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2 Introduction

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

sity for acquiring a vessel, gear, and a

fishing permit if one is required. Often
fishermen must also borrow in order to
bring seasonal start-up funds  "v orking
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 borrow ing 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 match each loan
program'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
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of one or more species must be caught
to meet fishing expen»e», loan payment»,
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 tho»e 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 w ith lend-
ers over incomplete paperwork. How
many times have interest rates risen
beyond affordability, while the loan
application process dragged on and on?

Finally, before moving to the chapter
on lender», you should know that no
borrower i» eligible for every loan pro-
gram discussed in this publication, no
matter how v ealthy he or she may he.
To help you find the programs that are
right for you, a few requirements and
features of each are hsted 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. >
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here are twn state agencies thatc

make loans to commercial
fishermen. Both are housed v ithin the

Department of Commerce and Economic
Development. One, the Division of
Investments, manages permit loans for
all fishermen v ho meet the basic re-

quirements for residency and fishing
experience, It also makes vessel. gear,
and permit loans to individuals. corpora-
tions, and partnerships whn meet re-
quirements for length of residency,
experience, economic dependence, and
traditional lifestyle, Vessel and gear
loans from this agency are intended
mainly for residents of bush communities
v, ho do nnt have other sources of em-

ployrnent and who cannot qualify for a
fishing loan from a commercial lending
agency.

The other state agency involved ~ ith
fishing industry loans is the Alaska
Industrial Development and ~port
Authority  AIDEA!. AIDEA is actually a
loan underwriter and does not make

loans directly to individuals, The v ay 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 I.oan 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-
rnits, vessels, and gear. Each has distinct
eligibility and lending limit requirement».
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, he sure that

you have read and completed the latest
revision.

The division is the lender of choice

for individuals who are seeking an entry
permit loan and v..ho meet the require-
ments for residency and fishing experi-
ence, Its loan terms and interest rate are

unbeatable. and, most impnrtant for
many people, the division is the only
lending agency besides CFAB that i~ ill
accept a limited entry permit as collateral
for a permit loan. 'I his makes a permit
loan possible for india iduals who do not
have real estate or other assets that can

be used as security for a loan from a

* *
'1417 C HHHHT ~ IUITC HH H PHCMHICHI %4444 M%114 17: lpdelpl ~ tapl
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4 4«»«l»l«»ldaat. elect«' H M I '9292 Ml «~ 'p»affeCI I«I ~ d«c IP»d» MP I 1 »»I M«IOM««»MIM l«0'» ~ Mdtc vt» ««ff,«»th»%»M ~ »el te» «el« ~ «c»el ltl» ~ de aac «« IVII H ltc lff 0» M «% CM«OM V M» v ~ »e lt etll M M ~ VMIIVIHMI» 014% M Otl»tt IPMI I ~ I I HI%I ~ ICP I «0»CI 1 Ol IMML 41«H ~~ et«la 0 el ~ Mt92 0 I t I%It 0T» 4 I c orl»0 4920 HM I %%% I 'I» 0»H« ~P«l cl ~ t«OV I ~ ff 4 0 CV»0»~ 4 'I C C 0 ~ CMP M»M ~ HI

IOMI»» Ol P»tel�t I %41 0 lait MP «4 d MOMII ~ P«Mell P»Mff 4 tcd«OM»t v»cd4»M oI M«»% Ioffv» HMMT II ««HO IM MO I ~ I%M 92 PCC»l »I



8 The Lenders

�:-, .= = .. SevHen 8
Vessel a@4 ~-Xjo~Is

Loans For

~ Limited entry permits, . ~ ¹w or used vessels.:
~ Reimbursements of an applicant for - ~ G'ear and equjpinent.

a permit that was obtained six ~ Limited entry permits.
months or less before receipt of the,. ~ Rap~ m vp~diiig of vessels a
application by tbe Division of In- gear.
vestments.

$%0,000 maximun|, less the total of
any outstanding loan balarices from
the. previous fishing loans made under
the Commercial Fishing Revolving
Loan Fund.

Interest Rate

commercial lender.

