENTATIVE. When there 1is no taker of an intestate estate, or if
an heir, devisee, or claimant cannot be found and the missing person
has no conservator, the personal representative shall handle the

(1) unclaimed personal property of the estate in accordance
with AS 34.45.280 - 34.45.780; and
2) unclaimed real property of the estate 1in accordance
with AS 38.95 [AS 38.05].
* Sec. 2. AS 38.05.945(a) 1is amended to read:

(a) This section establishes the requirements for notice given
by the department for the following actions:

(&H) classification or reclassification of state
AS 38.05.300 and the closing of land to mineral leasing or entry under
AS 38.05.185;

(2) zoning of land under applicable law;

3) a decision under AS 38.05.035(e) regarding the sale,
lease, or disposal of an interest in state land or resources; [AND]

(4) a competitive disposal of an interest in state land or
resources after final decision under AS 38.05.035(e); and

5) proposed transfer of escheated real property by the
-1- CSSB 16(Res)
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department under AS 38.95.230.
Sec. 3.AS 38.05.945 (e) is amended to read:

(e) Except for (a)(5) of this section, the[THE] provisions of
this section do not apply to a lease issued under AS38.05.205.
Sec. 4_.AS 38.05.945(f) 1is amended to read:

(f) Except for (a)(5) of thissection, the [THE] provisions of
this section do notapply to a production license issued under AS
38.05.207.

Sec. 5. AS 38.95.230 1is repealed and reenacted to read:

Sec. 38.95.230. DISPOSAL OF ESCHEATED REAL PROPERTY BY DEPART-
MENT . Within 90 days after a judgment of escheat under AS 38.95.220
and after notice has been given asrequired under AS 38.05.945, the
department shall sell the escheated real property unless the depart-
ment issues a written finding that the designation of the property as
an historic site would be 1in the best interests of the state. The
Historic Sites Advisory Committee shall so designate the property
under AS 41.35.

Sec. 6. AS 38.95.240 1is repealed and reenacted to read:

Sec. 38.95.240. CLAIMS TO ESCHEATED REAL PROPERTY. (a) Within
seven years after a judgment of escheat wunder AS 38.95.220, a person
who 1is not a party to the escheat proceeding may bring an action in
the superior court to prove the person®s claim to the real property.
IfT the plaintiff establishes the claim and that the plaintiff had no
knowledge of the prior escheat proceeding, the court shall award the
plaintiff

(1) the property if the state still owns the property; or
(2) an amount equal to the
(A) net proceeds from the sale of the real property

under AS 38.95.230;

CSSB 16(Res) -2-
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B the appraised fair market value of the property
less the expenses of appraisal, if the property has been trans-
ferred other than by sale or lease.

(b) A person who 1is awarded property under (a) of this section
is not entitled to the rents, profits, interest, or dividends that
accrue to the state during the state®s possession of the property.

(c) The time limitation of seven years does not apply to a minor
or an 1incapacitated person, but the person must bring an action to
prove the person®s claim to the real property within one year after

the person reaches the age of eighteen years or the incapacity ceases.
In this subsection, ™"incapacitated person™ has the meaning given 1in
AS 13.26. 005.

(d) This section does not prevent the state from transferring
escheated real property to a person who provides proof satisfactory to
the department that the person is the owner of the real property, if

(1) the department determines the transfer to be appropri-
ate; and

(2) the transfer occurs within seven years after the judg-
ment of escheat under AS 38.95.220.
*Sec. 7. AS 38.95.250 isrepealed and reenacted to read:

Sec. 38.95.250. PROCEEDS OF SALE. The department shall deposit
the net proceeds from the sale of real property in an escheated real
property trust account. The department shall maintain the proceeds in
the accountfor a period of at least seven years after thedate of the
judgment of escheat.The department may use money 1in the trust ac-
count to pay claims made under AS 38.95.240.

*Sec. 8. AS 38.95.270 isamended to read:
Sec. 38.95.270. DEFINITIONS. In AS 38.95.200 - 38.95.2701,]

H ) "department™ means the Department of Natural Resources”

-3- CSSB  16(Res)
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1 (2) "net proceeds"” means the proceeds from a sale under
2 AS 38.95.230 after deduction of the costs of the sale, 1including
3 attorney fees and publication costs;

4 (3)"real property” includes an interest in real property.

5 * Sec. 9. This Act applies to real property that is the subject of an

6 escheat proceeding begun on or after the effective date of this Act.
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STATE OF ALASKA 1987 LEGISLATIVE SESSION
FISCAL NOTE
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Requestor: Senate Judiciary
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OPERATING Fy 87 FY 88 FY 89 FY 90 Fy a1 FY 92

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND* STRUCTURES
GRANTS, CLAIMS
MISCEITANEOUS

TOTAL OPERATING 0 0 0 0 0
1 CAPITAL -
REVENUE 1 50.0 (?) 50.0 (?) 50.0 (? 50.0 (?) 50.0 (?

FUNDINTI: (Thousands of Dollars;)

GENERAL FUND
IEDERALFUNDS
U1 HER

- mm.

POSITIONS:

FULL-TIME
PART-TIME"
TEMPORARY

ANALYSIS : (Attach aseparate page ifnecessary)
Improves existing management of unclaimed real property.
Under aggressive management the program could yield annual revenues in the
neighborhood of 850,000 and the existing inventory has value of approximately
8215,000. Current levelOf effort is low.

