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2  Intreduction

orrowing is a necessity for most
commercial fishermen, a neces-

sity for acquiring 4 vessel, gear, and a

fishing permit if one 15 required. Often
fishermen must also borrow in order to
bring seasonal start-up funds (“working
capital™) to an adequate level. In this
respect, fishermen are no different from
the majority of small businessmen: it
frequently takes borrowed funds to get
into business, and periodic borrowing to
keep the business running.

Fortunately, Alaska’s commercial
fishermen have a greater variety of

lenders to choose from than do their
small business counterparts in nearly
every other industry in the state. The
Lenders chapter of this publication exam-
ines 11 conventional, but sometimes little
known, financing alternatives available to
Alaskan commercial fishermen. The loan
program of each lender is briefly ex-
plained, and the terms and conditions for
a loan are outlined for easy review and
comparison.

Comparison shopping is the key to
finding the right lender, because each
offers its own particular combination of
terms, conditions, and eligibility require-
ments. The potential borrower should -
use this publication to maich each loan
progran’s features against his or her
borrowing needs. Financial strength,
fishing experience, and in some cases _
residency status are all factors to be |
considered in determining which lenders |
may be suitable.

Once one or more lenders have been
selected, but before the application
paperwork begins, you should take a
rough cut at deciding if what you want is
affordable at the lender’s terms. Use the
loan payment schedule on pages 59 and
60 to find the annual payment that
matches your borrowing needs and the
lender's terms. Enter this amount into
the break-even calculation shown in the
Break-Even Analysis chapter. This chap-
ter offers a step by step, fill-in-the-blank
guide to performing a break-even analy-
sis that will determine how many pounds

L
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of one or more species must be caught

to meet fishing expenses, loan payments,

and living expenses. If your expected
catch is greater than the break-even
catch, and you have used realistic esti-
mates of ex-vessel price and operating
expenses (in other words you aren't
fooling yourself), then feel comfortable
about proceeding to the application.
For those who do not apply for loans
on a regular basis, one of the most
frustrating parts of completing an appli-
cation is trying to decipher the meaning
of the financial jargon while at the same
time second-guessing what the lender
really wants. The Application chapter
addresses this dilemma by explaining
much of what isn't obvious or isn't
explained on a commercial fishing loan
application. Reading that chapter can
save you hours of confusion, not to
mention the loss of days or weeks of
time through correspondence with lend-
ers over incomplete paperwork. How
many times have interest rates risen
heyond affordability, while the loan
application process dragged on and on?
Finally, before moving to the chapter
on lenders. you should know that no
borrower is eligible for every loan pro-
gram discussed in this publication, no
muatter how wealthy he or she may be.
To help you find the programs that are
right for you, a few requirements and
features of each are listed on page 6.

After reading the discussions in the
text about the programs that fit your

borrowing situation, make an appoint-
ment with a loan officer at these lending
institutions. You need to do this to get
up-to-date information on the latest
terms, conditions, and internal lending
policies for the type (vessel, permit, gear,
etc.) and size of loan that you want. If
there is one constant in the financing
field, it is that terms and policies change
regularly for every lender._i
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6 The Lenders

1. State of A]asks Division of
Investments . '
Lender of choice for mdmchmls s
who meet the requirements; its -
loan terms and. interest rates are

- - - excellent. Interest rates are fixed

'for the hfe of the Ican There are

Hon  loans.

Companies
nloan amount is usually
@.330_0_ 000 depe_ndm_g L

permit as col]aterﬁl for a perrmt
loan. :
B. Vessel and gear loans
" a. Borrower must be an Alaska
resident the two years preced-
-~ ing the date of application.
-+ b. Borrower must be unable to gel
e & vessel foan from a -
R 'lcomenctzﬁ iendex

rest tate is available.
slow application pro-

mionger provxdmg :
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here are two state agencies that
make loans to commercial
fishermen. Both are housed within the
Department of Commerce and Economic
Development. One, the Division of
Investments, manages permit loans for
all fishermen who meet the basic re-
quirements for residency and fishing
experience. It also makes vessel. gear.
and permit loans to individuals, corpora-
tions, and partnerships-who meet re-
quirements for length of residency,
experience, economic dependence, and
traditional lifestvle. Vessel and gear
loans from this agency are intended
mainly for residents of bush communities
who do not have other sources of em-
ployment and who cannot qualify for a
fishing loan from a commercial lending
agency.

The other state agency involved with
tishing industry loans is the Alaska
Industrial Development and Export
Authority (AIDEA). AIDEA is actually a
loan underwriter and does not make
loans directly to individuals. The way to
plug into the AIDEA program is to apply
for an "AIDEA participation loan™ at a
bank. Details about each program
follow.

Division of Investments

The Division of Investments manages
the Commercial Fishing Revolving Loan
Fund. The Revolving Loan Fund consists
of two separate loan programs entitled
*Section A" and “Section B.” Section A
loans are only for limited entry permits.
while Section B loans are for entry per-
mits, vessels, and gear. Each has distinct
eligibility and lending limit requirements.
The policies and terms for these two
loan programs are altered periodically,
sometimes in minor ways, sometimes
substantially. Before submitting an
application to the division, be sure that

vou have read and completed the latest
revision.

The division is the lender of choice
for individuals who are seeking an entry
permit loan and who meet the require-
ments for residency and fishing experi-
ence. Its loan terms and interest rate are
unbeatable, and, most important for
many people, the division is the only
lending agency besides CFAB that will
accept a limited entry permit as collateral
for a permit loan. This makes a permit
loan possible for individuals who do not
have real estate or other assets thar can
be used as security for a loan from a

commercial
fishing Lous
Department ot Application
Commeljze and lﬁ:‘:"‘““
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8  The Lenders

commercial lender.

Fishermen who are shopping for a
limited entry permit may prequalify for a
loan under Section A by filing an appli-

cation with the division before they have
found a seller. The application must be
complete except for a purchase agree-
ment, down payment receipt, and other

 DIVISION OF mwmﬂmrs
SectionA : - SectionB fa s
Pcmxitl.omforlndiwiduals Vesselandﬁcarm S

A Lumted enury pennits

» Reimbursements of an appl;cam for . .

a-permit that was: obtained six
- months or less before receipt of the -
- application by the Division: of In-
vestments.

- N“ew or used vessels ~«
- & Gear and eqmpmem '

‘* Limited entry permits. - P
ror upgradmg of vessels and

any outstandmg loan balances from
the previous fishing loans made under
the Commercial Flshmg Revolving

- Loan Fund '

I.imits feizilie

" loan balanices from previous commer-:
- cial fishing loans-are decluctea ‘from

$100,900 maximum, less the total of'

_ any éutstanding loan balances from -
~ previous fishing: loans made under the
- Commercial F;shmg Revolvmg Loan
. Fund’ D

Two ot more commercml ﬁsher— .

. _men may apply jointly for a loan and
' “combme their $100,000 individual -

magimum loan amounts. - Oﬂtstandmg .'

the total loan amount. .. ..

- Interest Rate T _ _' ST R R

_ _Fixed«—e—l(}.ﬁ% LT

Fixed——IG 5%

* Goont. onpagcw v

papers associated with a commitment to
purchase a specific permit. A $200 non-
refundable prequalification fee must
accompany the application. If the appli-
cation is approved, the loan commitment
will be valid for 60 days after the date of
approval. If a permit is not located, an
applicant may apply for a 60-day exten-
sion after providing a new financial
statement {profit or loss statement and
balance sheet), and paying an additional
$200. Extensions may be repeated
indefinitely.

Loans under Section B are intended
for individuals who cannot qualify for a
vessel loan from a commercial lender. do
not have job opportunities in their local
area other than commercial fishing, or
are economically dependent on commer-
cial fishing and for whom commercial
fishing has been a traditional way of life.
Section B is designed to give members of
fishing families in rural towns and vil-
lages a chance to compete economically
for a boat and permit.

Loans under Sections A and B are
assumable. The interest rate for the
original borrower is dropped and the
current rate for new loans is assigned.
Eligibility requirements for assumptions
remain the same as for new loans, with
one impottant exception: no prior fishing
experience is necessary. The loan com-
mittee, however, must be convinced that
the applicant is a good financial risk
before approval is granted. Z
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Division of Investments applications
and information:

Division of Investments
Pouch D

Juneau, AK 99811

(907) 405-2510

Division of Investments
3601 C Street, Suite 778
Anchorage, AK 99503
(907) 562-3779

Vi of a perrmt 75% of
v:ﬂue or cost (lowest) of a .

£ 100% of financing is available == =~ -
’when sufficnem (:Qliatemi Iseffere‘d e

fes1dency for the two y«i_ears .
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~ Section A
Permit Loans for Individuals

‘SectionB
Vmiandﬁearloms

Eﬂsibiﬁt?

Must have held a lmuted entry
permit; commercial fishing license, or
- crew member license for the year
- preceding the date of application and -
any two of the past five years, and -

have actively participated in the fishery -

- during those periods. .

- . . For each year clalmed above, either

. '30% of total gross income must have:
come from commercial ﬁshmg, or 25

days of the year must have been spent ~ *

commercial fishing, or an individual
- must have fished 50% or more of the
days that a particular fishery was open.

Any one of these conditions will satisfy~
the elrgrblhty requuement in.each year e

clarmed

: makes an mdwrdual mellglble to
‘borrow under Section B.

d@g(;e, ‘orlack of training, or the:,

fished in Alaska and be:
- commeml ﬁshmg fora 11Véﬁhood

The borrower must have ﬁo 1
occupanonal opportumﬁes oﬁm m

@pp(mmnnes in the area of resi-

bofrower must have zradzuonaily

:Loans under Section' B are mtended

: th mdi‘ﬁé@s who’ do hot have alter- _'
native s@mces of financing avarlabte to

them.

An mdrvrdual who has recewed a
'"anismeI]— o

H@wevet a,n, ixrdiwdual who has
borrowed under Section B can later
borrow under Secnon A Dnce the

e Application fee—$25.
.. e Credit report fee—8$25.
e Prequalification application fee—
$200.
¢ Origination fee—1/2% of l;he }oan
amount (if application is approved)
. 'Assumpnon fee—17/2% of the

~* assumable amount Gf appl:catzon is

- approved).

. Appllcation fee—$25
* Credit report fee—$2.5,

- amount (if ;appircamn'rs appréved) .

. -_‘_ * Assumption fee—1/2% of the
- assumable amount Gf appllcanone is

approved)

Alaska Industrial
Development and Export
Authority

The Alaska Industrial Development
and Export Authority (AIDEA) has two
bond financing programs that may be
used by commercial fishermen, the
Taxable Umbrella Bond Program and
the Tax-Exempt Umbrella Bond Pro-
gram. In nearly every case, a vessel
construction, reconstruction, or refinanc-
ing project will fall within the guidelines
of the Taxable Umbrella Bond Program.
The only exception is a processing vessel
that manufactures a fish (shellfish) prod-
uct that is substantially different from the
fish in the round. For example, surimi
manufacturing can qualify for tax-exempt
bond financing, but a heading and gut-
ting operation will not.

It should be noted that the cost of a
surimi processing project may not en-
tirely qualify for tax-exempt financing if
the vessel also fishes. The “fishing”
portion of a surimi factory trawler must
be funded with taxable bond dollars
while the “processing” portion is eligible
for lower interest, tax-exempt bonding.
The interest rate difference is roughly
2%.

AIDEA does not make loans di-
rectly to borrowers. [t is a loan under-
writing agency. As such, it will purchase
up to 80% of a loan from a commercial
lender. As commitments by AIDEA to
purchase loans from banks and other
lenders are approved, they are consoli-
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dated until the total package reaches
approximately $10 million to $25 million.
AIDEA then sells bonds to finance the
package of consolidated loans, hence the
term “umbrella financing.”

The loan process for AIDEA financing
begins by going to a commercial lender,
usually a bank, or perhaps the Commer-
cial Fishing and Agriculture Bank
(CFAB), and asking for an “AIDFEA par-
ticipation loan.” If the project has tax-

 Upto 75% of th
survey value, wbzchmr is lower.

able bond financing status, the process
continues by completing the commercial
lender’s application. The lender then
submits the application to AIDEA for
consideration.

If tax-exempt funding is being re-
quested, the commercial lender must
submit a preliminary application to
AIDEA. The preliminary application
allows the AIDEA review board to deter-
mine if the project and borrower fall

ust pay to buyers of
bonds‘to finance a
are:_soici the interest

purchases up to 80%.
CQmmercial lendeér. -

[t moves with- tfle phme rate. Because
thie commerciallender’s piece of the
loatis 50 small, fluctuating interest

; 1114 Binancing _
purchase price or '

within Internal Revenue Service tax-
exempt financing guidelines and meet
AIDEA lending regulations. If the project
and borrower are approved for tax-
exempt funding, the commercial lender's
application is completed by the borrower
and submitted by the lender to AIDEA.
As noted above, AIDEA will fund up
to 80% of a new loan or 60% of a refi-
nance loan. A commercial lender must
finance the remaining 20% or 40%. The

-MND FINANCING 1 PR()GRAM :

e:ml lenders decide the

B percem'age of purchase price or survey- :

value that will be:loaned.  AIDEA
funds upto°80% of the amount the

~_lender decides’ to-loan.. AIDEA will
fund up to 60% of ref}nancing loans

ttes on this portion will cause only- -

_ mgp&hanges in the overall e for - - -+~

" the. bty not more thanlf2% s
- —— . $100 prelnnmary ellglbxhty apphca-: o

Ip i m 15 years, dependmg upon the

- corrmercnal lender

E]igibility
The haﬂmg and home ports must both

| ~ bein Alaska ; _

Speciai Fees

tlon fee. _
. 1,_5_% taxable bond sale fee.
* 2.0% tax-exempt bond sale fee.
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total loan package cannot exceed 73% of
the project construction cost or purchase
price.

AIDEA umbrella bond loans are
usually large loans of a few hundred
thousand dollars or more.

In addition to loan financing, AIDEA
also provides loan guarantees. Loan
guarantees offer assurance to a lender
that a loan will be repaid of a borrower
defaults. Two programs exist that may
be of use to fishermen. The Export
Assistance Program guarantees princi-
pal and interest on loans for export
transactions. The maximum amount
guaranteed is $1,000,000. The Business
Assistance Program guarantees up [o
70% of loans for equipment and machin-
ery, redl estate, inventory, or working
capital. A $1,000,000 maximum applies
here as well. An interesting feature of
this program is that ATDEA is obligated
to provide gudrantees statewide in an
equitable manner based upon both
geographic region and population den-
sity. For details about both programs,
contact an AIDEA representative or ask
your lender to contact AIDEA.jJ

For more information about AIDEA
financing, write or call:

Alaska Industrial Development & Export
Authority

480 W. Tudor Rd.

Anchorage, AK 993501-5177

(907) 561-8050

Alaska Commercial Fishing
and Agriculture Bank

The Alaska Commercial Fishing and
Agriculture Bank (CFAB) is a lending
cooperative that serves onty the fishing,
farming, and timber industries in Alaska,
It was created in 1980 because of limited
availability of financing for certain sec-
tors of these industries. CFAB is a pri-
vate lending institution; however, the
state provided its initial funding by
purchasing a large block of stock that the
bank must eventually repurchase.

CFAB is the only lender besides the
State of Alaska Department of Commerce
and Economic Development that can use
a limited entry permit as security {collat-
eral) for the purchase of a permit or
vessel. Acceptance of a permit as collat-
eral is advantageous to borrowers who
have no major assets except for their
boat, permit, and house. and feel reluc-
tant to secure a boat loan with their
home.

CFAB loans cover a broad spectrum
of borrowers in the fishing industry.
They include harvesters, processors,
suppliers, and marketers. Loans may be
made tor a variety of purposes. Fisher-

men, for example, may obtain loans for
the purchase of new and used vessels,
gear, equipment, processing supplies (for
on board processing), and fishing per-
mits, and to meet a variety of construc-
tion, repair, and operating expense
needs.

The cooperative has no standard
formula for establishing loan pavments.
Interest rate, financing percentage, and
repayment period, the three loan pay-
ment determinants, each vary within
ranges. CFAB works with individual
applicants to find a combination within
these ranges that is appropriate to the
applicant’s cash flow. financial and
fishing record, loan collateral. and the
purpose of the loan.