Fishermen ~ ho are shopping for a
limited entry permit ma~ prequalify for a
loan under Section A by filing an appii-

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

UNIits -,

$100@00 maxirnurn, leis the cowl of
my outskmBing loan balances frown,,
previous fishing loans made tinder the
Cornrnexcial' Fishing Revolving Loan
Fun@

'two or more commercial fisher-
. meo~y apply.jointly foi a loan and
combine'thei'r $100,000 individual
m;grjmuin loan ainounts; '- Outstanding
loan balances from previous cqrotner-., =
cia1 Ashjng loans are dedu~:Mm-
the total loan amount.

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 cornmitrnent
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 io give members of
fishing families in rural town» and vil-
lages a chance tn compete economically
for a boat and permit.

Loans under Section» A and B are
assumable. The interest rate for the
original borrower i» dropped and the
current rate for new loans i» assigned.
Eligibility requirement» for assumption»
remain the same as for new loan», with
one important exception: no prior fishing
experience is necessary. The 1<ian com-
mittee, however, must be convinced that
the applicant is a good financial risk
before approval is granted. >
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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 shu~vs terms and conditions that

apply only to fishermen.g

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

Pe~ction Credit Association

Farm Credit Services

Production Credit Associations

 PCAs! are Farm Credit System financing
cooperatives originally formed 50 years
ago to assist farmers and ranchers. In
1971 PCAs were authorized to m:rke

loans to 'producers or harvesters of

aquatic product»' � primarily commercial
fishermen.

The interest rate at PCAs is variable

and changes periodically during the life
of a loan in conjunction ivith the rise and
fall of hund interest rates. In:rddition,

Production Credit Associations and other

Farm Credit System lenders hai «a differ-
ential interest rate program bi. ii hich
rates can be adjusted up or duivn from
the average i.ariable rate according to a
b<!rr<rivers financi:rl position:rfter th»

1<u.n is mad». In other ii<!rds, if;>

borrow er's t'inancial position improves
fr<!na year to year. the interest rate c;rn be
«djusted down to reflect the loiter risk of
default.

Inbeing a fin:rncing c<x!perative means
that borrowvers Illust becolMe sharehold-

ers in the. c<x!perative in <>rder tu obt;rin
;r lo,rn. Different F;rnn Credit Sistern

len<lers h;rve diFferent stuck <!v, nership
progr:rms. At PCAs. burr<!iver» must
m;rintain st<!ck <!ivn»rship «qtrivalent to
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-t% ot 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
balanc« that is 104% of the amount

received for business purposes. The net
eITect i» to increase the effective interest

rate about one percentage point above
the stated rate. Th«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 iess«ls, The combination
<>f competitive interest rates and long
repayment terms makes for some of the
m<>st aff<>rdable annual loan payments
available among lenders ~ith variable
 floating! interest rates. Procluction
Credit Associations are geared to meet a
variety of fishing industry bt>rrowing
needs including refinancing, interim
c<>nstructi<>n loan», ar!d working capital
loans.

One drav.back of the PCA for some

pn>»pectin' e borrowers is that rnaxirnum
financing for net ves»el» is <inly  >0%  >f
the purchas«price. and for used vessels
it is 50% ot cost or surve~ value. That
leaves a borro>ver xx ith a relatively large
dr>ivn payment requirement. a minimum
of <0% ol ?0% resp«ctively for a new c>r
used vessel. In addition, a borrower

must have adequate working capital
res«rv«s available t > c<.>~ er seasonal start-

up costs.

Those m ho can afford the high equity

hmscing

~ New vessels="wp &Q%.
~ Used vesse/s � 6p te 5 84:.

 cont. on page 15!
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Farm Credit Bank

+ New or used vessels.

~ Gear or vessel shed;

~ New or use� ~
~ Limited ent6J perrmr.: '.-
~ Set net site.,-
~ Refinancin~ . �.:- = =
~ Gear and eqmprnefrt.:::-
~ Aquaculture ~

op:wMg fkiN, �::-- --:, '

Farm Credit Services

Loan Umkfs:

@,88$. None.. �.:

Pctcc&t FQlghk~g

and Var'iable �,depends on the value of real
. estate'offered as collateral and on the
' resale market for that collateraL [t is
not-tied to the fisheries equipment or
property that is being purchased.

+$W~vemls, gear,
eqtr~~M;,:-

 cont. on page 18!