Prepared by: Tom Hawkins Phone: 762-4355
Division : Land and Date:

Approved by Commissioner: Date:

Agency : Natural -~

Distribution (by preparer
legislative Finance
legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) pge — of —
Senate Secretary



SENATE COMMITTEE REPORT

FURTHER: FINANCE

2/4/87 DATE TURNED INTO OFFICE

Mr. President:

RESOURCES Committee considered SB

dispobition of unclaimed real property.

and recommended:

[treplace with CS FOR 'SP) "Us f AN ) M same title
[ J or adopt __ CS FOR v ) [1 new title

[ 1 attached amendment(s) and
do pass

do not pass

no recommendation

individual recommendations

further referral to

e - I N = |

letter of intent adopted

Committee [H Attaehed of [VF ablopted JTscal note(s)

[ 1 new [ ] updated or previous
[ ] zero [LJ fiscal impact
GNING DO PASS OTHER RECOMMENDATIONS

f0o



SENATE AMENDMENT

BY: FAIKS
TO: CS FOR SENATE BILL NO. 16 (JudiciargpNATE BILL NO. n
TO: HOUSE BILL NO.

Page 2, lines 10 - 16:
Delete all material and insert:

Sec. 33.95.230. DISPOSAL OF ESCHEATED REAL PROPERTY BY
DEPARTMENT. Within 90 days after a judgment of escheat under
AS 38.95.220 and after nctice has been given as required under
AS 38.05.945, the department shall sell the escheated real
property unless the department issues a written finding that
the designation of the property as a historic site would be
in the best interest of the state. The Historic Sites Advisory

Committee shall so designate the property under AS 41.35.

(TORN IN ORIGINAL AMENDMENT TO SENATE SECRETARY®"S OFFICE.
TIHF. AMENDMENT WILL BE NUMBERED, COPIED AND DISTRIBUTED.)
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MEMORANDUM

TO: Senate Resource Committee Members
FROM: Senate Resource Committee Staff

RE: CSSB 16; An act relating to the disposition of unclaimed real
property interests.

DATE: February 19, 1937

Staffs understanding of the sponsors intent with this legislation is
to return escheated real property to private ownership, and to
simplify and speed the disposal process.

The committee substitute from Senate Judiciary returns discretion
regarding the disposition of escheated properties tc the Department of
Natural Resources.

The sponsor would like to see the original intent of the legislation
re-established. This would significantly change AS 38.95.230. (itenm
12 on packet information list)

Included 1in your packet are:

1) Memorandum toSenate Judiciary Committee, from Senator Jan Faiks,
January 22, 1987

2) DNR"s position paper, including a list of escheated real property,
1937 to 1986, aid a zero fiscal note

3) Legislative Counsels Sectional Analysis, January 21, 1987

4) Memorandum toSenator Faiks, from Alexis (Jan Faiks Senate office)
January 27, 1987, regarding CSSB 16: sectional analysis



5)

6)

7
8)

9)

10)

11)

12)

13)

Memorandum to Bruce (Senate Resource Committee Staff), from Alexis
Gabay, regarding CSSB 16, draft language for Sec. 5

Memorandum to Bruce Geraghty (Senate Resource Committee Staff),
from Frank Mielke, DNR, regarding CSSB 16, Proposed language for
Sec. 5

Seriate Judiciary Committee Memorandum and Working Draft 01, 1/27/07
Senate Judiciary Committee Memorandum, with attachments, 1including
pertinent statutes and Article VIII of Alaska®s Constitution, and
Working Draft 02, 2/3/87

the definition of escheat from Websters New World Dictionary

AS 13.16.381.Disposition of unclaimed estate by personal
representati ve.

Article 4. Reporting and Disposition of Personal Property
AS 34.45.280 through AS 34.45.780

Article c. Real Property Escheated to State.
AS 38.95.200 through AS 38.95.270

AS 38 .05.050.Disposal of land for private ownership; and
AS 38.05.055.Auction sale procedures; and
AS 38.05.057.Disposal of land by lottery.
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January 22, 1987

MEMORANDUM

TO: Senator Jay Kerttula, Chairman

Senate Judiciary Committee
FROM: Jan Faiks, President of the Senatebﬂ. f
SUBJECT: Background on Senate Bill 16 y

An Act relating to the disposition of unclaimed
real property

Senate 3ill 16 has been referred to your committee for
consideration. This bill seeks to simplify the procedures for
the disposition of escheated real property by requiring the
State to sell such property, thereby creating revenue for the
State and returning property to the private sector.

The Fourteenth Legislature adopted House Bill 182 relating to
a Uniform Unclaimed Property Act. The Governor subsequently
signed the bill and it became Chapter 133 of the Session Laws
of 19b6. This legislation is now codified in AS 13.16.381,
and AS 38.95.200-270.

This bill, and the statutes it seeks to replace, concern
escheated real property. "Escheat” refers to property which
reverts to the State in situations where there 1S no one to
inherit 1it.

AS 13.16.381 concerns the disposition of unclaimed estates by
personal representatives. That statute currently specifies
that where there is no taker of an intestate estate, or if an
heir, devisee, or claimant cannot be found and the missing
person has no conservator, the personal representative shall
handle the ...unclaimed real property of the estate 1in
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