The interest rate that a borrower may
negotiate, based upon the factors listed
above, can vary over a 2% range. The
starting rate also varies because the
interest that CFAB pays for money it
borrows to relend to applicants varies
with swings in the economy. Financing
provided for vessels is usually in the
range of 50%-75% of cost or appraised
value. Again, more or less may be
offered depending on loan collateral,
tishing record, and other payment fac-
tors. Maximun repayment terms for
vessels and permits is usually 12 vears.

Loans are made only to individuals
who have been Alaska residents for at
least one year and who have recent
fishing experience as an operator or as a
crew member. Other eligibility require-
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ments apply to partnerships and corpora-
tions (see the accompanying table.)
Because CFAB is a cooperative lend-
ing association, borrowers must become
stockholders in the association. The
amount of stock purchased must equal
5% of the loan amount. The cost of
stock is often added to the loan, but the
net effect on annual payments is slight.

The CFAB loan table begins on page
13 and shows terms and conditions that
apply only to ﬁshermen,i

For applications and additional CFAB
information contact;

Alaska Commercial Fishing and
Agriculture Bank

2550 Denali St., Suite 1201

P.O. Box 92070

Anchorage, AK 99509

(907) 276-2007

Production Credit Association

Farm Credit Services

Production Credit Associations
(PCAs) are Farm Credit System financing
cooperatives originally formed S0 years
ago to assist farmers and ranchers. In
1971 PCAs were authorized to make
loans to “producers or harvesters of

aquatic products"—primarily commercial
fishermen.

The interest rate at PCAs is variable
and changes periodically during the life
of a loan in conjunction with the rise and
fall of bond interest rates. In addition,
Production Credit Associations and other
Farm Credit System lenders have a differ-
ential interest rate program by which
rates can be adjusted up or down from
the average variable rate according to a
borrowers” financial position after the

loan is made. In other words, if a
borrower's financial position improves
from vear to vear, the interest rate can be
adjusted down to reflect the lower risk of
default.

Being a financing cooperative means
that borrowers must become sharechold-
ers in the cooperative in order 1o obtain
a loan. Different Farm Credit System
lenders have different stock ownership
programs. At PCAs. borrowers must
maintain stock ownership equivalent to
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4% of their loan balance. Funds to
purchase stock are automatically added
to a vessel or gear loan and a borrower
consequently pays interest on a loan
balance that is 104% of the amount
received for business purposes. The net
effect is to increase the effective interest
rate about one percentage point above
the stated rate. The stated rate remains
low enough, however, that the effective
rate is always competitive.

Loan terms may be extended to 15
years on new vessels and to 10 or more
years on used vesscls. The combination
of competitive interest rates and long
repayment terms makes for some of the
most affordable annual loan payments
available among lenders with variable
(floating) interest rates. Production
Credit Associations are geared to meet a
variety of fishing industry borrowing
needs including refinancing, interim
construction loans, and working capital
loans.

One drawback of the PCA for some
prospective borrowers is that maximum
financing for new vessels is only 60% of
the purchase price, and for used vessels
it is 50% of cost or survey value. That
leaves a borrower with a relatively large
down payment requirement, 4 minimum
of 40% or 50% respectively for a new or
used vessel. In addition, a borrower
must have adequate working capital
reserves available to cover seasonal start-
up Costs.

Those who can afford the high equity

and reconstmctton
.ea.r and equipment.
action if the long térm

031815 o carried by the PCA.

capltal for mem-
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requirement should put the Interstate
PCA on their shopping list of loan
sources to investigate. They have been a
significant source of capital for the
Northwest and Alaska fishing industry
during the past 15 years.

Production Credit Association loans
for Northwest and Alaska fishermen are
processed and managed by the Interstate
PCA staff in Salem, Oregon. A branch
office of the Interstate PCA is located at
Fishermen’s Terminal in Seattle.

A consolidation of Farm Credit Ser-
vices functions may take place in early
1991. If that occurs, the Interstate PCA
will become known as the Northwest

Agriculture Credit Association. €
LN

Additional PCA information may be
obtained from:

Interstate Production Credit Association
P.O. Box 1009

Salem, OR 97308

(303) 381-7511

Interstate Production Credit Association
Fishermen’s Terminal

West Wall Bldg., Rm. 102

Seattle, WA 98119

(206) 282-8806

. 1% permit loan fee.
. 2% vessel loam fee
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Community Enterprise
Development Corporation

0

2

CEDC

If you live and fish in the region
bounded by Cape Sepping on the north,
the Aleutian Islands to the south and
west. Bethel and Marshall along the
Kuskokwim and Yukon, and including
the Pribilof Islands, this program may be
for you. It is intended for fishermen of
this region who cannot get financing
from a conventional lender, and whose
borrowing needs do not exceed $50.000.
The Community Enterprise Develop-
ment Corporation (CEDC) manages a
revolving loan fund of approximately
$1,300,000. A revolving loan fund starts
with a fixed amount of money to lend.
After the initial distribution to borrowers,
the amount that is annually available for
future borrowing depends upon how
much is returned each year in loan
payments. When a borrower misses a
payment or defaults on a loan, there is
less to relend. On the average there is
approximately $200.000 to relend cach
yvear. This normally supports 10 to 20
loans. More than any other lender to the
state’s fishing industrv, CEDC gambles on
the integrity of its borrowers to keep its
program alive.

Criteria used by conventional lenders
for approving a loan include a strong
credit record, ability to meet a 25% (o
50% down-payment, good collateral, and
evidence of earnings sufficient to make
loan payments in addition to all other
expenses. CEDC lends to people who
cannot meet all of these requirements.
To avoid making bad loans, CEDC loan
personnel concentrate on an individual’s
work history, consumer credit, reputation

in the local community, fishing experi-
ence, and the last three years’ income tax
returns. Total family income and ex-
penses during each of the prior three
years are also closely reviewed.

In order to meet funding source
demands, CEDC requires a 10% down-
payment. The loan approval criteria are
different from a conventional lender’s,
but they still relate to ability to repay a
loan, which is the feature that all lenders
are trying to judge.

The application period for CEDC
loans runs from December 1 to the end
of the first week in February. Al loan
requests are reviewed and approved or
declined by the third week of February.
Because the application period that
begins in December is short, and be-
cause the lending pool is relatively small,
an applicant should begin early in the
fall to prepare a good application.i

For CEDC applications and
information:

Community Enterprise Development
Corporation

1577 C Street Plaza, Suite 304

Anchorage, Alaska 99501

(907) 274-5400
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Farm Credit Bank

Farm Credit Services

Why is the Farm Credit Bank in the
fishing financing business you may be
wondering? The answer is the Farm
Credit System. The Farm Credit Bank
(FCB) is a long-term real estate lender in
the Farm Credit System and is a cousin to
PCAs. As harvesters of food products,
farmers and fishermen are equally eli-
gible for financing, according to Farm
Credit System philosophy. The FCB
began making loans to fishermen and
processors in 1982,

The important distinctions between
the Farm Credit Bank program and that
of virtually all other lenders to the fishing
industry are: (1) the FCB is a long-term
lender, and (2) the security (collateral)
for a loan must be real estate that a
fisherman uses in his fishing business or
it may be his home. How long is long-
term? Would you believe 30 vears? Yes,
it is possible to get 30 year financing for
a vessel. Fifteen year financing is not at
all uncommon. What's the catch? Only
that your income record proves that you
can handle increased loan payments in
addition to all other expenses, and that
you have adequate equity in fishing-
related real estate to secure a loan,

. New or used vesse!s
- »-Gear or vessel. shed -

s New or used ho;
- » Limited entry’ pertmti.:
» Set net sité.”
* Refinancing: -
* Gear and__._.' f

"‘vc,ssels gear and

estate"'cffered as collateral and on the,

resale:market for that collateral. Itis

-~ “nottied to the fisheries equipment or_
e property that is bemg purchased.

{cont. on page'. 18
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Fishing-related real estate may in-
clude your home (you need shelter for
your family and your personal property
while you fish), a boat or gear shed, land
on which you store a vessel or equip-
ment, dock facilities, and processing
facilities if you process your catch. In
order to be suitable collateral, the real
estate also must have good resale poten-
tial. If it is run down, unfinished, in a
low demand location, or not up to FCB
construction standards, it may not be
suitable collateral, which means it may
not have any loan value, no matter what
its appraised value may be. On the
other hand, if it is in excellent condition
and there is a high demand for the
property, the loan value may be 80% to
85% of the appraised value.

There are no upper or lower limits on
the amount that can be borrowed, but
the largest loan granted in Alaska up to
fall of 1990 is $180,000. Bear in mind
that the size of a loan is determined not
by the value of the vessel or equipment
you wish to purchase but, again, by your
equity in fisheries-related real estate, its
resale potential, and your net income
record during the past few years. Net
income history is determined from in-
come tax retumns, recordkeeping books,
catch records, and living expenses.
Average net income is usually the limit-
ing factor in setting loan size. The com-
hination of net income, equity, and
resale potential is different for every
horrower, which means that the amount
that can be borrowed is judged on a
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case-by-case basis. There is no formula.

Two other interesting features of this
program are that refinancing is available,
and that the program is open to part-time
as well as full-time commercial fisher-
men. Part-time fishermen must of course
have a good eaming history in the fisher-
ies. Like other Farm Credit Systemn
programs, the Farm Credit Bank requires
a borrower to become a stockholder in
the bank in order to receive a loan.
Stock ownership is set at 3% of the
amount originally borrowed and remains
at that amount until the loan is com-
pletely repaid. The Farm Credit Bank
loan program, like the Production Credit
Association program, is managed at
regional Farm Credit Services offices.
Two offices serve Alaskans. Southeast
fishermen should contact the office in
Mount Vernon, Washington, while new
loans to fishermen living elsewhere in
Alaska are handled by the Palmer,
Alaska, office.i

For FCB applications and
information:

Farm Credit Services
248 E. Dahlia St.
Palmer, AK 99645
(907) 746-3390

Farm Credit Services
P.O. Box 307
Mt.Vernon, WA 98273
(2006) 424-4151

Banks

Banks in Alaska make relatively few
vessel loans. One reason is that they
have found it difficult to compete with
the longer repayment period and lower
interest rates offered by state loan pro-
grams, CFAB, PCAs, and the National
Marine Fisheries Service Fisheries Obliga-
tion Guarantee Program. Banks are
predominantly short and intermediate
term lenders. Most bankers prefer to be
repaid for a vessel loan in three to seven
years, depending upon the vessel cost.

Fishing income and expenses are such
that most fishermen cannot afford o pay
for a new boat in less than 10 to 15
years—a period that falls into the cat-
egory of long-term financing. Also,
banks do not like to deal with the level
of risk that is created by the rise and fall
in fish and shellfish popuiations and the
consequent, but not always proportional,
fall and rise in ex-vessel prices.

It should be emphasized that banks
are still the fisherman's major source of
short-term loans for construction, sea-
sonal working capital, and gear and
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equipment purchases.

Some banks ar¢ meeting the long-
term vessel financing challenge by ob-
taining Small Business Administration
(SBA) guarantees for these loans. In
doing so they are able to offer competi-
tive terms and interest rates and still
maintain their short to intermediate term
financing role. An SBA guarantee takes
most of the risk of default out of the
lender's hands and leaves it with the U S.
government. With little risk of losing
bank money, a banker can stretch repay-
ment terms over more years and offer a
slightly better interest rate than would
otherwise be possible. The attraction of
an SBA guarantee for a bank is that it
can be sold. A federally guaranteed loan
is a marketable financial commodity like
bonds, certificates of deposit, and stocks.
Consequently. a bank can make a longer
term loan and still turn over its money as
quickly as desired.

Although the interest rate on a bank
loan varies over the life of the loan (a
floating interest rate), some banks are
willing to establish level term loan pay-
ments (the payments remain the same
cach vyear for the term of the loan) even
though the interest rate floats. A level
term arrangement can be advantageous
to a borrower because it greatly im-
proves financial planning and cash flow
management. During the course of the
loan, when interest rates are higher than
the rate set for the level term payments,
more of each payment goes toward

. B@modelmg

« New or used v¢
* Construction;

$100,000 to .
onthe lender. ~ |

o Used vessel—up :066%._
» Gear and equtpmemmﬁét,
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interest charges and less toward princi-
pal. Conversely, when rates are lower
than the level term rate, more goes
toward principal. Over the life of the
loan, if the average rate is lower than the
level term rate, the loan is automatically
paid off early. If the average rate is
higher, there is extra principal 1o pay on
the last payment. It becomes a balloon
payment of sorts.

When dealing with a bank, keep in
mind that each loan officer views an
individual's financial picture and the
income potential of a fishery differently.
This is not to say that investment propos-
als that are clear winners or clear losers
won't be obvious to evervone. But a
middle-ground proposal may need the
right loan officer to recognize its poten-
tial. If your loan request is turned down
by one lender, don't be afraid to shop
for another. One thing to be aware of,
though. is that a borrower is expected to
be a customer at the bank that approves
your loan. This may mean switching
accounts 1o the new lending agency, or
establishing additional accounts. i

Finance Companies

Few finance companies lend
money for fishing vessels these days.
They were a major player during the
height of the king crab fishery, but many
got burned when the crash hit. Most
now view fishing as too risky.,

Loan terms of finance companies
working with the fishing industry are
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very similar to bank terms. Interest rates
fall in the range of 1% to 2.5% over
prime, the maximum repayment period is
10 years for large loans (over $1,000,000)
and 3 to 7 years for smaller amounts,
75% to 80% financing is available on new
vesscls, or 65% to 75% on used equip-
ment. Like banks, finance companies
will give 4 5 to 10 year loan a 15 to 20
year amortization schedule with a bal-
loon payment due at the 5,7, or 10 year
termination point (whatever was estab-
lished in the loan agreement). This
allows affordable payments in the early
yvears of a fishing enterprise. 1f a bor-
rower cannot make the balloon payment,
the remaining balance can normally be
refinanced.

The minimum loan for finance com-
panies will vary from $100.000 to
$300,000 or even higher depending upon
the Yender. This is one of the character-
istics that distinguishes a finance com-
pany from a bank. Banks have no
minimums. Another important distin-
guishing feature is finance companies
can often react maore quickly on a loan
request than other lenders.

Finance companies are traditionally
more collateral oriented than banks.
They place more emphasis on the value
of the equipment being purchased (and
other collateral used to secure a loan if
necessary) to ensure repayment while
banks put more ¢mphasis on income and
cash flow to ensure repayment. Banks
are more inclined than finance compa-

nies to include covenants in a loan
agreement that require a borrower 1o
maintain a certain level of cash or liquid
worth. These covenants tend to restrict a
borrower's flexibility in managing
money. For poor money managers, it
can be a blessing in disguise, but for
careful money managers, the loss of
flexibility can make finance companies a
preferable lending optioni

Fisheries Obligation
Guarantee Program

a0 hTMOSPHE%

The main attractions of the Fisheries
Obligation Guarantee (FOG) program
are long repayment terms and good
interest rates. Fisheries Obligation Guar-
antees are a form of federal financial
assistance provided by the National
Marine Fisheries Service (NMFS). The
purpose of the program is to make long-
termn financing available to the U.S.
fishing industry by guaranteeing repay-
ment of loans made for the construction
of vessels and “shoreside facilities,” or
the reconstruction, reconditioning, pur-
chase, or refinancing of existing fishing
vessels and shoreside facilities.
Shoreside facilities are defined as

*any land, or structure or equipment on
land, used for loading, receiving, hold-
ing, processing, or distributing fish of
every kind (including fish caught as a
result of commercial passenger-carrying
fishing operations).” Shoreside facilities,
incidentally, can be located inland as
well as at shoreside. Notice that the
definition does not limit shoreside facili-
ties 10 processing operatons.

A fishing vessel is “any vessel, boat,
ship, or other craft which is documented
under United States law and is used for
... commercial fishing (including com-
mercial passenger carrying fishing ves-
sels) or aiding or assisting one or more
vessels at sea in the performance of any
activity relating to fishing (including, but
not limited to, preparation, supply,
storage, refrigeration, transportation, Or
processing).” It is worth mentioning that
the purchase and reconstruction of used
vessels built in foreign countries, that
were not used for harvesting fish, may
be financed under the program if they
are subsequently reconstructed or recon-
ditioned in the United States, and are
documented as U.S. vessels.

Refinancing is a feature of the FOG
program that can be beneficial to vessel
and shoreside owners who have existing
loans with high interest rates and short
repayment schedules. The resulting
large loan payments may be reduced
significantly by taking advantage of FOG
long repayment terms and modest inter-
est rates. For example, the annual loan

N
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payment on $500.000 borrowed at 14%
interest over 10 years is $93,857. If the
repayment period is stretched o 15 vears
and the interest rate drops to 10%, the
annual payment drops to $65.737.