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: �! the FCB i» a long-term
lender. and �! the security  collateral!
for a loan must be real estate that a

fisherman uses in his fishing business or
it may be his horne. How long is long-
term? Would you believe 30 years? 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 al.l other expenses. and that
you have adequate equity in fishing-
related real estate to secure a loan,

~ New-er v~~hs=-
+ Eqvipmet~gear,-
~ Coevers~ei eem98tttt&itMt=,

X

Intecest%hde: = = - =--

~ Var~i';::.
+ Piied,: ..

or

: ~ Adjustabk;
~ A'H are approximately 3,2'Vo as of

Goober 1990.
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Farm Credit Services
248 E. Dahlia St.
Palmer, AK 99645
 90?! 746-3390

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-

rnen. Part-time fishermen must of course

have a good earning history in the fisher-
ies. Like other Farm Credit System
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 5% 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 ne~
loans to fishermen living elsewhere in
Alaska are handled by the Palmer,
Alaska, office,g

For FCB appBeations and
information:

Farm Credit Services

P.O. Box 307
Mt.Vernon, WA 98273
�06! 424-41	

Banks in Alaska xnake relatively few
vessel loans. One reason is that they
have found it difficult to c<>mpete with
the longer repayment period and lower
interest rates offered by state loan pro-
grams CFAB, FCAs, 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 fishern>en cann >t aff >rd t > pay
for a new boat in less than 10 to 15

years � a period that falls intr> the cat-
egory of long-term financing- Also,
bank» do not like to deal with the level

of risk that is created by the rise «nd fall
in fish and shellfish populations and the
consequent, hut not always proportional.
fall and rise in ex-vessel prices.

It should be emphasized that bank»
are still the fisherman's major source of
short-term 1 >an» f >r c<>nstructi<>n, sea-

sonal working capital, and gear and
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Conditional Fisheries Guidelines
payment on $�0,000 borr<>wed at I-i 'o
interest <iv»r 10 years is S9!,8! . If th»
rep;iyment p»riod i» stretched to 15 years
and th» interest rate drops to 10";o, th»
annual payment drops to $65,737.

Application f<ir FOG pr<>gram assis-
tance is made directly to the nearest
.'i.'VIFS Financial Assistance Office. For
Alaskans tl>e nearest <iffice is in S»;ittl».
National ihtarine Fisheries Service person-
nel wilt help individuaLs through the
application pr<>c»dure  th»y witt not
actually prepare the application!;ind, if
th» financing guarantee is approved,
NWIFS personnel will locate a huy»r for
the resulting guaranteed debt, which i» to
say that they v.ill find a lender, The
agency, at least on the XX'est Coast, ha»
acquired a reputation for being conserva-
tive in assessing an;ipplicant's ahilit! to
repay a loan. This n>ean» that a
borrower'» fishing record. credit, and
current fin;incial pc>sition must he in
excellent shape. hetter tliari nzany hank-
er» would demand.

One dr:iwback of the prograni is that
th» application process is st<»v. Partner-
ships and corporation» should plan on
six months trom the tiine an application
is received until th» loan is cl<>sed. Sole
pr<>prietors  on» individual or fainil!
<>wns the vessel or shoreside facility! can
get through the process in less tirn»
becaus» t»wer credit;ind reference
check» are nrn, and less time i» lost in
correspondence ancl co<irdi nation.

Xtembers <if p;irtnership» and corpo-

rations c<insideririg;i FOC loan sh<iuld
h» a~ Are of;i provision in tl>» I'>rogram
regulati<>n» that rel;ii»s to limitations of'
liability, The provision reads, -In no
instance ivill equity contrit>utors he
p»rnxitted to liinit their liability on a
gu;irantee only to tli» amount <if their
initial equity contribution, Equity c<in-
trihut<>rs ~vill, additi<>nally, he required t<>
h» at least j<iintly and s»i»rally liahl» f' or
the ainount of th«guaranteed obligation
that corresp<>nds to th» percent.ige <>f'
their <nvnership interest in th» project,
Such equity contrihut<irs may, howev»r,
be required to h» li;ible for more than
such pere»ntage."