Appilication for FOG program assis-
rance is made directly to the nearest
NMFES Financial Assistance Office. For
Alaskans the nearest office is in Scattle.
National Marine Fisheries Service person-
nel will help individuals through the
application procedure (they will not
actually prepare the application) and. if
the financing guarantee is approved,
NMFS personnel will locate a buver for
the resulting guaranteed debt, which is to
say that they will find a lender, The
agency, at least on the West Coast, has
acquired a reputation for being conserva-
tive in assessing an applicant’s ability to
repay a loan. This means that a
borrower's fishing record. credit. and
current financial position must be in
excellent shape. better than many bank-
ers would demand.

One drawback of the program is that
the application process is slow. Partner-
ships and corporations should plan on
six months from the time an application
is received until the loan is closed. Sole
proprietors (one individual or family
owns the vessel or shoreside facility) can
get through the process in less time
because fewer credit and reference
checks are run. and less time is lost in
cosrespondence and coordination.

Members of partnerships and corpo-

Fations considering a4 FOG loan should
he aware of a provision in the program
regulations that relates 1o limitations of
liahility. The provision reads, “In no
instance will equity contributors be
permitted to limit their liability on a
guarantee only to the amount of their
initial equity contribution, Equity con-
tributors will, additionally. be required to
be at least jointly and severally liable for
the amount of the guaranteed obligation
that corresponds to the percentage of
their ownership interest in the project.
Such equity contributors may., however,
be required to be lable for more than
such percentage.”

Conditional Fisheries

Everyone familiar with NMFS financial
assistance programs is aware of the
~conditional fisheries™ concept. 1t is the
WMFS version of limited entry. It applies
only 1o vessels, not to shoreside facilities.
There are six fisheries in the United
States that NMFES feels should not experi-
ence additional fishing pressure. In
Alaska. the only conditional fishery is
king crab. Alaska salmon fisheries were
eliminated from the conditional tishery
status in 1991, Financial assistance for
new or used vessels that will engage in
any conditional fishery 18 governed by
the guidelines below. The vessel to be
purchased or reconditioned must comply
with at least one of these guidelines.
Keep in mind as you read them that the
intent is to prevent an increase of fishing
offort in the conditional fisheries.

Conditional Fisheries Guidelines

1. The vessel whose financing is 1o be

guaranteed must be fully capable of
operating in an “underutilized”
fishery, for example, groundfish
trawling. It may also operate in
conditional fisheries.

The vessel to be purchased must
replace a vessel of comparable
fishing capacity that had operated in
the conditional fishery prior to the
designation of the fishery as condi-
tional. The Alaska king crab fishery
became conditional on September
22, 1975, Consequently, d vessel
that is being replaced must have
been contracted 1o be built on or
before this date.

3 The vessel whose financing is 10 be

guaranteed must have been con-

tracted to be built prior to the condi-

tional fishery dates. That is, there 15

no conditional fisheries restriction

on the purchase of a king crab

vessel if it was contracted 1o be built

before September 22, 1975.

The guaranteed financing must he

used for the reconstruction or recon-

ditioning of a vessel already in the .

conditional fishery.

The application for a guaranteed |

loan must be submitted before a

fishery is designated as conditional.

This statement pertains to fisheries

that may become conditional in the

future, ®
LN
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For further information on FOG:

Financial Services Branch
National Marine Fisheries Service
7600 Sand Point Way N.E.

Bin C15700, Bldg. #1

Seattle, WA 98115

(206) 526-6122

The Processor as Lender

Very few processors provide financ-
ing for fishing or tender vessels. This
is a role that they were driven out of in
the mid-1980s when cash flow problems
developed from a series of events that
included high interest rates, botulism,
and poor seasons. They have stayed
away from long-term financing ever
since. Even those companies that will
offer financial assistance for a vessel
purchase provide only supplemental
funding, which is to say the fisherman
must provide the majority of financing or
find it elsewhere.

The kind of vessel purchase assis-
tance that a fisherman is more likely to
get from the processor is help finding a
bank or other lender that will make the
desired loan and help with the applica-
tion. This service is commonly available
to fishermen who need it and who have
a good relationship with their processor.

Seasonal operating expense assis-
tance is the financial role that processing

companies most often fill. Many (not all)
continue to extend credit to their regular
fishermen for major pre-season and in-
season expenses, including gear pur-
chases, expensive repair parts, and
insurance. Interest is charged on these
borrowed funds, and the total is de-
ducted from income earned from fish
deliveries. The interest rate is typically
equivalent to bank rates.

Since processors, for all practical
purposes, are out of the long-term fi-
nancing picture, a table of loan terms is
not included. €

R_A

Capital Construction Fund

The Capital Construction Fund (CCF)
is actually a savings plan rather than a
loan source. The National Marine Fisher-
ies Service, however, bills it as a means
of getting “an interest-free loan from the
federal government.”

The CCF program allows vessel
owners, or fishermen leasing a vessel. to
put fishing income or proceeds from the
sale of a vessel into a CCF account and
defer income taxes on the account funds,
Money that is earned by the account in
the form of interest or dividends also
goes untaxed so long as it remains in the
account.

Any U.S. citizen “who owns or leases
a fishing vessel of at least two net tons
and who has devised an acceptable
program for constructing. reconstructing.
or under limited circumstances, acquiring
an existing fishing vessel of at least two
net tons” is eligible for the CCF program.

The program’s primary function is to
provide fishermen and other commercial
vessel owners (tenders, charter boats,
freighters, etc.) with a means of accumu-
lating a cash fund fasier than savings can
be accumulated with “after rtax dollars.”
Vessel owners in the 28%-33% tax brack-
ets. for example, can build up an ac-
count nearly 50% faster through the CCF
program than they can with “after tax
dollars.” When vessel costs are increasing
at a rapid rate, the CCF provides one of
the few no-risk opportunities to gather
money for a down-pavment faster than
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inflation devalues it.

Not only is money in the account tax
deferred: it can also be placed in certain
low-risk. investments such as treasury
bills. centificates of deposit, and ap-
proved mutual funds.

Njotice that the CCF is a tax deferral,
not a tax avoidance proggam. The Inter-
nal Revenue Service recoups lost revenue
after a vessel is put into service. 1t does
50 by not allowing a depreciation deduc-
tion on that portion of a vessel's pur-
chase price or reconstruction cost that is
paid out of the CCF account. For ex-
ample, if a vessel is purchased for
$100.,000, and $25.000 comes from a CCF
secount, the depreciable value of the
boat for tax purposes is $75.000. Al-
though reducing the depreciation basis
results in a higher taxable income, SO
long as an individual maintains a CCF
Account. excess net income beyond that
needed for living expenses and taxes on
those living expenses can be put back
into the CCF account tax-free.

When 2 new or rebuilt vessel is
placed in service, an amount equal to the
mortgage payments can be deposited
into the CCF account. and then with-
drawn to make the payments. This
allows a tax deduction on the principal
as well as the interest portion of a loan
payment. Again, the portion that goes
toward principal cannot be depreciated,
but this is no tax handicap as long as the
CCE account is continued. Once the
new or rebuilt vessel has been paid off,

the account can be maintained to accu-
mulate funds for an additional or re-
placement vessel.

The “conditional fisheries” concept
affects the CCF program just as it does
the Fisheries Obligation Guarantee
(FOG) program. Neither program can be
used if an increase in the amount of gear
i1 a conditional fishery will result. The
practical effect for Alaska fishermen is
that the use of CCF account funds is

limited if the vessel to be purchased or
reconstructed will be used in the king
crab fishery. The limits are listed below.
Note that these limits are much less
restrictive than the conditional fisheries
guidelines for the FOG program. The
most important distinction is that under
CCF guidelines, a boat that 1 removed
from a fishery to make room for a new
boat purchased with CCF funds must
only have operated in that fishery during
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boat purchased with CCF funds must
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the previous 18 months. It did not have This statement pertains to fisheries
to operate in the fishery at the time the that may become conditional in the
fishery became conditional as is the case future.
with the FOG program. Easier guidelines An aspect of the CCF program to
also apply to the purchase or reconstruc- keep in mind is that money that is put
tion of a used vessel. Remember that the into a CCF account cannot be easily
vessel to be purchased or reconditioned withdrawn for purposes other than the
must comply with at least one of these one for which the account was estab-
guidelines. lished. Account monies cannot be used
1. The vessel that is to be financed in for personal expenses, There are certain
part with CCF funds must be fully “qualitied reasons” for taking money
capable of operating in an underuti- from the account, such as providing
lized fishery, for example, ground- emergency funds to keep your present
fish trawling. It may also operate in vessel operable, and of course to fund
conditional fisheries. the planned construction or reconstruc-

tion project. Other reasons are consid-
ered “unqualified” and may result in
termination of the account along with
charges for back taxes and tax

2. The vessel to he purchased must
replace a vessel of comparable
fishing capacity that operated in the
conditional fishery at least 18 i
months prior to construction or penalties. 7

purchase of a new vessel. The

vessel to be removed from a condi- For CCF applications and
tional fishery must be removed information:

within one year of delivery of the ‘

new vessel and must permanently Financial Services Division
be placed in fisheries that are not CCF Program F/TS1

o , : 1335 East-West Highway
con(%fuor_u‘ﬂ or be taken out of com Silver Spring, MD 20910
mercial fishing altogether. (301) 427-2393
The guaranteed financing must be

used for the reconstruction or recon-
ditioning of a vessel that has alrcady
operated in the conditional fishery
for at least 36 months prior to recon-
Struction or reconditioning. '

The application for a guaranteed
B loan must be submitted before a
fishery is designated as conditional.
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the previous 18 months. It did not have
to operate in the fishery at the time the
fishery became conditional as is the case
with the FOG program. Easier guidelines
also apply to the purchase or reconstruc-
tion of a used vessel. Remember that the
vessel to be purchased or reconditioned
must comply with at least one of these
guidelines.

1.

The vessel that is to be financed in
part with CCF funds must be fully
capable of operating in an underuti-
lized fishery, for example, ground-
fish trawling. It may also operate in
conditional fisheries.

The vessel to be purchased must
replace a vessel of comparable
fishing capacity that operated in the
conditional fishery at least 18
months prior to construction or
purchase of a new vessel. The
vessel to be removed from a condi-
tional fishery must be removed
within one year of delivery of the
new vessel and must permanently
be placed in fisheries that are not
conditional or be taken out of com-
mercial fishing altogether.

The guaranteed financing must be
used for the reconstruction or recon-
ditioning of a vessel that has already
operated in the conditional fishery
for at least 36 months prior to recon-
struction or reconditioning.

The application for a guaranteed
loan must be submitted before a
fishery is designated as conditional.

This statement pertains to fisheries
that may become conditional in the
future.

An aspect of the CCF program (o
keep in mind is that money that is put
into a CCF account cannot be easily
withdrawn for purposes other than the
one for which the account was estab-
lished. Account monies cannot be used

for personal expenses. There are certain

*qualified reasons” for taking money
from the account, such as providing
emergency funds to keep your present
vessel operable, and of course to fund
the planned construction or reconstruc-
tion project. Other reasons are consid-
ered “unqualified” and may result in
termination of the account along with
charges for back taxes and tax

penalties.i

For CCF applications and
information:

Financial Services Division
CCF Program F/TS1

13335 East-West Highway
Silver Spring, MD 20910
(301) 427-2393






30 The Application

I he loan application is the

borrower’s means of convincing
a lender that payments can be made and
that there are sufficient assets to back a
loan. The financial statement, tax re-
turns, and projected profit and loss
statement are the principal tools used to
make that case. The remainder of the
loan application is support material and
normally includes a résumé of fishing
experience, authorizations to verify
financial information and catches, copies
of the purchase agreement and marine
survey (if a vessel is being purchased),
and blueprints or photographs of the
vessel, gear, and other assets 1o be
offered as collateral.

The purpose of this section is t0
clarify the information that a loan officer
expects to find in a completed loan
application. The halance sheet, which is
included in the financial statement,
regularly causes the most confusion, $o
we will begin there and explain it line
by line. The remainder of the applica-
tion is easier to understand and will be
explained in less detail.

The State of Alaska Division of In-
vestments commercial fishing loan
application is used in the example on

the following pages. The borrower in
the example is a fictitious Bristol Bay
drift gillnet fisherman with few assets
other than a house, a car, and fishing
equipment; and few debts other than
loans for his house, car, and a fishing
permit. As you learn how to complete
the different parts of an application, try
to picture in your mind the information
that you would plug into the blanks of
your own application, and then picture
where that information can be found.
Prior planning of this nature will make
the task of preparing an application less
of a chore. The hard part is gathering all
of the necessary information; filling in
the blanks is the easy part.

The major components of a loan
application are similar for all lenders.
They include a financial statement,
projected income statement, résume,
credit check authorizations, income tax
returns, and a form called the applica-
tion. Applications will differ from lender
to lender mainly in the amount of detail
required in each component and in the
amount of supplemental information
required, such as photographs, purchase
receipts, surveys, appraisals, and catch
records. The state’s fishing loan applica-
tion is well thought out and is represen-
tative of what a fisherman can expect
from most lenders.

Let's begin with a close look at the
financial statement. i

—<—a

The Financial Statement
Overview

The acceptability of a commercial loan
request depends largely upon informa-
tion presented in the financial statement.
The financial statement has three parts:

1. The balance sheet, also known as
the statement of assets and liabilities,
tells a lender how much you own
and how much you owe.

2. The contingent liabilities section
catalogs debts that you may incur in
the future as a result of pending
legal judgments or by being a guar-
antor on someone else’s loan.
Pending legal judgments may result
from divorce, a bankruptcy, or a
lawsuit that is in process.

3. The profit and loss statement, in
conjunction with income tax returns
for the past three years, shows the
profit trend for your fishing opera-
tion over a three to four year period.
The profit and loss statement is also
commonly called the “income
statement.”

A lender will try to determine two
things from the financial statement and
from the income tax returns which must
accompany it:

1. ‘The borrower’s ability to make cur-
rent and future loan payments, and

2. If the borrower has assets that can
be sold to make loan payments or
repay the loan balance if profits are
consistently inadequate.
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Take the time to familiarize yourself
with the financial statement on the fol-
lowing pages. Revicew the types of assets
and liabilities on the balance sheet.

Then look on the back side (page 2) of
the balance sheet for the seven balance
sheet “schedules” which derail these
assets and liabilities. Finally, pay particu-
lar attention to the list of fishing and
living expenses in the profit and loss
statement. This will help make more
sense of the comments that follow.
Remember, only the balance sheet is

explained item by item. The remainder
of the financial statement and the other
parts of the application are more sclf
explanatory, and comments are madc
only on those topics that consistently
leave applicants confused.i

Balance Sheet

The purpose of the balance sheet, once
again, is to show what yvou currently
own (assets), what you owe (liabilities).

and the ditference between the two (net
worth). It should reflect the most recent
changes in your cash, property, and
debts. and should not be more than 90
days out of date at the time the applica-
tion is submitted to a lender.,

A minor issue, but one that often
bothers people. is the fact that by the
time a lender does credit checks on
checking, savings, cannery, and credit
card accounts, the account balances will
be different from the balance sheet
figures for those accounts. This is nor-
mal and nothing to worry about unless
the credit check and balance sheet fig-
ures are greatly different.

Now let's go through the halance
sheet to see what information the lender
is expecting.

Balance Sheet Assets

1. CASH ON HAND: This is the total
cash you have at home and on the
boat that is set aside for petty cash,
contingencies, and savings.

2. CASH IN BANKS: List the sum of
your checking and savings account
balances in banks. credit unions,
savings and loan institutions, stock
brokerage companies, and other
financial institutions. Credit checks
will be done on some. if not all, of
these accounts. Individual balances
for each account will he shown on
the back of the balance shect in
Schedule No. 1.

If you have a Capital Construction
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Fund (CCF) or a retirement account,
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SCHEDULE NO. 1. CASH ACCOUNTS
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Descnpnon Name of Deblor Batance Balance Payment Past Due
SCHEDBULE NG 3: SECURITIES
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08-509 | Rev. 790

1571

3. NOTES, CONTRACTS, AND AC-

COUNTS RECEIVABLES: Notes
receivable is the total of all loans
you have made to individuals or
businesses and for which you fully
expect to be repaid. “Notes” refers
O promissory notes. A promissory
note is a wrilten agreement signed
by both you and the borrower that
states that the borrower agrees to
pay you a certain amount of money
(presumably the amount you lent
plus interest) either on demand
(whenever you ask) or on a specific
date.

"Accounts Receivables” is the sum
of all amounts owed to you for the
sale of fisheries products or equip-
ment excluding any amount owed
vou by canneries. Income from
canneries is listed in the “Due from
Canneries™ section (see asset item
4). An account receivable may be
income owed to you for the sale of
fish products sold directly to a
wholesaler or retailer. income owed
for the construction and sale of
equipment (such as a skiff or a boat
trailer), or wages owed for your
labor in repairing a hull, rigging crab
pots, or other fisheries-related work.
“Contracts™ is the total still owed vou
for the sale of major assets. If you
sold a home, vessel, or parcel of
land and the buyer is making pay-
ments to you, vou need to know
how much the buyer still owes,
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Show the total amount owed to you
for all properties sold.

On a separate schedule, Schedule
No. 2 in the example, list the re-
maining balance of each mortgage
or sales contract you own along
with the name and address of the
debtor, the amount of each pay-
ment, and the number of payments
per year. From Schedule No. 2 and
line three of the assets you can see
that our Bristol Bay fisherman does
not have any anticipated income
from outstanding notes, contracts, or
accounts receivable. It is not un-
common, however, for fishermen to
have money due from the sale of
equipment or the performance of
work.

DUE FROM CANNERIES: The sum of
your cannery settlement sheet bal-
ances—not including loan bal-
ances—goes here. However, if your
total settlement sheet balance is
negative, which means that you
purchased more supplies and parts
than you earned from the sale of
fish, then list what you owe in the
liability category “Owing to Canner-
ies-Open Account.”

If the cannery settlement sheet
includes a loan balance, the loan
should be itemized on the liability
side of the balance sheet. If the
loan is for a vessel it belongs under
the heading “Vessel Mortgages.” If it
is for operating capital or gear, list

the remaining balance in “Notes
Payable to Others” or “Owing to
Canneries—Other.”

SECURITIES: In this block. indicate
the total current value of marketable
(traded on a stock exchange) stocks
and bonds. Most financial state-
ments will have a schedule for
itemizing securities like Schedule
No. 3 in the example. List each
security, the issuing corporation, the
number of shares owned, original
cost per share, and current value per
share. Some lenders will ask for the
name of the exchange (for example
New York Stock Exchange) trading
the security and if the security was
purchased on margin or paid in full.
Stocks purchased on margin should
be listed as liabilities.

VESSELS OWNED: The combined
market value of all vessels owned is
shown in this blank of the balance
sheet, Information about each
vessel is then detailed in the "Ves-
sels Owned” schedule on the back.
In the “Vessels Owned” schedule
provide a very brief description of
each vessel, as well as the original
cost, present value, percentage of
ownership (if more than one owner
is involved), the remaining balance
on the vessel loan, the loan payment
amount, and the number of pay-
ments per year. Be prepared 1o
offer a survey or some other credit-
able substantiation of the market

value. Schedule No. 4 of the ex-
ample shows our fisherman’s entries
for his gillnet boat.

REAL ESTATE OWNED: List the total
current value of all buildings and
land you own, including business.
residence, vacation, and investment
properties. You should have tax
assessments, surveys, appraisals, or
other creditable means of proving
the value of these assets. These will
be requested by your loan officer.

Information about each piece of
property must be itemized in the
“Real Estate Owned” schedule and
must include property description,
value, and remaining loan balance.
Our fisherman has entered informa-
tion about his home in the “Real
Estate Owned” schedule of the
example. Remember that property
you have sold but on which you are
carrying the financing (and may still
have title to) is listed in the “Notes,
Contracts, and Accounts Receiv-
ables” section.

AUTOMOBILES: List the total local
market value of your operable cars
and trucks. Include both personal
and business vehicles. Use local
market value rather than “blue
book,” as blue book values do not
include transportation costs, which
may be considerable 1o some iso-
lated cities and villages.

Outstanding loans on any of these
vehicles should be explained on the
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back of the balance sheet in the
schedules titled “Notes Payable to
Banks™ or “Notes Payable to Others,”
whichever is appropriate. Inciden-
tally, the term “Notes Payable to
Banks" means notes payable to any
financial institution including credit
unions, savings and loans, and stock
brokerage companies. Schedule No.
6 in the example shows an entry for
our fisherman’s pickup truck.

Notice that one of the columns in
the “Notes Payable to Banks™ and
“Notes Payable to Others” schedules
asks that the collateral used to
secure the loan be listed. This bit of
information is important to both a
lender and a borrower because an
asset used for collateral for one loan
can seldom be used for another until
the first loan is repaid.

PERSONAL PROPERTY: Record the
total current value of your house-
hold furniture, precious jewelry,
valuable art, and other items of
significant worth, excluding com-
mercial fishing equipment and
permits (these are itemized else-
where). There is no schedule on
most balance sheets for this category
of assets but it is often required that
on a separate page you list each
item valued at $2,000 to $3.000 or
more and provide: (1) a brief de-
scription, (2) original cost, (3) cur-
rent value, (4) outstanding loan or
payment amount, and (5) to whom

10.

11.

payments are made. An appraisal,
insurance policy, or some other
means of verifying the value of each
piece of itemized property should
be on hand. Do not list household
furniture, except for valuable
antiques,

FISHING EQUIPMENT: Show the
cumulative value of each category of
fishing gear owned. For example,
indicate separately the value of all
salmon and herring nets, then the
value of all shrimp and crab pots,
then of longline gear, and so on.
Other equipment that didn't get
included in the value of “vessels
owned” such as seine skiffs, brine
systems, and operable electronic
gear. should be added here. There
is no schedule for listing each piece
of equipment individually. Show
current used values. not replacement
values for your equipment.

LIMITED ENTRY PERMITS: List each
limited entry permit you own and its
current market value. If you are
unsure of the average value. review
the advertisements for permits in
fisheries trade journals or cali a
permit-boat broker. If your balance
sheet does not have a section for
fishing permits, list them as “other
assets.” or list them on a separate
page. Loans on permits should be
itemized in the “Notes Payable to
Banks” or “Notes Payable to Others”
schedules. Our Bristol Bay fisher-

12.

man chose to list his State of Alaska
permit ioan in Schedule Na. 7,
“Notes Payable 10 Others.”

OTHER: These¢ assets may include
the value of shares in a fishing
cooperative, all-terrain vehicles,
airboats, airplanes. and other assets
not listed elsewhere. Group the
assets by type and show the total
value for each type. For instance.
lump together the value for all
recreational vehicles. If vou are
making loan payments on any of
these assets, give the appropriate
information for each loan in the
“Notes Payable to Banks” or "Notes
Pavable 1o Others” schedules.

If you have a Capital Construction
Fund account, this a good place 10
list it. Or you may prefer to make a
separate category for it in the asset
section by lining through a category
which may not apply (such as cash
value of life insurance) and writing
in “CCF.” No matter where you list
it, be sure to clearly identify it as a
CCF account and to separate it from
other monies. Do not, for example.
combine your CCF account with
other “Cash in Banks™ or other
securities, It is important that your
lender realize that you have money
set aside for the purchase or recon-
struction of a vessel.

An asset category seen on other

applications but not listed on the state’s
fishing loan balance sheet is CASH
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VALUE OF LIFE INSURANCE. The total
amount paid into “ordinary” or "whole
life" life insurance policies along with
interest earned on these payments is
entered in this category. This sum is
called the “cash value” of the policy.
Term insurance policies do not have a
cash value. You can find the accumu-
lated cash value in a table that is part of
the explanation of terms and conditions
of your policy. It shows cash accrued at
the end of each year you have been
making payments. If you do not find it.
ask your insurance agent to look it up.

Do not subtract amounts borrowed
against your life insurance policy. Bor-
rowed funds will be accounted for on
the liability side of the budget sheet.

Now that all of the property, equip-
ment, cash, and securities you own have
been accounted for and a total value
calculated (the total value of our
fisherman's assets is $367,200), let's look
at the other side of the balance sheet and
list what you owe on some of these
assets.

Balance Sheet Liabilities

If you have already completed the asset
side of the balance sheet and filled in the
appropriate schedules on the back of the
balance sheet, the liability side is easy. It
is mostly a matter of looking at the
schedules and picking off the amounts
still owed on your assets. The following
explanation of the liability section as-

BIVISION OF INVESTMENTS
ALASKA DEPARTMENT OF COM;\SHCE AND ECONOMIC DEVELOPMENT

. Boa D
Juneau. AK 998110802
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SCHEDULE MO 1- CASH ACCOUNTS
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sumes that the asset side has been com-
pleted.

13.

14.

VESSEL MORTGAGES: Start at the
“Vessels Owned™ schedule and total
up the amount presently owed on
all vessel loans listed. Usually there
will be just one loan. which makes
the task easy. Show the total on the
“Vessel Mortgages” line of the bal-
ance sheet. Qur fisherman, unlike
most, has no vessel mortgage and
leaves the “Vessel Mortgages™ line
blank.

REAL ESTATE MORTGAGES: The
“Real Estate Owned” schedule is
your source for determining the
amount to list in this category. Total
the amount owed on loans or notes
for your home, gear shed, vacation
property, investment property. and
any other land or buildings included
in the real estate figure on the asset
side. The “Real Estate Owned”
schedule in the example shows that
our fisherman has a balance of
$53.500 on his home loan. He has
no other real estate loans, so this is
the amount that is transferred 1o the
“Real Estate Mortgages” line of the
halance sheet.

. NOTES PAYABLE TO BANKS: Calcu-

late the total remaining balance on
loans from banks. credit unions, and
other commercial lenders, listed in
the “Notes Payable to Banks™ sched-
ule. The fisherman in our example
has listed a truck loan. The “Present
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16.

17.

Amount” owed is $2,400. Since this
is the only loan from a commercial
lender that he has other than loans
for his house and hoat, which are
listed elsewhere, this is the amount
shown on the balance sheet for
“Notes Payable to Banks.”

NOTES PAYABLE TO OTHERS: In
the example. our fisherman has
borrowed from the state for a lim-
ited entry permit and entered the
loan in the “Notes Payable to Oth-
ers” schedule. He could have en-
tered it in “Notes Payable to Banks”
just as well, but chose not to be-
cause the state is not a typical com-
mercial lender. Since there are no
other loans listed in this schedule,
he transfers the $13,115 balance of
his permit loan to the Notes Payable
to Others line of the balance sheet.
Items that may also fit in this cat-
egory include loans from other
people, and money owed to retailers
for furniture, appliances, automo-
biles, and other goods purchased
with “in-house” financing from the
merchant. Loans on life insurance
policies also fit here if there is not a
separate heading for life insurance
loans.

OWING TO CANNERIES—OPEN
ACCOUNT: If the balance of your
cannery settlement sheets is negative
{vou bought more supplies and
parts than you eamed from selling
fish), list what vou owe here. Re-

18.

member that the balance on a long-
term cannery loan should not be
included here. It belongs with one
or more of the other liability catego-
ries. most likely with “Vessel Mort-
gages.”

OWING TO CANNERIES—OTHER:
Because canneries are doing very
little lending these days and are
even reluctant in many cases to
extend credit for parts and supplies,

this liability category is becoming
less relevant than it was a few years
ago. Any loans or credit from a
cannery that do not belong in one
of the other liability categories
should be added here.

19. OTHER PAYABLES NOT LISTED
ABOVE: This is the catch-all cat-
egory where you list any debts that
are not shown elsewhere. These
may include credit card balances
and account balances at the grocery
store, hardware store, and other
retail or wholesale outlets where
you buy goods and services on
credit. Other common payables that
belong here are child support,
alimony, and income taxes that are
due.

That wraps up the discussion of
assets and liabilities listed on the state’s
balance sheet. Since applications vary
from lender to lender, let’s look at four
more liability categories that you may
run into on other applications.

In the LOANS ON LIFE INSURANCE
category, list the balance of loans you
have taken against the cash value of your
“whole life” or “ordinary life” insurance
policies. Your insurance agent may have
to help you with this one. This is the
liability counterpart to the asset category,
“Cash Value of Life Insurance.”

CHATTEL MORTGAGES, for the
purposes of a fisherman’s balance sheet,
are long-term loans (loans having a
repayment period of more than one
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year) on any personal property except
fishing vessels, fishing equipment, and
permits. Remember, these are listed
separately. “Chattel” is an item of per-
sonal property. Personal property in-
cludes all property with the exception of
securities (stocks and bonds), and “real”
property, as in real estate. Mortgages on
trucks and cars are the most common
types of chattel mortgages.

ACCOUNTS PAYABLE is similar to
the “Other Payables Not Listed Above”
category. Credit card balances, charge
account balances, child support, and
income taxes due are typical “Accounts
Payable.”

MARINE MORTGAGES refers only to
mortgages on documented vessels in the
narrowest sense. In the broader sense it
encompasses all boat mortgages whether
or not the boat is documented.

That truly wraps up the liability and
asset section. Once assets and liabilities
have been itemized, the next step in the
balance sheet process is to calculate "net
worth.”

Net Worth

Net worth is the difference between the
value of the assets you own and the
amount you still owe on them. Other
terms for net worth are “equity” and.
“owner’s equity.” Our Bristol Bay fisher-
man has assets valued at $367.200 and
liabilities of $69,015, for a net worth of

$298,185 (8367,200 - $69,015 = $§298,185).

The value of his assets is 3.6 times
greater than his liabilities, which is con-
sidered a good ratio of net worth to debt.
A positive net worth (assets greater than
liabilities) is essential for obtaining a
loan, and the more positive the better.
From a lender’s standpoint, an
individual's debt should not be greater
than the quick-sale value of his assets,
not including essential assets like house-
hold furniture and clothes, and hard to
sell items for which there is a4 very lim-
ited market—some artwork for example.
Quick-sale value is usually 30% to 75% of
appraised or market value.

Even though a good, positive net
worth with assets two times greater or
more than liabilities is desirable, it does
not tell the whole story of an individual's
financial position. It does not, for in-
stance, say anything about one's credit
record—how reliably bills are paid—nor
does it provide information about cash
flow status.

Many fishermen find themselves short
of cash during the pre-season start-up
period. In the past, processors often
provided the necessary credit to get
through this phase of the fishing cycle.
Now, however, they are cutting back or
eliminating start-up of financial assis-
tance. When processor credit is not
available, what option does a fisherman
have? One answer is to obtdin a short-
term start-up loan from a commercial
lender, using business or personal assets
as collateral. One requirement, of

Total Liabilities  $69,015
+ Net Worth $298.185
Total Assets $367,200

course, is that an individual’s assets be
sufficiently greater than his or her liabili-
ties. Short-term loans of this nature are
called “working capital” loans and consti-
tate one of the most common lending
services that banks offer to all types of
businesses.

The “Balance” in Balance Sheet

The column of assets on every balance
sheet ends with the entry “Total Assets.”
The column of liabilities normally ends
with *Total Liabilities and Net Worth”
(the balance sheet in our example does
not). The asset side of a balance sheet
must balance (equal} the liability side.
which means that total assets must equal
total liabilities plus net worth. If they do
not, 4 simple adding or subtracting error
has been made {assuming that asset and
liability entries were made accurately).
The reason is that net worth is calculated
by subtracting total liabilities from total
assets. When you turn that calculation
around, the addition of net worth to total
liabilities must equal total assets. It is
simple arithmetic. People becoming
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acquainted with financial statements for
the first time sometimes think that the
procedure is more complicated. ¥

L.

Contingent Liabilities

Financial obligations that may arise, but
at an unknown cost and with an un-
known probability of happening, are
calied contingent liabilities. An ex-
ample is the expense you may someday
incur if you co-sign or guarantee a loan
made 1o a business or individual. Of
course, that business or individual is
responsible for making payments: how-
ever. you have signed an agreement with
the lender to pay the debt if the bor-
rower defaults. Pending legal judgments
are another form of contingent liability.
The most common are anticipated di-

vorce settlements, lawsuits, and fines for
infractions of the law. Contingent liabili-
ties reduce your effective net worth by
adding to the risk that you may be un-
able to make your own loan pavments
because other obligations might appear.