Conditional Fisheries
Everyone famili.ir ~vith XIII S finiinci;il

assistance programs is aware <>f th»
-conditional fisheries" c<incept. It i» the
WAIFS i ersion <>t liiiiited entri. It appli»»
only t<i ~ess»ls. not t<> shoreside facilities.
There are six fish»ries in th» I.:nited
State» that NMFS feel» shoutd n<>t experi-
ence additional fishing pr»ssure. In
Al:iska, th» only c<inditional fish»rw is
king crab. Alaska salmon fisheries w»r»
eliminated trom th» c<indition;il fishery
status in 1991. Finan<.i;il assistance f<>r
new <>r used vessels tli;it wilt engage in
an!' conditional fishery is governe<t hy
the guidelines bet<>w. The vessel to be
purchased <ir reconditi<in»d must c<>mply
v'ith at least one <>t these guidelines.
Keep in mind as you read them that the
intent is to prevent an increase of fishing
»f fort in the conditional tisheries,

1.

2.

3.

4,

5.

The vessel whose financing is to be
guaranteed must he fully capahl» of
<>perating in an "underutilized'
fishery, for example, groundfish
trawling. It may als<> <ip»rate in
conditional fisheri«s.

The vessel to he pzrrchased mtist
replace a vessel of comparable
fishing capacity that had operated in
the conditional fishery pri<>r to the
designation of the fishery as condi-
tional, The Alaska king crab fishery
became conditional on Septemher
22, 1975. C<>ns»quently, a vessel
that is heing replaced must h:ive
been contracted to he hiiilt on or
before this date.
The vessel whose financing is to be
guaranteed must have been con-
tracted to he built prior t<> the condi-
tional fishery d:it»». That is, there is
no conditional fisheries restriction
on the purchase of a king crab
vessel if it was contracted to he built
before Septemt>er 22, 1<�5.
The guaranteed financing must he
used for the reconstruction or recon-
ditioning of a vessel already in the
c<>nditional f'ish»rv

The application for a guaranteed
loan must be submitted before a
fishery is designated a» conditional,
This statement pertains to fisheries
that may become conditional in the
future, v
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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
�06'! 526-6122

The Processor as Lender

Very few processors provide Ananc-
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»tayed
av ay from long-term financing ever
since. Even those companie» 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 v ith 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 assi»-

tance is the financial role that processing

companies most often fill. Many  not a111
continue to extend credit to their regular
fishermen for major pre-»ea»on and in-
season expenses, including gear pur-
chases, expensive repair parts, and
insurance, Interest is charged on these
borrowed f'unds, and the total is de-
ducted from income earned from f'i»h

deliveries. The interest rate is typically
equivalent to hank rates.

Since processor», for all practical
purposes, are out of the long-term fi-
nancing picture, a table of loan terms i»
not included. <

Capital Construction Fund
The Capital Construction Fund  CCF!
i» actually a savings plan rather than;i
loan s<>urce. The National Marine Fisher-

ies Service, however, bills it as a means
<if getting 'an interest-free loan from the
federal government."

The CCF pr<igr;im aII<>~vs vessel
ov ners, or fishermen leasing a vessel, to
put fi»hing Inconie <>r pr<>ceed» fr<>m th»
sale of a vessel into a CCF account and

defer income taxes <>n the account funds,

Money that is earned hy the accoiint in
the form <if interest <>r dividend» also

goes untaxed so long as it remains in the
account.

Any L,S, citizen "v,ho ov ns or leases
a fishing vessel <>f at least tw<i net tun»
and ~~ ho has devised an accept.ible
pr<>gram for c<>n»tructing, reconstructing.
or under limited circumstances, acquiring
an existing fishing ~es»el of at least two
net tons" is eligible for the CCF program.

'I'he pr<>gr;im's primary function is to
provide fishermen and other «ornmercial
vessel <>wner»  tender», «llarter boat»,
freighters, etc.1 v ith a means of accumu-
lating a cash fund faster than»ai ings can
he accumulated with "after tax dollars."

Vessel <nx ners in th» 28"/o � 3.'>% tax brack-

ets, for example, can build up an ac-
e<>unt nearly >0% faster through the CCF
progr.irn than they <-;in with ":ifter tax
d<>liar»." Wl>en vessel costs are increasing
;it a rapid rate. the CCF provide» <>ne <>f
the f<'~~ no-risk opportunities to gather
money for a down-payment faster than
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inflation devalue» it.
Not only I» m<>ney in the account tax

deferred; it can also be placed in certain
low-risk, inve»tments such a» treasury
bills, certil'icates of deposit, and ap-
pr<ii ed mutual funds.