When completing this section, make
separate estimates of the potential cost of
cach type of contingent liability——guaran-
teed loan, divorce settlement, lawsuit.
and so on. If an estimate cannot be
made, at least acknowledge that you are
involved in legal proceedings. Your
signature at the bottom of a financial
statement “warrants that information has
not knowingly been withheld that might
affect the applicant’s credit risk.”

The contingent liability section of our
sample financial statement is very
straightforward to complete. Our fisher-

CONTINGENT LIABILITIES
[ Yes  Are you a co-maker, endarser, or guaranior on any ioan or contract?

Amount §

B No It "y&s™ to whom?

O Yes  Arethere any ur 1 judgments or eollections against you?

[ No Amount §
0 Yes Have you filed for bankruptcy in the last 14 yaars?

g No Year

Other Obligations: Child Support. Alimony, it

sian in extending Cre:

condition.

In submitting the foreg_oing statement the undersigred applicant guaraniees its aca::uracr with the intent that it be relied upon by the divi-
il to the applicant and warrants that infermation has not knowingly
cradit risk; and that the applicant agrees to noetify the division immediately in wnting of any material change in the applicant's

haen withheld that might affect the apr\icant's
inangial

Date —1Ll-7-2C

Signature M L ,5 - Mﬂu

Signature

80-309 (Hav. 790}

mﬁﬁm

Date 11-7-50

man has indicated that neither he nor his
wife has contingent liabilities of any

nature,

Actual Profit and Loss
Statement

The Actual Profit and Loss Statement,
commonly referred to as the P&L, and
sometimes called the Income State-
ment, is a summary of income and
expenses that have accrued since the
end of your last income tax period. The
tax year ends December 31, unless you
have filed with the IRS to operate on a
fiscal year basis. The reason the applica-
tion P&L needs to cover fishing activities
only for the current year is that copies of
federal income tax returns for the past
three years must accompany a loan
application. Each tax return includes a
profit and loss statement for that tax
year, “Schedule C, Profit or (Loss) from
Business or Profession.” Since tax re-
turns show profit for the period prior to
the present tax year, only current year
P&L information is necessary. A fisher-
man completing a loan application in
October, for example, should include all
income and expenses from January 1 of
the current year to the date of the appli-
cation or the end of the previous month.
whichever is most practical.

The P&L statement is relatively self-
explanatory, but a few clarifying remarks
may be helpful:

1. OTHER INCOME: This category
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acquainted with financial statements for
the first time sometimes think that the
procedure is more complicated. #

L

Contingent Liabilities

Financial obligations that may arise, but
at an unknown cost and with an un-
known probability of happening, are
called contingent liabilities. An ex-
ample is the expense you may someday
incur if you co-sign or guarantee a loan
made to a business or individual. Of
course, that business or individual is
responsible for making payments: how-
ever, you have signed an agreement with
the lender to pay the debt if the bor-
rower defaults. Pending legal judgments
are another form of contingent liability.
The most common are anticipated di-

vorce settlements, lawsuits, and fines for
infractions of the law. Contingent liabili-
ties reduce your effective net worth by
adding to the risk that you may be un-
able to make your own loan payments
because other obligations might appear.

When completing this section. make
separate estimates of the potential cost of
each type of contingent liabiliry—guaran-
teed loan, divorce settlement, lawsuit,
and so on. If an estimate cannot be
made, at least acknowledge that you are
involved in legal proceedings. Your
signature at the bottom of a financial
statement “warrants that information has
not knowingly been withheld that might
affect the applicant’s credit risk.”

The contingent liability section of our
sample financial statement is very
straightforward to complete. Our fisher-

CONTIMGENT LIABILITIES
O Yes Arayou a co-maker, endorser, or guaranior on any loan or contract?

Amount §

B No it "y&s" to whom?
O Yes  Are there any unsatshed judgments or collections sgainst you?
@ No Amount § _

O Yes Have you filed for bankrupicy i Lhe fast 14 years?
& No

Year

Other Otrligations: Child Support, Alimany, et

condition

Swgnature

Signature

80-309 (Hav. 790}

|n submitting the faregoing statement the undersigned applicant guarantees its aocmacr with the intent that it be relied upon by the divi-
sian in extending credit to the applicant and warrants that information has not knowingly
cradit nsk: and that the applicant agrees 1o netify the division immediately in writing of any materiat change in the applicant's

sl At

heen withhald that might affect the aprlicam's
inancial

Date —11-7-2¢

Date __ 11-7-50

man has indicated that neither he nor his
wife has contingent liabilities of any
nature. i

Actual Profit and Loss
Statement

The Actual Profit and Loss Statement,
commonly referred to as the P&L, and
sometimes calied the Income State-
ment, is a summary of income and
expenses that have accrued since the
end of your last income tax period. The
tax year ends December 31, unless you
have filed with the IRS 1o operate on a
fiscal year basis. The reason the applica-
tion P&L needs to cover fishing activities
only for the current year is that copies of
federal income tax returns for the past
three years must accompany a loan
application. Each tax return includes a
profit and loss statement for that tax
year, “Schedule C, Profit or (Loss) from
Business or Profession.” Since tax re-
turns show profit for the period prior to
the present tax year, only current year
P&L information is necessary. A fisher-
man completing a loan application in
October, for example, should include all
income and expenses from January 1 of
the current year to the date of the appli-
cation or the end of the previous month.
whichever is most practical.

The P&L statement is relatively self-
explanatory, but a few clarifying remarks
may be helpful:

1. OTHER INCOME: This category
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should encompass all other income
earned by you and your spouse or
co-applicant, including full-time and
part-time wages, military reserve
pay, interest or dividend income,
contract work, child support, and
crew share income. Most fishing
families and partnerships have other
income of some sort. The couple in
our example shows other income of
$10,000 earned by the wife through
October 31.

CREW SHARES: These expenses
should not include share payments
to the owner-operator or the boat.
Income to the owner-operator and
the boat is the profit remaining after
other crew members and suppliers
of goods and services have been
paid.

VESSEL REPAIR and GEAR REPAIR:
These expenses result from normal
maintenance. Parts and labor costs
associated with keeping a boat,
fishing gear, and equipment in
proper operating condition falls into
the “Repair” category. The cost to
set-netters and some gillnetters of
keeping fish camp facilities in good
condition is also a repair expense.
GEAR AND EQUIPMENT PUR-
CHASES: In this category new
engines, new complete nets (not just
replacement web), radars, power
hlocks, and other major purchases
should be grouped. If your P&L
statement does not have this ex-

Jopseph

DIVISION OF INVESTMENTS
ALASKA DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT

RP.O. Box D
Juneau, AK 99811-0802

COMMERCIAL FISHING
ACTUAL PROFIT AND LOSS STATEMENT

A, Shocoodl

Applicant's Name

Sacial Security Number 4°4-05-111"

For the period beginning Jacuasy L. 129 and ending Coinias 15
INCOME EXPENSES
Gross Sales: Crew Sharas L
Salmon (Troll) S
Fuel -y
Saimon {Seing) ¥
Groceries )
Salmon {Gillnet) e .
Brostcl Bay <L Bait and ice

Saimon {Beach)

Vessal Repair

Halibut >0
Gear Repair S
Crab o
Insurance N
Shrimp
Vessel Lease or Rent 451
Black Cod SEICA FaUREnD !
Gear & Equipment
Herring _ Purchases =, 0 ~—p
Toglax FA
Other Taxes
Other ) i O Other vizzcilancoos il L.
TOTAL INCOME 5 sqt TOTAL FISHING EXPENSES PR
Your income must be verified with copies of Personal Living Expense L-
yOur fish tickets or a cannery statement. If your _
incoma was from crewing, you must provide a Food Allowance :
signed affidavit from your skipper. "
Utilities -
Comments: insurance [
L:ving expenses are -r 1L monthe Medical Expenses .
Other Support -
Other .
TOTAL LIVING EXPENSES S, e —
TOTAL EXPENSES _
08-902 (Rev. 730} 1183
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pense heading or something similar,
add major purchases to “Other”
expenses. But then be certain to
state in the “Comments™ section
(most P&L statements have a com-
ments section) what was purchased,
the month it was purchased, its cost,
and in which expense category you
have shown the cost. Do not mix
major purchases with repair ex-
penses—doing so can grossly distort
the picture of normal operating
expenses. Your loan officer will be
trying to get a handle on normal
operating expenses by comparing
the profit and loss statements
(Schedule C) from your last three
vears’ tax returns, the application
P&l (the financial form we are now
discussing). and the application
“Projected Profit and Loss
Statement.”

OTHER expenses: This is a4 category
for all your unlisted expenses.

Many P&L statements designed for
fishing operations do not list certain
expense items—usually because of
space limitations—that may turn out
to be fairly expensive; some ex-
amples are aquaculture assessments,
property taxes, transportation to and
from the fishing port or to and from
the grounds. and moorage and
storage fees. Think about all the
unlisted expenses that you encoun-
ter and lump them into the “Other”
expense category.

TOTAL LIVING EXPENSES: Thesc

expenses may be asked for on the
P&L statement, after fishing ex-
penses are totaled. If so, again, be
honest with yourself and list them
all. A systematic approach to deter-
mining living expenses is to go
through your checkbook or receipts
for a six-month period and add up
actual costs for food. miscellaneous
supplies, clothing, recreation and
vacations, gifts and special events
(include Christmas), and medical
care. Divide the total by six to
arrive at an average monthly figure.
Combine this figure with monthly
payments for rent, electricity, heat.
phone, cable TV, loans, credit cards,
child support, insurance, and other
recurring living expenses. The
result will be “total monthly ex-
penses.” Multiply total monthly
expenses by the number of months
to the date of your application to
determine your current year living
expenses. Our fisherman and his
wife calculated total living expenses
of $24,067 for the first 10 months of
the year.

DUES AND LICENSES include only
license payments and dues that recur
annually. Examples are expenses for
vessel, truck, and interim-use permit
licenses, and for fishing association
memberships.

DEPRECIATION is an accounting
convention for spreading the cost of
major items of equipment such as fishing

vessels, trucks, and nets, over a period of
years. If your loan application includes
depreciation as a fishing expense, use
the depreciation figure on Schedule C of
your most recent income tax return.
Because depreciation is not an out-of-
pocket expense (you don't actually pay
for depreciation—it doesn't affect your
cash flow), some lenders disregard it and
simply add it back to net profit to deter-
mine how much is available for living
expenses and loan payments. Those
lenders who do use depreciation to
estimate the annual decrease in value of
vessels, gear, and equipment, calculate it
differently from the way the IRS now
wants it done. Be prepared to provide
these lenders with the original cost of
your depreciable assets; it is a necessary
part of the depreciation equation.

The total monthly expense figure may
be used for the Projected Profit and Loss
Statement as well as the Actual Profit and
Loss Statement. The Projected P&L is a
separate part of the loan package, which
we will look at next. It is identical in
format to the Actual P&L but is an esti-
mate of future operations, whereas the
P&L we have just examined is a sum-
mary of past operations.

That concludes the review of the
Actual Profit and Loss Statement as well
as the review of the entire Financial
Statement. Remember. there are three
parts to the financial statement; the
Balance Sheet, Contingent Liabilities, and
the Actual Profit and Loss Statement, T
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Projected Profit and Loss
Statement

This is the point at which you estimate
how much you expect to earn during the
first year after receiving your new loan
and how much your fishing and living
expenses will cost. From these figures,
your lender will determine what will be
left to make payments on the projected
loan.

Other terms for Projected Profit and
Loss Statement are Income and Ex-
pense Budget and Pro Forma Profit
and Loss Statement. They mean the

same thing and are used interchangeably.

The most difficult part of projecting
income and expenses is avoiding the
temptation to exaggerate income and
understate expenses. This can reduce
your credibility which, in turn, can lead
to poorer loan terms. The principal
lenders in today's vessel loan market
have taken steps to improve their knowl-
edge of fisheries in their region. They
have become more expert because of a
steady increase in vessel loan defaults in
recent years. Some are now compiling
data bases of vessel income and operat-
ing costs for each fishery. All stay cur-
rent on the market and catch factors that
affect wholesale fish prices. Armed with
supply-demand-price information,
coupled with a fisherman’s catch history,
financial statement, and past three years
income 1ax records, a lender is able to
review an income and expense projec-
tion and judge, better than ever before,

how realistic it is. Exaggerated projec-
tions reflect on an individual’s grasp of
the financial side of his or her operation.
If finances are not understood and man-
aged well, the risk of loan default in-
Creases.

Some lenders use information from a
P&L projection to calculate a fisherman’s
break-even point. Break-even analysis is
another tool available to estimate the
affordability of a loan proposal. The
break-even calculation uses projected ex-
vessel prices, fishing and living expenses,
and the new loan payment to arrive at
the number of pounds of fish that must
be caught to cover all costs. The break-
even catch is compared with a
fisherman’s projected catch in conjunc-
tion with his catch history to determine if
the borrower is likely to catch enough
fish to be able to afford new loan
payments.

As you work through your income
and expense projections keep in mind
the following points:

1. COMMENTS: This section is the
place to explain fishing income.
Most P&L projections have a com-
ments section to show how it is
derived. Indicate the expected catch
and price of each species that con-
tributes to the total gross income
figure. For example. our Bristol Bay
fisherman has shown that he ex-
pects to sell 5,000 b of king salmon
at $1.50 per b, 70,000 Ib of red
salmon at §1.25 per b, and 4,000 1b

of silvers at 80c per lb. These com-
hine for a total income of $98.200.
He also intends to fish for herring.
and in the herring block of the
income section he has squeezed in
his expected catch and price. They
add up to another $5,000.

Notice that our fisherman antici-
pates earning nearly 40% more with
a new boat than he did the past year
with his current vessel. This re-
quires a good explanation. Any
lender will be skeptical that catch
can be increased so dramatically just
by having a new boat. The fisher-
man explains in the comment sec-
tion why he is convinced that his
catch projection is realistic. The
lender may check with other tisher-
men and with the processor to
whom the fisherman sells fish. to
determine if the explanation is
reasonable. The point here is, if
you are going to project that a new
boat or piece of equipment will re-
sult in a significant increase in caich,
be prepared to defend that projec-
tion with strong. logical reasons.

TOTAL LIVING EXPENSES and
TOTAL FISHING EXPENSES may be
carried over o the Projected P&L
from the Actual P&L if there is no
reason to expect these to change
much during the projected year. If
“other” expenses on the Actual P&L
includes equipment purchases, be
sure to deduct these before transfer-
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i DIVISION OF INVESTMENTS

ALASKA DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT

P.C.Box D
Juneay, AK 99811-0802

COMMERCIAL FISHING
PROJECTED PROFIT AND 1 O5S STATEMENT
{First Year After Recelving Loan)

Applicant'’s Name __ Jcoseph A, Andezsol Social Security Number =21l
For the period beginning Cengary L. LF90 and ending Decerues, 29;
INCOME ! EXPENSES
Gross Sales: Crew Shares i Z5,00¢
Salman (Troll) -
Fuel N -
Salmon {Seine) : o
Groceries 0
Salmon (Gillnet) 2
Sroerpl Bay 52,000 Bait and lce
Salmon (Beach) :
Vessel Repair 590
Halibut ik
Gear Repair .-
Crab 1,550
Insurance ..
Shrimp 3,500
Loan or L > Fayment "
Biack Cod ' G e oan cor parmis so
Gear & Equipmant
Hering 2: = Purchases E
S5 5,204
Cther Taxes |
3,000
emhegglggmeﬁggglty source) 2,300 Other e
TOTAL INCOME $ - s TOTAL FISHING EXPENSES s el
Explain the basis for your projections.: Personal Living Expense 12,0
aMe 15 exXpesTes To o increase oy Food Allowance
wemately 40 zercent for Lhe =L EuY
Utilities .
L £
Ingurance a5
Medical Expensas £07
Child Suppert e
fienh for silwers in afcitioo Other oo
PO TOTAL LIVING EXPENSES ae, 230
53,500
3,200 TOTAL EXPENSES a g
598,200 | Stoe
08-309 (Rev. 7/30) {209

ring that figure to the Projected P&L.
~Other” fishing expenses may in-
clude transportation, moorage,
storage, aquaculture assessment,
vehicle, accounting, dues and li-
censes, property taxes on fishing
equipment, and other related taxes
or fees.

INTEREST COSTS should include
interest only on those fishing loans that
currently exist and will continue into the
projected year. Do not include interest
on the loan for which you are applying.
Your banker wants to see all anticipated
expenses other than the new loan pay-
ment in order to judge whether the new
one will be affordable. This category is
not on the state form, but you should
include the information. I

Loan Application

Each application package includes one
form which, itself, is called the “applica-
tion.” Here the applicant, co-applicant,
and other guarantors or partners briefly
state their personal history and financial
status. If the lender has eligibility re-
quirements, questions relating to them
may be asked on this form. The applica-
tion is the initial screening device for the
lender. Much of the information it asks
for will be requested in greater detail in
other parts of the application package.
Comments on completing the application
form follow.

1. Some lenders will ask on the appli-
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cation form for the AMOUNT YOU
WISH TO BORROW and the number
of years desired for repayment.
Before you provide these figures,
find out what the resulting annual
loan payment will be by calling a
loan officer at the lending institution
from which you wish to borrow.
Tell the loan officer the amoumnt you
wish to borrow, what you wish to
purchase, and the purchase price.
He or she can then estimate the
number of years you will have to
repay the loan and tell you the
approximate annual payment
amount. You can then use your
catch history and the expenses from
your P&L statement 1o judge
whether the loan is going to be
affordable. Another way to deter-
mine affordability is to use the
break-even procedure, outlined in
the Break-Even Analysis chapter in
this book, to see how many pounds
of fish must be caught to cover
expenses and new loan payments.
Again, compare with your catch
history. If the loan payments seem
manageable, proceed with the loan
application.

CO-APPLICANT: This may be a
spouse, co-habitant, relative, or
partner. Partners in a partnership
should be prepared to provide
separate application forms, financial
stalements, tax returns. personal
histories, and credit references. Co-

DIVISION OF INVESTMENT:

5
ALASKA DEPARTMENT OF COMMEF{CE END ECOMNOMIC DEVELOPMENT

PO, Bo
Jungau. AR 99611 jaaz

APPLICATION FOR COMMERCIAL FISHING LDAN

Applicant Mame: {Last. Farst ML) Currant [ Data
I - K
Ardersun lemsaph AL Smlal Securlly MNumber
PR R B |
Maling Address (Streal PO Box, City, Stave. Zip Code) Apalicant's Telephona Number
P, Boax 0D {30730 112-700C
Wests-p o ¥illage, Rlasks dwtd How Long at Mailing Address
[Y s ‘Mas]
Physical Locabon (I ditterer krom maiing address) 3
Date of Bink
-0 I-6T
. Place ot Birth (City and State)
! o— 4 lapplytoralbanel§_ TUL G wobeepaig m L L years Western Yil_azme, Alulk:
= lapply of ing | B Marned { noluding sepat alad)
for assumption af an suisting loan O Mot mamad (including single,
I | 2pply lor prequalificaton lor a limited et 1 loan in the armount of dhvorca, wdowsd
T’ in the
POy praqu or a imi 1 m?ag:d in i i l;‘eaors Number of Depardents
! - —_— - [excluding Appiicant)
i
Apphcant Business Name o Ingradual Current Date
L1-i7-%
Z Business & ‘ - n
o mtRen axpayer [dantficaton Number
EsUNTE I Parmarship
T AT o
1 = Carparaton T
Mailng Acdress (Sireat'P.O, Box, Gy, Stana, Zip Sodal Husirgss Telephone Humber
F.3. Box LUC Cw o o
Wemtard Vi llage, Aluzka  Hdwde ° ’
SpousaiCo-Appheant. Nama (Las, First, M1 Socal Security Number
I T T
e—' Ardersun Marv . Date- cf Birn
]
Maiing Address (StreerP.O. Box. City. State, Zip Code) Place of Birth iCmy and Slale:
F.9. Sex 107 Anchor daJe, oAz
Western Village, AE  #30a% Gross Monthly Salary
b [belore deductions) £1,8I3
Spousa'Go-Spplicari's Employer Deccupation:Pasinan Haw Lora Employers Telephona Number
el R
WegTesn Buhool Disoroo Teazror Ride CRITH -GS
Nearas! Raiatiee nat lvng with youComact Person: [Last, First ML) Talephone Murmoer
Arddarzun, BlIr=d 5. [SCINN IR I E
Mailing Aadress. (SteetP O Box, Gity. State Zip Code) Put your raarest eative nal lving wilh
R yDU Dr a Contact parson who Aows how
g 10 reach you when your curment maiing
B Ay address o tewphane numbed may have
cnanged.
Amount
e—' ADDTIOMAL INCOME R
| [Applcant or Co-Applicant) Soutee Marnthiy Yearly
! fTotise Western Willsags Acnenl Liztoioh b o0l
08-308 Rev. 7901 [ae]
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Have you avar oblained a loan either fully or partally funded by the Slate or by Alagka Indugtral Developmant
.

Authority? Rves
I yos. completa tha tollowing:
Date Loan Received | ArmDLNE Current Balance
Sertember L¥Es T 20,00 IR
1 hava baen a resdent of Alaska since LRE3 {ymar) May {month)
Lis! baiow ha acoresses of sach piace you have resgied auring the past sewen yaars. Aftach a saparaie shaet of paper £ necessary.
DATES MAME GF LANDLORD PHONE
TO STREET ADDRESS 1F RENTING CONTACT
I
an. 1=2E 3!_ Fresent Westorn Willage N Lai-zz2 2

1 |

Lest bk the magor jabs held during the years being claimed far elgibdity.

Emplayar Jot: Cescnphon Salary Yaar : Yearly Total

)
i |

| cerity under penalty of R:rjury thal all of the intormation contained n this apéplncabon and any atachments to it is true,
complets. | am aware thal the masimum panalty tor perjury, a Glass B felony under A
and smpnscnmanl tor up 18 10 years {AS 12.55.125{dh.

accurate and

11.56.2001¢), is a fine of up lo §50,000 (AS Y2 55 035(b)(2})

| } agrew that il any wnformaton comained wn this applicaton and astachmenis is {alsa, inaccurala or incomplets, the dwison will deny the
1 application | a1s0 agrae ihat ! I receive a lpan based on this apnlical an h stz and any inf i d i thiz applica-
Won and altachments is later determined to ba false. inaccurate of incamplete. then the Ioan wi be canceiled and | wil be immediately
hable to repay the toral Lowe | further agrae that if any application submitted 1o the division is denied or if & loan \hat has heen mads
\s eancelled cue to lalse, inaccurala, or wicamplete infarmation, | will ne longer be eligibla far any future benefils under the Commargial

Fishing Loan Program.

Commission and thal the division may alsg optain intarmation aboyw! me from the commission.

| ynderstand thal the division will, in ils giscretian, release intarmation contained m (his application ta the commercial Fisharias Entry

ovarpsy 7, 19370 .
Dale mnature
Date ; ; Signaiure

STATE OF ALASKA
1 88
JUDICIAL DISTRIET
The loregeing inslrument was acknowleoged belore me this day ol 18
by

[Nama of parson who acknawlkedged)

MNolary Putdic

My cOMMISSion e4pres:

08308 (Rey 7-901 (303

applicants, such as a husband and
wife, who file joint tax returns,
financial statements, and credit
references, need not prepare sepa-
rate application forms.

3. ADDITIONAL INCOME: This is
income earned by the applicant or
co-applicant from regular or part-
time work other than commercial
fishing. Additional income may also
be investment income from rentals,
securities, leases, and other sources.

The Bristol Bay fisherman has asked
on his application form for $70,000, to be
repaid over 10 years. At 10.5% interest
{(the state commercial fishing loan pro-
gram rate) this will generate annual loan
payments of $11,639. His Actual Profit
and Loss Statement for the current year
reveals that his total fishing income is
nearly equal to his total expenses. With-
out his wife'’s income he would not be
able to afford additional loan payments,
assuming that his income this year fol-
lows the pattern of the past few years.
He projects catching nearly 40% more
salmon with a new vessel, which would
make the new payments affordable. If
he isn't fooling himself with his catch
projection and he can continue during
lean years to depend on his wife’s in-
come, he should be in good shape. 1

Letter of Intent

The purposes of the Letter of Intent
are: (1) to list the items of equipment you
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wish to purchase and their value, and
(2) to list the assets you are offering as
collateral and their value.

Each major piece of equipment to be
purchased, such as a boat, net, or per-
mit, should be identified in specific
terms. List its manufacturer, model, size,
and other appropriate identifying charac-
teristics. Include also the purchase price
or survey value of each piece (which-
ever is less) or, in the case of a construc-
tion loan, attach a construction bid. If
the vessel or piece of equipment already
exists, a sales agreement and survey to
verify the anticipated purchase, the
price, and its market value, should also
be attached.

Some lenders will ask how total
borrowed funds are to be applied to
each piece of equipment to be pur-
chased. In order to answer this ques-
tion, a borrower must be aware of the
lender’s financing policy. For example,
suppose that the purchase price of a
gillnet boat and nets is $60,000. Assume
that the vessel surveys at $50.000 and
the nets at $10,000. Suppose further that
a lender’s financing policy is to lend no
more than 75% of the purchase price or
survey value of a vessel and 50% of the
value of nets. The most that this lender
will offer, then, is $37,500 for the boat
and $5,000 for the nets. The maximum
amount that can be borrowed is $42 500.
If the borrower borrows the maximum,
then he must indicate that $37.500 will
go toward purchase of the boat and

DIVISION OF iINVESTMENTS
ALASKA DEPARTMENT OF COMMERGE AND ECONOMIC DEVELCPMENT

PO. Box D
Juneau, AK 99811-0802

COMMERCIAL FISHING
LETTER OF INTENT
{Attach additional sheets as necessary)

Applicam's MName Joosept A, Andersin

I 1 am applying for:

X aloan under Section A or {circle one)

It you receive & loan under Section A, you will notl be eligible to borrew under Section B at
any future date.

{Check appropriate box and #lt in loan amount)

" Purchase Permit $__ -
{aftach purchase agreement)
C  MNew Vessel Gonstruction 5§

{attach bid or contract)

4 Existing Vessel Purchase $ "0
(attach purchase agreement
and maring survey)

—  Upgrade Existing Vessel $ —
{attach bid or contract)

[ Gear Purchase (attach bid) 3

L1 Other {explain) $
Total &8

1 An assumption of an existing state commercial flshlng Ioan.
Existing borrower Loan Number

pregualification for a limited entry permn loan.
Amount res Gear Type _

Ii. Ccllateral Oftered 1o Secure Loan:

Describe in detail and include documentation to verify the value of the collateral being oftered.
‘nclude current photographs of the collateral being offered.

1) B/ Slmesl, 20! alumoinu; g:1.08t vassel woth diazol engdie, poweI L., ard
pawer real
2) Brostol Hay limited er

vogermit #G1FT-ICC0CA

e sa.n o5 omy
3 p"'n]l g oAy
'_, The -

: et =
. Number of jQ s created |13 loan is approved

IV.  Applicant's Signature #‘S% f MM Date

08-909 (Rev. 7/90) (14
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$5.000 to the nets. However, if he bor-
rows less than the maximum, which
means that he has a larger down pay-
ment. he still must consider the lender’s
financing percentage. For example, if
the borrower has $20.000 for a down
payment and needs to borrow $40,000,
he cannot simply state that his down
payment will be split. with $10.000 going
to the nets and the remaining $10.000 to
the boat. That would leave him request-
ing $40.000 for the purchase of the boat,
which is above the lender’s 75% maxi-
mum. The borrower must distribute his
down payment so that he pays for at
least 25% of the cost of the boat, $12,500,
and 50% of the nets, or $5,000. He can

choose to apply the remaining 52,500 of
his $20.000 down pavment to either the
boat or the nets. Since the nets lose
value more quickly than the boat. he
might make the lender happier if he
applies it to the nets.

Collateral is personal or real property
that a borrower agrees to relinquish to a
lender in the event that the borrower
defaults on a loan. The amount of

collateral required to back up or "secure”

a loan is not established by formula. It
depends upon the lender’s estimate of
the borrower's default risk and upon the
rate at which assets lose value over the
life of the loan.

Lenders expect the value of collateral

to always remain significantly greater
than the outstanding balance of a loan so
that a borrower who can no longer
afford loan payments can pay the loan
balance by quickly selling some of the
assets offered as collateral. To quickly
sell a piece of equipment, it usually must
be sold at less than market value.

A sidelight to this is that vessels used
in the salmon and herring fisheries in
Alaska more often than not sell faster if
they are sold in combination with a
timited entry permit. Consequently, the
two lenders who can take possession of
a permit from a permit holder, the Alaska
Department of Commerce and Economic
Development and the Alaska Commercial
Fishing and Agriculture Bank, prefer to
have a boat loan secured by hoth the
boat and a permit.

The Letter of Intent in some applica-
tion packages is the place where infor-
mation about the source of down pay-
ment is requested. This is money that
the borrower is expected to supply from
personal funds. If the down payment is
to come from cash reserves, name the
financial institution where the money is
located. If it will come from the sale of
assets, indicate the type of asset and the
market value. Include an appraisal or
other verification of the asset’s value.

Our sample Letter of Intent does not
ask specifically for information about the
source of down payment funds, but our
fisherman has provided this as additional
information in Section II along with an
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explanation of the use of borrowed
funds. He has indicated that the down
payment for the requested loan will
come from the sale of his current vessel.
The sale has been arranged and will
proceed if the loan request is

approved i}

Personal Commercial
Fishing Résumeé

The personal résumé is the place
where the borrower outlines his or her
fishing experience, technical skills, and
any training that may contribute to the
operation, maintenance, and manage-
ment of the fishing business. Spouses
are an integral part of many fishing
operations, so be sure to identify the
experience, skills, and training that your
spouse (co-applicant, partner) adds to
the business.

The résumé should also include
names and addresses of character refer-
ences, who will attest to the borrower’s
performance and personal qualities.
Caich records for the past three to five
years, not shown elsewhere in the appli-
cation. should be included in the résumé
as well. Let’s take a look at the clements
of a résumé in greater detail.

1. FISHING EXPERIENCE: The outline
of your fishing experience should be
a brief chronological listing of the
fisheries in which you have partici-
pated. the names and types of the
vessels on which you have worked,

and your positions on the vessels.
Begin with the current year and
work back 10 to 15 years if your
experience goes back that far.

In the example our fisherman
described his fishing experience in
the “Commercial Fishing Résumé.”
Besides briefly chronicling his expe-
rience, he has added a short narra-
tive explaining other details about
his fishing background and report-
ing some of the training that has
helped him and his wife succeed in
their fishing business.

SKILLS AND TRAINING: When
listing relevant skills and training.
keep in mind that the task is to
convince a loan officer that you can
catch fish. keep a fishing vessel and
gear operating, and manage the
financial end of the business. List
each skill, where the skill was
learned (on the job or through
technical or academic training), and
when it was learned. If available,
copies of certificates of completion,
university transcripts, or other veriti-
cation of training should be at-
tached. Again don't forget about the
skills and training of a spouse or co-
applicant. You can mention your
skills in a4 narrative like that of our
sample fisherman. or list them as
follows:

Carpentry—on-the-job training.
residential construction, 1972—

1973

Welding—U.S. Army assigned to
motor pool, 1973-1975

Navigation—Coast Guard Auxiliary
course, Anchorage, 1983 (appli-
cant and spouse)

Accounting/bookkeeping—Anchor-
age Community College, 1985
{spouse)

Diesel engine maintenance—
Emerson Diesel Coursc., Seattle,
1985

Hydraulic system maintenance—
University of Alaska Marine Advi-
sory Program workshop,
Dillingham, 1987

REFERENCES: Each résumé will
request the names of personal
references who can verify your
fishing experience, your fishing and
business ability, and vour character.
List the names of people in vour
community with whom and for
whom you have fished. Also list
managers at processing companies
to whom you have delivered fish.
Be sure to list only people who will
be readily available when a lender
writes or calls. If they are away
from home or the office for any
length of time, or addresses and
phone numbers are incorrect, they
will be difficult to contact and the
loan process will slow down. Inci-
dentally, be sure to ask people
before submitting their names
whether they are willing to serve as
references. It leaves a bad impres-
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Name Coazanh A A dirs

Ll

DIVISION OF INVESTMENTS
P.Q. Box D
Juneau, AK 99811-0802
COMMERCIAL FISHING RESUME

Social Security No.