4<>tice that the CCF is a tax deferr;il,
not a tax avoidance program. The Inter-
nal 1<evenue Service recoups lost revenue
after a s»»»el is put into service. It does
»o by not allowing a depreciation deduc-
tion on that portion of a ~ es»el'» 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 525,000 corrie» trom a CCF
account, the depreciable value of the
boat for tax purp<!»c s is S! 5,000, Al-
though reducing the depreciation basis
result» in a higher taxable income, so
long as an individual maintains a CCF
ace<aint. exces» net income beyond that
needed for living expenses and taxes on
tho»» living expenses can be put back
into the CCF account tax-free,

%'hen a new or rebuilt vessel is
placed in»ervice. an amount equal to the
mortg;ige paynaent» can be dep<x~ited
into th» CCI' account, and ihen with-
dra~i n to m:ike the payment». This
allow» a ta deduction on the principal
as well a» the interest portion of a loan
payment. Again, the portion that goe»
toward principal cannot he depreciated,
but this i» no tax handicap as long as the
CCF account is continued. Once the
ne~ <>r rebuilt ve»»el 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
in 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 limit» are listed below.
Note that these limits are much less
restrictive than the conditional fisheries
guidelines for the FOG program. The
rno»t important distinction is that under
CCF guidelines. a boat that is removed
from a fishery to make room for a ne~
boat purchased ~ ith CCF funds must
only have operated in that fishery during
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inflation devalu«s it.
N<it only i» m<iney in the account tax

d«f'err«d; it can also be placed in certain
low-risk, investments such as treasury
bills, certificat«s of <l«posit, and ap-
pr<ii ed mutual funds.

N itice that the CCF is a tax def'erral,
not a tax avoidance pr igram. The Inter-
nal 1<«venue 'Service recoup» lost revenue
after a v»ss«l is put into service. It does
s > by not allowing a depreciation deduc-
tion on that portion  if a ~ essel's pur-
chase price <ir reconstruction cost that is
paid out of the CCF account. F<ir ex-
ample, if a vessel is purchased for
S100,000, and 525,000 comes from a CCF
account, the depreciabl» value of the
boat f<ir tax purp !sc s is S75,000, Al-
though reducing the depreciation basis
results in a higher taxable inc ime, so
1<ing as an individual maintains a CCF
acc !unt. excess n«t incom«beyond that
needed f<ir living expenses and taxes on
th is» living expenses can be put back
into the CCF account tax-free,

%'hen a n«w or rebuilt vessel is
placed in s«rvice. an amount equal to the
mortgage payments can be dep<isited
into th» CCI' acc iunt. and then with-
dra~i n to make the payments. This
allows a tax d»ducti in <in the principal
as well a» the inter«st portion of a loan
payment. Again. the portion that goe»
toward principal cannot be depreciated,
but this i» n i tax han licap as long as the
CCF acc<iunt is continued, Once the
ne~ <ir rebuilt vessel has b«en 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
in 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
m<ist important distinction. is that under
CCF guidelines. a boat that is removed
from a Fishery to make room For a neo,.
boat purchased with CCF funds must
only have operated in that fishery during
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the previous 18 month». It did not haxe
to operate in the fishery at the time the
fishery b»came conditionala» i» the case
with the FOG program. Easier guidelines
also apply to thc purchase or reconstruc-
tion of a used vessel. Remember that the

vessel to be purchased or reconditioned
must comply ~ ith at least one of these
guidelines.

The vessel that is to be financed in

part with CCF fund» must he fully
capable of operating in an underuti-
lized fishery, for example, ground-
fish trav ling. It may also operate in
conditional fisheries.

2. The s es»el to h» purchased must
replace a a essel of comparable
fishing capacity that operated in the
conditional f'ishery at least 18
month» prior to construction or
purchase of a new vessel. The
vessel to be removed from a condi-

tional fishery must be removed
within one y»ar 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.
3. The guaranteed financing must be

used for the reconstruction or recon-
ditioning of a ves»el that ha» air»ady
operated in the conditional fishery
for at least 36 month» prior to recon-
struction or reconditioning.
The application for a guaranteed
loan must he submitted before a
+hery is designated as conditional.

This statement pertains to fisheries
that may become conclitional in th»
future.

An aspect of the CCF program to
keep in mind is that money that is put
into a CCF account cannot be easily
withdra~ n for purposes other than the
one for which the account wa» estab-

lished. Account monies cannot be used

for personal expenses, There are certain
"qualified reasons" for taking money
from the account, such a» providing
emergency funds to keep your present
vessel operable, and of course to fund
the planned construction or reconstruc-
tion project. Other reasons are con»id-
»red "unqualified" and may result in
termination of the account along with
charges for back taxe» and tax
penalties.g

For CCF appiications and
information:

Financial Services Division
CCF Program F/TS1
133! East-West Highway
Silver Spring, MD 20910
�01! 827-2393
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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 progrant. Easier guidelines
also apply tn the purchase or reconstruc-
tion of a used vessel. Remember that the
vessel tn 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 exantple, ground-
fish trav ling. It may also operate in
conditional fisheries.

2. 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 he 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 corn-

mercial fishing altogether.

3. Th» 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.

4. 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 to
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 r»suit in
termination of the account along v ith
charges for back taxes and tax
penalties.g

For CCF applications and
information:

Financial Services Division
CCF Program F!TS1
1335 East-West Highway
Silver Spring, MD 20910
�01! o27-2393
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he loan appHcation is the
borrov er'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 resume of fishing
experience, authorizations to verify
financial inforniation 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 to be
offered as collateral.

The purpose of this section is to
clarify the information that a loan officer
expects to find in a completed loan
application. The balance sheet, v hich is
included in the financial statement,
regularly causes the most confusion, so
we will begin there and explain it line
by line. The remainder of the applica-
tinn is easier to understand and ~ ill be
explained in les» 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, resume,
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.g

The Financial Statement
Ovenriew

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 pro6t and loss statelnent, 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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Balance Sheet

Take the time to familiari7e yourself
with the financial statement on the fol-

lowing pages. Revi»w the types of assets
and liabilities on the balance sheet.

Then look on the back side  page 2! of
th» balance sheet for the seven balance
sheet "schedules" which detail these
assets and liabilities. Finally, pay particu-
lar attention to the list of fishing «nd
living expenses in the profit and loss
statement. This will help make more
sense nf the comments that folio+ .

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 s»lf
explanatory, and comments are mad»
only on those topics that consistentl~
leav» applicants confused.g

The purpose of the balance sheet, once
again, is to shoe, v hat you currently
own  assetsl, what ynu owe  .liabilities!,

and the difference between the two  net
worth!, Itshould 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 balanc» 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.

No~ let's go through the balance
sheet tn see ~vhat 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 bank». credit unions,
sa~ ings and loan institutions, stock
brokerage companies, and other
financial institutions. Credit check»

will be done on some, if not all. of
these «ccounts. Individual balances

for each account will be shown on

the back of the balance sheet in

Sch»dule Nn. 1.

If you have a Capital ConstructInn
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Fund  CCF! or a retirementaccount,
shoe; these separately in the "Other"
category at the end of the asset
column. These are for special
purposes and shoulcl not be lumped
together vvith general cash reserves,

Information about each account in
each financial institution must be
provided in the schedule titled "cash
accounts" on the back of, or accom-
panying, the balance sheet, Sched-
ule No, 1 of the example illustrates
the type of information that is typi-
cally requested. Our Bristol Bay
fisherman has one checking and one
savings account, both at the same
bank, He can conveniently include
information about both on a single
line in the State of Alaska applica-
tion. but the format may be different
on applications from other lenders.

Nv'otice in schedule bo. 1 that
different lines are designated for
accounts at different types of finan-
cial institutions; line one for a bank.
line tv,o for a savings and loan, and
so on. Disregard this. You may
have four accounts at t~o different
banks and none at t3ther types of
institutions. The institution types are
listed to jog your memory more than
anything else. List your accounts in
any order you desire.

Include the name of the bank or
other institution. the city in v;hich it
is located, the account number, and
the current balance,

COMMERCIAL Ptg!9NG LOAN
P84AISDIAL STATEMENT god!vidual!

tie roe Sooal Secunty Number Date
,yccseph y . Ar:der siir

4-  !- I' I: 9
Sade

AFMsikng Acklress
P.c. Box 101

Tne underr gnarl malres cw to lowing statement of hnsnoal condition as ol 2~day ol ~c DDSC, i 9 ~o
LIABILITIES

ASSETS
» li

5I 0I
532

Notes Payable lo Banks  Schedule 6! 3 00
HOles, GurilraCta 8 ACCOuiltc
Reclevables  Schedule 2!