—Briefly describe your commercial fishing experience:

ALASKA DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT

aTal o)t

Area/Species Name of
Year Gear Type Vessel & Skipper Description of Duties
HELE TR sigvs Ray .
: ' ?:;"]‘_:2'% ,d B el CwreriTperatar
CATTILEY M s ar - Ray Ualmon . ;
i Hepsomo Gilloaen Crowran--Poox I:srn, m=od newo, o0Gs
CatLo1aTE gy iero L Eay -
ST Fay oaow Crewrarn==2ic% f1an, mend neTr
' TSl ¥oshokwom Balm -
L Trewran=-Fick 5

€ REFERENCES

List three persons in your vicinity who know you well and to whom we may refer {excluding
relatives or previcus employees}.

Name

Telephone

Mailing Address

R i zh

PN S

0, JeatTie WR O 851ZT

08-909 {(Rev. 7/80)

sion with a lender when a reference
is called who hasn't heen informed

of his or her role and isn’t prepared
to talk about you.

If the lender's application does not
include a CATCH RECORD category (the
sample application does not), you can
add catch information 1o the résume.
Rest assured that the lender will ask for it
at some point before the loan is ap-
proved. Include catch statistics for the
past three to five years that you have
skippered a vessel. Start with the most
recent fishery and work back chronologi-
cally. For each year indicate:

A. Species (e.g.. pink salmon, tanner
crab, spot shrimp),

B. Fishery (e.g., PWS seine, Kodiak crab,
Southeast pot shrimp).

C. Number of days fished (gear in the
water),

D. Average ex-vessel price for each
species,

E. Pounds or tons caught of each
species,

F. Gross income from each species, and

G. Processor or buyer who bought most
of your catch.i

Back-up Information

The application review that each lender
completes involves not only analysis of
the financial and experience information,
but also verification of its accuracy. A
lender may ask you to provide the foi-
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lowing documents to back up the infor-
mation in your application:

Photographs of vessels, equipment,
real estate (buildings) offered to secure a
loan.

Surveys and appraisals of vessels
and other personal or real property
offered as collateral. Surveys or apprais-
als are also expected for individual assets
that have a value equal to 10% or more
of the value of all assets shown on the
financial staternent. Keep in mind that
each survey or appraisal should be no

more than 90 days old at the time the
application is given to a lender.

Credit authorizations allow lenders
to check your payment record with
canneries and businesses from whom
you have bought fishing equipment,
services, and supplies on credit. If you
do not have a business credit record, list
the credit card companies, retail stores,
and other consumer creditors from
whom you make purchases. Lenders
normally include credit authorization
forms in their application package.

Commercial Fishing Catch Record

Tanner crab—Shelikof Packers, Inc.

Year 1990
Days Lb/ton Total

Species Fishery fished Price caught value
King salmon PWS drift gil. 20 £1.80 1,500 2.700
Red Salmon PWS drift gil. 20 $1.80 13,000 23,400
Pink salmon PWS seine 40 $0.35 450,000 157,500
Chum salmon PWS seine 40 $0.90 9,000 8,100
Tanner crab Kadiak crab 20 $2.10 15,000 31,500
Herring PWS seine 1 S700 50 35,000
Processors Buying Catch:

Salmon and herring—Orca Pacific Ocean Products

Example of a catch record (not related to the sample application). Keep in mind that
this block of information needs o be repeated for each of the last three to five years that

you bave been a skipper.

Your signature on the credit authori-
zation allows the creditor to provide the
lender with information about your
account balance, payment amount, and
general credit rating. Include creditors
whom you have paid regularly and on
schedule, regardless of the current ac-
count balance. Indicate on the authori-
zation the name and address of the
creditor and your account number. One
creditor per authorization is the rule,
so be prepared to complete several
authorizations. Again, credit authoriza-
tions are used 1o verify your payment
record with stores and canneries, but not
with banks or other commercial lenders.
Your credit with lenders is investigated
using the next means of verification, the
“Authorization to Verify Financial Infor-
mation.”

Our Bristol Bay fisherman has com-
pleted credit authorization forms for the
store where he charges fishing groceries
and supplies, and for the cannery from
which he purchases some of his fuel.
food. and fishing gear.

Authorizations to verify financial
information are sent to financial institu-
tions (including brokerage houses)
where you have an existing loan or have
money in an account. Your money may
be in checking, savings or money market
accounts, or in certificates of deposit.
Your money may also be in stocks,
bonds, mortgages, insurance policies, or
other investments.

Most lenders are interested in learn-
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ing only about your business loans. If.
however, your business borrowing is
very limited, have verifications sent to
lenders of real estate and consumer loans
that vou have reccived. Separate verifi-
cations should go to each of the organi-
zations where you have major deposits,
investments, and loans. Authorization
forms are part of vour lender's applica-
tion package. Our fisherman deals with
only one financial institution for his
checking. saving, and borrowing necds
and consequently has completed just one
authorization form.

Income tax returns. Complete
federal and, if applicable, state income
tax returns for the past three years are a
routine requirement for a commercial
loan. They are used to verify income,
operating expenses, and cash flow.
Recent income tax returns also suggest
(hut don’t prove) that you are not delin-
quent in paying income taxes. This is
important to a lender. because if you
have failed to pay back taxes, the Inter-
nal Revenue Service has first claim to
vour assets, including your boat. The
upshot of this is: no tax returns, no
loan.

Schedule C, “Profit or (Loss) from
Business or Profession.” is the principal
income tax form that a loan ofticer will
review. Net profit from your fishing
business is shown here. If you consis-
tently show little or no profit, there is an
apparent risk that you may be unable to
afford additional loan payments. 1t is not
uncommon, however, for a sole propri-

DIVISION OF INVESTMENTS

ALASKA DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT URGENT
P.O. Box D Piease Reply
Juneau, AK 99811-0802 Within 48 Hours
LOAN PENDING
CREDIT AUTHORIZATION
l. Jiessnh Aldred snderaiin . oof Western Vil:aje, Alazks

{Print full name) {City and State}
authorize the following named creditor 1o divulge to the Department of Commerce and Ecenomic
Development, State of Alaska, any and all informatien ¢cencerning the nature of my credit transac-
tions with them, including but not limited to, the amount of credit extended, the terms and condi-
tions ot the transactions, the current balance, if any is cutstanding, and the repayment record.

| understand that the infarmation is of a confidential nature and will be used for the sole purpose
of evaluating an application which | have submitted to the State.

NAME OF CREDITOR __fay ienera. itoce

ACCOUNT NUMBER DN
ADDRESS Do meon a0

CITY SLi.ingran X STATE Alacka

Z1P CODE 2z37¢

APPLICANT'S SIGNATURE

This form shoutd be returned #ith the application package. The division will forward all authoriza-
tions to the creditors.

Creditor Verification
{For creditor use only)

The above named applicant has applied for benefits from the State. To assist us in evaluating this
application, we would appreciate any information you can give us regarding our applicant’s credit
rating. Information received will be considered contidential.

Data Maximum
Aceount Credit Present
Opened Extended Balance Payments Rating
!
Remarks
Signature of Creditor Title Date

Please return to:

[

Division of finvesimants
3801 °C" $t, Sude 775
Anchorage, AK 98503
Telephons: 562-3774

Chszon of Investmeris
F.O. Bax

Juneau, AK 95811-0802
Talephona: 465-2510

08-308 (Rev. 7/30) 122)
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DIVISION OF INVESTMENTS
ALASKA DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT URGENT
P.O.Box D Please Reply
Juneau, AK 99811-0802 Within 46 Hours
LOAN PENDING
AUTHCRIZATION TQ VERIFY FINANCIAL INFCRMATION
I Joeseph Blfred Apdersun , of Western Yillage, fAlaska
(Print Full Narne) {City and State)

authorize thae tollowing named financial institution to divuige to the Department of Commerce and Economic
Development, State of Alaska. any and all information concerning the nature of my account balances and loan
balances with them, including, but not limitad to, the amount of credit extended. the terms and conditions of
the transactions and the account balance, it any is outstanding.

| understand that the intormation is of 2 confidential nature and will be used for the sole purpose of evaluating
an application which | have submitted to tha State.

Name of Financial Institution First Hatisnsl Bark

Checking Account Number 242120002 Savings Acoount Number __3C-C26-091

Loan Number [37878 (Zome) Loan Number J4538F3 (mLTGY

Address 2.2, Box L0I0

City Diaaingham State A.aska Zip _3987¢
Applicants Signature Mﬁl\m Date _.1-7-30

This ferm should be retyfned with the application package. The division will forward all authorizations to the
craditors.

BANK YERIFICATION OF FINANCIAL INFORMATION
{For Bank Use Only)

Checking Account: Savings AcCount: Other Account:

Currant Balance — | Current Balance — ! Current Balance
& Month Average — |6 Month Average — "B Menth Average
Date Account Date Account ; Date Account
was opaned — | was opened was opened

Loans Dale QOriginal Balance Payments Current Balance Rating

Secured
Unsacured

The intermation providad above is essantially correct as of 1his date and accurately reflects the ingividual’s finan-
cial dealings with this instidution.

Remarks
Signature of Bank Official Title Date
Please return 1o - L
Divizion of iInvasiments Divizicn of Investmants
PO Box D 360t 4 B, Suite 778
Juneau. AK 99811-0802 Anchorage, AK, 99503
Telephone 465-2510 Telephong. 5623279

08-909 {Rev. 780 124)

etor (most fishermen are sole propri-
etors) to have a comfortable cash flow
even though taxable profits are small.
This can happen when earnings are
legitimately sheltered from income taxes
through large depreciation deductions
and perhaps capital construction fund
deposits. 1f this is your situation, you
need to attach a note to your tax returns
explaining why your cash flow is ad-
equate even though your profit is low.
Take the initiative in helping the loan
officer and loan committee understand
your financial position.

Commercial Fishing Consent to
Release Information forms authorize
state and federal fisheries agencies to
release information about your catch
record and the status of your fishing
permit. These forms, which are provided
by the lender, may be titled differently
by different lenders, but the intent js the
same. Notice that both hushand and
wife (co-applicant) have signed the
“Consent 10 Release Information” form in
the sample application.

Residency records. If the lender
has a residency requirement, as the State
of Alaska Commercial Fishing lL.oan
Program has, you will be asked to prove
that you are a resident by providing a
variety of records. These may include a
driver's license. voter’s registration card,
bank accounts, rent or mortgage pay-
ment receipts, and utility bills.



54 The Application

Construction or purchase
agreement.

1. Construction Agreemen!

Protection for both buyer and lender
from construction mishaps is on the
mind of the loan officer reviewing a
construction contract. The lender wants
clauses in the agreement providing
protection in case the vessel is destroyed
during construction (by a fire for in-
stance) or in case the builder goes out of
business. The lender and especially the
buyer also want protection against lost
fishing time (income) resulting from
faulty workmanship. Other clauses
involving cost overruns, warranty of
waorkmanship and materials, liens against
the builder by suppliers to the builder.
arbitration of disputes between the
builder and buyer, conditions for
progress payments, and other potential
problems may also be desirable.

The experienced lender will ensure
that maximum protection is written into a
construction loan contract because 4
construction loan normally remains
unsecured until the vessel is finished and
documented. The vessel is not accept-
able as callateral for a loan undl the
~document,” which is prepared by the
Coast Guard. lists the lender as a4 mort-
gagee. Because of this, some Jenders,
including the State of Alaska, do not
make interim construction loans.

2. Purchase Agreement

A lien that is listed on a vessel docu-
ment is termed a PREFFRRED MARINE

DIVISION OF INVESTMENTS
ALASKA DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT
P.O.Box D
Juneau, AK 99811-0802

COMMERCIAL FISHING
CONSENT TO RELEASE INFORMATION

| authorize the Division of Investments to obtain copies of:

State income tax returns

U.S. income tax returns

U.S. Civil Service personnal records

.5, Social Security records

U.S. military service records

U S. Department of Labor employment records

State and U S. tisheries records

State and Federal enrcliment and financial aids records
Telephone, utility and water records

U.5. Postal Service intormation

Commercial Fisheries Entry Commission {Limited Entry) records
State Permanent Fund Dividend Pragram records

Alaska Depariment of Public Safety records

Alaska Departmant of Fish and Game records

Any other records which would relate to my stated claim of Alaska domicile/residency

-
AWM ORENO DRGNS

{ also authorize the release of any infarmation contained in this application and attachments 1o the
Commercial Fisheries Entry Commission, the Internal Revenue Service, and the Alaska Permanent Fund
Corparation. In addition | authorize the division to verify the validity of information submitted in support
of this loan application. In verifying that the applicant is not elagible tor an alternative source of financing
{3 AAC 80.055(b}). | understand that information contained in the application may be released to other
lending institutions. Further, | authorize the division to obtain ¢redit information on me from credit repor-
ting agencies.

;' Applicant's Signature

JoeseLl, S, Sodelsun Mary AQCeriul

Applicant's Name - Plegase Print Spouse's Name - Please Print

Siﬁture of spouse if joint

filings/records maintained

4T4-13-1331 474031214

Applicant's Social Security No. Spouse’s Social Security No.

08-908 {Rev. 780} (28)
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MORTGAGE. Only mortgages are listed
on a ship’s document. Other types of
liens against an operating vessel may be
registered with the Coast Guard, but are
not listed on the vessel document. Liens
may be filed with the Coast Guard by
suppliers of goods or services who have
not heen paid by a vessel owner. Al-
though they are not recorded on the
document as are mortgages. they are
made a matter of public record. The
significance of this lies in the fact that
outstanding claims of lien are transferred
from owner to owner. A new owner of
an existing vessel may be held liable for
the previous owner’s debts. Conse-
quently, a potential buyer should ensure
that no liens exist at the time of sale. Tt
is common practice to include in the
purchase agreement a clause stating that
no liens or encumbrances remain against
the vessel. “Preferred ship’s mortgages,”
in contrast to liens, cannot be transferred
from owner to owner. Each mortgage
must be paid in full before title to a

vessel can be transferred to a new buyer.

Purchase agreements for existing
vessels are usually of secondary concern
to a lender and are often not reviewed
so long as the documentation is in order
and there are no liens against the vessel.
Clauses commonly found in a purchase
agreement spell out:

A. Conditions of the sale, such as th
sale price. the amount of the down
payment, and the amount and timing
of subsequent payments;

B. Loan terms if the seller is carrying
part or all of the loan including the
interest rate, number of payments,
and the amount borrowed, as well as
the amount of ¢ach payment,

C. The location of the vessel and gear,
and a list of the gear and equipment
included in the sale:

D. The condition of the vessel and
equipment; and

E. A list of things that the current owner
agrees to do or improvements that
will be made as a condition of the
sale, and the time period in which
they are to be accomplished.

Insurance. Most lenders require that
both hull and machinery and liability
insurance be purchased before the loan
funds are disbursed, Typically. hull and
machinery insurance must equal or
exceed 110% of the remaining balance of
a loan. For example, if a new vessel is
purchased for $100,000, and a lender
lends 75% of the purchase price
(§75.000), the minimum hull and machin-
ery coverage must equal 110% of
$75.000, or $82.500. Vessel owners
usually carry insurance equivalent to the
purchase price or fair market value, as
long as the value is greater than the loan
balance. The lender is named “loss
payee” (beneficiary) on a hull and ma-
chinery policy and receives insurance
disbursements up to the remaining
balance of the vessel loan, before the
OWNEr receives any money.

“Breach of warranty™ insurance is

required by most lenders as an adjunct to
the hull and machinery policy. The
purpose of a breach of warranty rider is
to repav a loan in case the vessel is lost
and a claim is denied under the hull
policy. If, for instance. a vessel which is
insured only for the Kodiuk region is lost
while fishing in Prince William Sound.
the hull policy may be void, but the
lender will be able to recover the bal-
ance of the ship’s mortgage through a
“breach of warranty” policy.

The minimums tor liability, or more
correctly, “protection and indemnity”
insurance (P&I) vary from lender 1o
lender. Plan on needing liability cover-
age of $100.000 for each crew member.
including the skipper, and a minimuam of
$100.000 for each accident involving
property damage or injury to individuals
other than crew members. The major
purpose of P&l coverage is to provide
medical expenses and income compen-
sation for the injury or death of a crew
member,

Protection and indemnity insurance.
however, also covers damages caused by
the vessel to many fixed or movable
obiject or property of whatever nature.”
Damage to docks, piers, and in some
cases to moored vessels, from collision
or excessive wake, falls into this
category. $j

L3
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Loan Payments and
Break-even Analysis

At this point, our review of the loan
application comes to an end. Loan
Pavments and Break-even Analysis
chapters follow. The first step in decid-
ing whether vour purchase plans are
affordable is to find out what the result-
ing loan payments will be. The next
chapter provides a loan payment table
showing the annual pavments associated
with different interest rates, and repay-
ment periods for each $1,000 borrowed.