Due Iron Cannenes
So»antes  Sdwduk 5!

!,' 01.Veaasls Owned  Schedule 4!
Reel Eslala Owried  Schedule 5!

Darer Pa shies I4ct
Usted A e3 4

AutcmoM as 2,20
�,009Personal Property

Fehing Equrpmere
6, JD i

Pots

Other
Umced Entry Pannss  by sshery! 220,0:0

TOTAL LIABILITIES 69. 01»
Other

5 238i185TOTAL ASSETS 5 36!, 230

In subrsitling lhe lor orng statement the undersigned applicant guarantees Its secure wnh Ihs Intent lhalit be relied upon by the divi.sion in ektendin cr it Io the applwant and warranls Ihst inlcrmanon has nol knowing y been wnhheld thetmrrght aflecl the a lmant'scredd risk; snd I st the applicant agrees to notiiy the division onmedrslely in writing ot eny material change in Ihe applicant' ~ inanmsi
colkiiiiori

Signature

Cash on Hand
CaSh in Banka  Sohedule I!

Sigrialum

80-909  Rev. 7S r!

DIVISION OF INVESTSlEN!SA ASKA DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT
PO Bor D

Juneau. AK 99811-0602

Vessel Morlgagss  Schedule 4i
Asst Estate Mortgages  Schedule 5!

Heres Payable Lo rs   ute y!
Owing ro Canrwnes ~ Open Aocount
Orang to Cannenes - Other

NET WORTH Tots! Assets minus Total
Lratrlrces equal Net Worth!
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SCHEDULE NO. I CASH ACCOUNTS

SCHEDULE NO 3 SECLIAITIES

SCHEDULE NO 4 VESSELS OWNED

SCHEDULE NO. 5' AEAL ESTATE OWNED

ll so. whrclt ones

Paymenl Amcunt
When
Dua

Name and Address
ol 0 reel ter Present

Amount
Date

Incurred
Ong Inn l
AmountCollateral Slonlhly Annual

4.5.1tc Year

SCHEDULE NO. E NOTES RECEIVABLE. ACCOUNTS RECEIVABLE MOB?GAGES AN

ls any real estele ttrang purchased on a contract of salesFrOm wham?
SCHEDULE HO 6 NOTES PAYABLE TO BANKS IDc nct mcluoa mcrlgages tisted tn SchetNle 5!

SCHEDULE NO y NOTES PAYABLE TO OTHERS

3. NOTES, CONTRACTS, AND AC-
COUNTS RECEIVABLES: Notes

receivable is the total of all loans

you have made to individuals or
businesses and for v,hich you fully
expect to be repaid. "Notesn refers
to promissory notes. A promissory
note is a written agreement signed
by both you and the borrower that
state» that the borrower agrees to
pay y<>u 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 pre>ducts or equip-
ment excluding any amount t>wed
you 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 sal» of
fish products sold directly to a
wholesal.er or retailer, income owed
for the constructi<>n 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,
'Contract»" is the total still owed ~ou

for the sale of major assets. If you
sold a home, vessel, or parcel of
land and the buyer is making pay-
ments to yL>u, you need to knav.
hov; much the buyer still orgies,
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Show the total amount o>ved 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
v, ith 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, f<>r fishermen to
have money due from the sale of
equipment or the performance of
v ork.

DUE FROM CANNERIES: The sum of
your cannery settleineiit sheet bal-
ances � not including loan t>al-
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 Acc >unt."

If the cannery settlement sheet
includes a loan balance, the loan
sh<>uld be itemized on the liability
side of the balance sheet, If the
loan is for a vessel it belong» under
the heading "Vessel Mortgages." If it
is for c>perating capital or gear, list

the remaining balance in "Notes
Payable to Others" or Owing to
Canneries � Other.'

5. SECI 'RITIES: 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
Vew York Stock Exchange! trading
the security and if the security was
purchased on margin or paid in full.
Stocks purchased on margin should
he listed as liabilities.