The next step in making a decision is
doing a bhreak-even calculation following
the procedure shown in the last chapter.
The break-even calculation is used to
determine how many pounds of fish
must be caught to pav fishing expenses.
living expenses, and your anticipated
loan payment. After you compare the
break-even catch with vour catch record,
you are in a good position to decide
whether to proceed to a lender or to re-
examine your needs. ®

7t
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n annual loan payment table

shows the “level term” (every
payment is the same amount), once-a-
year payments due on each $1,000
borrowed at different interest rates and
loan terms. To find the payment for a
loan of several thousand dollars, simply
multiply the payment in the table by the
number of thousands. For example,
Table 1 shows that if you borrow $1.000
at 10% interest and repay the loan over a
five yvear period, the payment each ycar
will be $263.80. If you wish to borrow
$10,000, at the same interest and repay-

ment schedule, your annual payment will

be 10 times as much, or $2,638. 1f you
borrow $50,000 the annual payment will
be 50 times more (513,190} and so on.
To figure income taxes and net worth
for a balance sheet, it is important to
know that the principal and interest

portions of 4 level term loan payment are

different for every payment even though
the total payment amount stays the same.
The interest portion gradually decreases
from the first payment to the last. The
first payment is nearly all interest and the
last is nearly all principal. This is be-
cause interest is figured on the unpaid
balance of a loan. Part of each payment

(the principal) goes toward reduction of
the loan amount; consequently. as the
loan is repaid, the interest charge on the
remainder decreases, But since each
payment is for the same amount, the
principal portion must increase as the
interest portion decreases.

How does this tie in with taxes and
balance sheets? Interest-is a deductible

expense for income tax purposes. As the

interest pottion of your loan payment
decreases each year, all things being
equal, your deductions (on Schedule C)
are less and you pay more taxes. On the
other hand, your balance sheet net worth
will improve annually as you decrease
the amount owed on your loans. This in
turn improves your borrowing power
because your net worth to debt ratio
improves.

The big advantage of level term
payments is that they help financial
planning. You know how much the
payment will be every year so you can
plan business and personal expenses
around it. If interest rates shoot up,
there is no unexpected increase in pay-
ments as there is with a floating rate
loan. However, the disadvantage is that
payments do not decrease when interest
rates fall. If the rate drops three or four
percentage points, however, you can
refinance at a lower rate.

Loan payment tables like Table 1 and
similar loan amortization payment tables
(which can be found in book stores in
the real estate section) are applicable

only to fixed interest rate loans. Loans
from the State of Alaska, the Community
Enterprise Development Corporation
(CEDC), and loans with Small Business
Association (SBA) or Fisheries Obligation
Guarantee Program (FOG) guaraniees
have fixed rates. Loans from commercial
lenders and from Farm Credit System
lenders carry floating (variable) interest
rates except when the loans are guaran-
teed. The calculation of floating rate
payments is explained in Table Z.i
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{cont. on page 60}
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Interest

Rate

7Y% -

TABLE 1 -
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Floating Rate Loans

Table 2 shows how to estimate payments
on a loan with a floating interest rate.
The three-part calculation is straightfor-
ward. Determining the interest rate to
use is not straightforward. This is where
estimation comes into play. You can use
your own guess about future interest
rates, you can use the guess offered by
vour loan officer, or you can choose an
economist to trust. Any of these routes
will make it obvious that it is not easy to
plan for the future when you have
deal with floating rates.

The calculation is made up of princi-
pal, interest, and total payment. The
principal portion of each payment is
normally calculated by dividing the
original amount borrowed by the total
number of payments. There are other
methods of calculating the principal, but
this is the simplest.

Interest is calculated by multiplying
the remaining balance by the current
interest rate, then dividing that product
by the number of payments per year.
Keep in mind that the remaining balance
is reduced after each payment by an
amount equal to the principal portion of
the payment. The total payment is the
sum of its principal and interest portions.

If this sounds confusing, Table 2
should help straighten it out. Examples
are shown for figuring annual and
monthly payments, ¥

R

Example 1. Annuval Payments

(One payment each year for the first three vears of a 10-yeur loan)

Borrowed: $100,000 Loan period: 10 years Interest rate: Variable
Year 1: Interest rate 17% (of remaining balance)

$100,000 + 10 = $10.000 (principal)

$100,000 x 0.17 = §17,000 (interest)

$10,000 + $17,000 = $27.000 (payment)

Year 2: Interest rate 15% (of remaining balance)
$100,000 + 10 = $10.000 (principal}

$90.000 x 0.15 = 513,500 (interest)

$10.000 + $13,500 = $23.500 (payment)

Year 3: Interest rate 18% (of remaining balance)
$100.000 + 10 = $10.000 (principal)

$80.000 x 0.18 = $14,400 (interest)

$10.000 + $14,400 = $24.400 (payment)

(cont. un page 623
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Principal + Interest =

Example 2. Monthly Payments

(Monthly payments for the first two months of the first year)
Borrowed: $100,000 Loan period: 10 years Interest rate:  17% in first year

Month 1

$100.000 + 10 = $10.000 + 12 = $833.33 (principal)
$100.000 x 0.17 = $17,000 + 12 = $1.416.67 (interest)
$833.33 + $1,416.67 = §2,250.00 (payment)

Month 2

$100,000 + 10 = $10,000 + 12 = $833.33 (principal)
$09,160.67 x 0.17 = $16,858 + 12 = $1,404.86 (interest)
$833.33 + $1,404.80 = $2,238.19 (payment)
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reak-even analysis is used to

help answer the question, "Can [
afford it?” The objective is to determine
how many pounds of fish must be
caught at a given price to meet fishing
and living expenses. In a more dynamic
sense. repetitive break-even calculations
can show how catch must change when
prices or expenses change. Doing these
“what if" projections utilizes break-even
analysis to the fullest as a planning and
budgeting tool.

Assume that 4 fisherman wants 1o
borrow $100,000 to purchase a new boat
for his Bristol Bay gillnet fishery. The
joan terms are 10 years and 14% interest.
If we assume level term payments, Table
1 on page 57 shows that the resulting
payment per $1,000 is $191.70. The
annual payment for $100,000 is therefore
$19.170.

The important question is, how many
pounds of red and chum salmon must be
caught to make this boat payment, while
covering all other fishing and living
expenses? To arrive at an answer we
must first list the fisherman’s projected
fishing expenses, then the estimated ex-
vessel prices for reds and chums, and

finally, the percentage of reds in his
catch and the percentage chums (this is
termed the species mix). To get a better
idea of the information needed, take a
look at the fill-in-the-blanks break-even
guide on pages 66-70.

Let's consider some of the cost and
information items in greater detail before
filling in the blanks.

1. LOAN PAYMENTS. The projected
boat payment is $§19.171. Assume
also that this fisherman purchased a
limited entry permit at the time his
original boat was purchased and is
already making annual permit loan
payments of $15,000.

2. CREW SHARE ARRANGEMENT.
Assume that there are two crewmen
in addition to the skipper/owner.
Each crewman receives 10% of gross
income. The total crew share conse-
quently is 20%.

3, FISH TAX OR AQUACULTURE
ASSESSMENT. Assume that a bor-
ough tax of 3% of gross income is
levied. There is no aquaculture
assessment.

4, LIVING EXPENSES. Our fisherman
would like to take home at least
$40,000 at the end of the season
after all fishing expenses. including
loan payments, are made.

MONTHS THIS FISHERY. Assume
that the fisherman spends two
months preparing his boat for the
fishery, actually fishing, and prepar-
ing the boat for storage.

(W1

6. MONTHS ALL FISHERIES. In this
Bristol Bay example, drift gillnetting
will be the only fishery in which our
fisherman participates, 50 two
months is the total time the fishing
vessel is used annually.

The two categories “months this
fishery” and “months all fisheries”
are used in combination to allocate
fixed fishing expenses to the differ-
ent fisheries in which you partici-
pate. Vessel insurance, accounting
fees, hull and engine maintenance,
and other fixed costs are not fishery
specific, and a portion of these
expenses should be bome by each
fishery. One way to allocate to
various fisheries is to charge fixed
expenses in the same ratio as the
time you spend preparing for and
fishing in each fishery.

For example, take the case of a
southeastern Alaska fisherman who
uses his boat nine months of the
year for herring, salmon, and crab.
If his boat is rigged for salmon three
months of those nine, then one-
third, or 33%, of fixed costs should
be “prorated” to salmon fishing. His
total expenses include all of the
salmon fishing variable expenses,
and one-third of the fixed expenses,
including the boat payment. If he
borrowed money to purchase a
limited entry permit for salmon, the
permit payment would be charged
entirely to the salmon fishery be-
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cause it cannot be used for any
other fishery.

Now we're finished with the prelimi-
navries, so let's get on with the business of
listing expenses dand calcidating the
break-even calch.

7. PROJECTED FISH PRICES.
Red salmon $1.25 per ib
Chum salmon 0.40 per Ib
8. SPECIES MIX.
Red salmon 85% by weight
Chum salmon 15% by weight
9. PROJECTED FISHING EXPENSES.
Direct expenses (specific to a fishery)

Fuel/oil $3,000
Groceries 1,600
Gear and equipment

maintenance 5,000
Supplies 500
Crew insurance 1,000
Permit loan payment 15,000
Travel 350
TOTAL 526,450

Fixed expenses (annual)

Vessel insurdnce 53,000
Hull and engine

maintenance 3,300
Moorage 1,000
Storage (incl. warehouse

expense) 600
Vehicle —
Business administration 200
Legal and accounting 500
Travel and entertainment 1,000

Dues and licenses 250
Boat payvments 16,170
TOTAL $29,220

10. BLENDED PRICE PER POUND. The
blended price takes into account the
mixture of different species and the
different prices for those species.
Multiply the species mix percentage
for a species by its ex-vessel price
and repeat this calculation for each
species. This yields a ~weighted”
price per pound for each species.
When the weighted prices are added
together, the sum is a “blended.
weighted average” price per pound.

11. PRORATED FIXED EXPENSES.
Prorated fixed expenses =

{Months this fishery + Months all

fisheries) x (Total tixed exp.)

Our Bristol Bay fisherman uses his
boat in only one fishery. so prorated
fixed expenses are the same as total
fixed expenses.

Prorated fixed expenses =

(2+2) x (829,220) = 529,220

12. CREW SHARE PLUS TAX PERCENT-
AGES. This is simply the sum of the
crew share and tax percentages (or
aquaculture assessment if applicable
in your region). Write the sum n
decimal format so that it can be
subtracted from the value 17, which
represents one dollar. For example,
23% in decimal format is 0.23.

' At this point we are ready to fill in the
blanks in the break-cven gitide and

complete the break-even calculations.

13, TOTAL EXPENSES. To arrive at total
expenses, add living expenses (no.
4), total direct expenses (no. 9), and
prorated fixed expenses (no.11).

14. BREAK-EVEN INCOME. After crew
share. tax. andsor aquaculture per-
centages of each dollar are sub-
tracted. the remaining fraction of a
dollar is available to cover fishing,
living, and loan expenses. When
this remaining fraction is divided
into the total dollar value of these
expenses, the resulting figure is the
break-even gross income. To restate
the problem another way, this
calculation answerss the question,
“How much do I have to gross so
that when crew, tax, and aquacul-
ture shares are deducted. the re-
mainder will pay for fishing, living.
and loan expenses?”

15. BREAK-EVEN CATCH. Divide the
break-even income (no. 14) by the
blended price per pound (no. 10) to
arrive at the break-even catch for all
species,
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FISHERY"

BREAK-EVEN GUIDE

Calculation Factors

/9, (70

1. Annual boat loan payment

Permit loan payment / \ﬁ: 000
2. Crew share (total %) KO 2
3. Fish tax/assessment (%) 3%
4. Living expenses 40, 000
5. Months this fishery OZ
6. Months all fisheries oz
7. Price/1b (by species) | 8. Species mix (%)
Species A: %a(
NIEEJFT N 85 .,
Species B Chum
B. ¥0.40 /1b 9 .
Species C:
C. /Ib %
Species D:
D /b %

9. Projected fishing expenses

DIRECT EXPENSES

Fuel/oil
Groceries

Gear & equipment
maintenance

Supplies
Crew insurance

Permit loan
payment

Travel

Total direct
expenses

3,000
1, 600

&, 000
G0
1,000

19, 000
390

AT,

FIXED EXPENSES
Vessel insurance

Hull & engine
maintenance

Mcorage
Storage
Vehicle

Business
administration

Legal & accounting
Travel & entertainment
Dues & licenses

Boat payments

G, 900
/, 000
600

an—

H00

G000
1,000
AI0
/19, 70

Total fixed
expenses

292,20
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BREAK-EVEN GUIDE
Calculations

10. Blended price/lb

K7'1n([31'iceA Lﬁ: /‘M
A - .0

%A

12. Crew share % + tax %

Crew share % 020 + tax % J

. 23

(decimal format)

X price B
%C x price C =
%D x price D =
Total blended /. / il
price/Ib

11. Prorated fixed expenses

Z
oZ

Months this fishery

Months all fisheries

AN
27 20

Total fixed
expenses

13. Total expenses

"
experses  F0, 000
N

expenses b 490

+ Prorated fixed

EXpensces Jqf 2920

15. Break-even catch

Break-even income + blended price/lb

= Break-even catch

(24, 247 -

[-/Z

Break-even catch

/)

935

rout [ ¥Q5] 470

€Xpenscs

Prorated fixed ’?029, 220

EXpPenses

14. Break-even income

Total expenses + (1 - [crew share %
+ tax %)) = Break-even income

96, 6 70
+{1 - '023 )

Break-even
income

Y124 247

16. Break-even catch by species

Break-even catch x species mix %
= Break-even catch for each species

Species A: PQ(]
//0/ ?35 X ?\7 O =

Species B:__{ %414

0,935 « 1 -

Species C:

Species D

M 294

/b, 640

b

b
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16. BREAK-EVEN CATCH BY SPECIES.
Notice that the final calculation
shows break-even catch broken out
by species. This is achieved by
multiplying the total break-even
catch by the "percentage mix” for
each species, that is, the percentage
that each species contributes to the
total catch in pounds.

The usefulness of break-even analysis
as a planning tool cannot be overempha-
sized. Its greatest benefit will be realized
when you observe what happens to
break-even catch as prices, expenses,
and loan payments are changed. These
“what if" exercises will help you prepare
both mentally and strategically for the
range of biological. ¢conomic, and
market conditions which may lie ahead.

Use copies of the fill-in-the-blanks
break-even guide on the final pages of
this manual to do your own “what if”
planning. T

A
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FISHERY:

BREAK-EVEN GUIDE

Calculation Factors

1. Annual boat loan payment
Permit loan payment
2. Crew share (total %)

Fish tax/assessment (%)

W

Living expenses

b

Months this fishery

6. Months all fisheries

7. Price/Ib (by species) | 8. Species mix (%)

Species A:
A. — /b A %
Species B:
B. /Ib] B. %
Species C:
C. /Ib| C. %
Species D
D. /b | D. %

IMRECT EXPENSES
Fuel/oil
Groceries

Gear & equipment
maintenance

Supplies
Crew insurance

Permit loan
payment

Travel

9. Projected fishing expenses

FIXED EXPENSES
Vessel insurance

Hull & engine
maintenance

Moocrage
Storage
Vehicle

Business
administration

Legal & accounting
Travel & entertainment
Dues & licenses

Boat payments

Total direct
expenses

Total fixed
expenses
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BREAK-EVEN GUIDE
Calculations

10. Blended price/lb

12. Crew share % + tax %

Crew share % + tax %%

{decimal format)

A X price A =
%B X price B =
%C x price C =
%D X price D =
Total blended
price/lb

11. Prorated fixed expenses

Months all fisheries

Total fixed
expenses

Months this fishery +

13. Total expenses

Living
eXpenses

+ Direct
expenses

+ Prorated fixed
expenses

15. Break-even catch

Rreak-even income + blended price/Ib
= Break-even catch

Break-even catch

Total

expenses

Prorated fixed
expenses

14. Break-even income

Total expenses + (1 - [crew share %
+ tax %)) = Break-even income

+ (1 - )

Break-even
income

16. Break-even catch by species

Break-even catch x species mix %
= Break-even catch for cach species

Species A:

X Y =
Species B:

X % =
Species C:

X 0 =
Species D:

X % =

1b

b

Ih