6. 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 Ov ned" schedule on the back.
In the "Vessels Owned" schedule

provide a very brief description of
each vessel, as v ell as the original
cost, present value, percentage of
ownership  if inore than one owner
is involved!, the remaining balance
on the vessel loan, the loan payment
amount, and the number of pay-
inents per year. Be prepared to
offer a survey or soine other credit-
able substantiation of the market

value. Schedule Vo, 4 of the ex-
ample shows our fisherman'» entries
for his gillnet boat,

7. 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 remainirig 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.

8, 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 hook values do not
include transportation costs, v hich
may be considerable to some iso-
lated cities and villages.

Outstanding loans on any of these
vehicles should be explained on the
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hack of the balance sheet in the

schedules titled "Notes Payable to
Banks" or "Notes Payable to Others."
whichever is appropriate. Inciden-
tally, the tertn "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 Hanks' and
"Notes Payable to Others" schedules
asks that the collateral used to

secure the loan be listed. This hit 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.

9. PERSONAL PROPERTY: Record the
total current value of your house-
hold furniture, precious jev elry,
valuable art, and other items of
significant worth, excluding com-
rnercial 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 $$,000 or
more and provide.  I! a brief de-
scription, �! original cost, �l cur-
rent value, �! outstanding loan or
payment amount, and  >! to whom

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,

10. FISHING EQUIP&IENT: 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 ~>n.
Other equipment that didn't get
included in the value of "ve»»el»
owned" such as seine skiff», 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.

11. LIMITED ENTRY PERMITS: List each

limited entry permit you own and it»
current market value. If you are
unsure of the average value. review
the advertisements for permit» in
fisheries trade journals or call a
permit-boat broker. If your balance
sheet does not have a section for

fishing permits, list them a» 'other
assets." or list them on a separate
page, Loans on permits should be
itemized in the "Notes Payable to
Banks" or 'Notes Payahl» tr> Other»"
schedules. Our Bristol Hay fisher-

man chose to list his State of Alaska

permit loan in Schedule No.
-Note» Pavable to Others."

12. OTHFR: These assets mav include

the value of shares in a fishing
cooperati~», a]1-terrain vehicle»,
airboats, airplanes. and other assets
nt>t li»ted el»ee here. Group th»
assets by type and shov the total
value for each type. For instance.
lump together the value for all
recreational vehicles, If you are
making loan payments on any of
these assets, give the appropriate
information for each loan in the
"Notes Payable to Hanks" or "Notes
Pavable to Others" schedule».

If you have a Capital Constructi<>n
Fund account, this a good place to
list it. Or you may prefer to make a
separate category for it in the asset
section hy lining thn>ugh a categ<>ry
v, hich may not apply  such as cash
value nf life insurance! and writing
in 'CCF." No matter where you list
it, be sure tt> clearly identify' it as a
CCF account and to separate it from
other monie». Do not, f >r example,
combine your CCF account with
other 'Cash in Banks' or other

securitie». It is important that your
lender realize that you have money
set aside for the purchase or recon-
struction ot a vessel.

An asset category seen on other
applications hut not listed on the»tate'»
fishing 1<>an balance sheet is CASH
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COMMERCIAL y SH!NG LOAN
p!NANCIAL STATEMENT gncMkhmy!

Nerve Social Security Number
-Iyq � 3C � 'TLL � r gi

Zip
9 xgMa ling Addreaa

i . 3;!.c
Slate

AKCoy . Vcr cn V;L age

LIABILITIESASSETS
9 Vassal Mongages  Schedule 4!Cash on Hand

Res! Estate Morlgagss  Schedule 5!Caah in BankS fgchedule I i
Notm Payable to Banks  Schedule 6!
Notes Payable lo ers   chsduls 7!

Notes Contracts & Accounts
Recwvsbles I Schsdu! ~ 2!

17us from Cannsnes
Secunvvs  Sdurdu!e 3!

Outing 'Io Csiulenss - Opsfl Accouia
Omng m Canneries Other

Vessels Ovmed  Schedul ~ sl
Real Estate Owned ISchcdu!s 5!
Automobiles
Peraonal Prcpeny

Olher Psyablea Nol
Listed Above

Taxes

Pwhng Equipment
Nets
Pots
Long Lines
Other
Limned Enny Permits rby leheryl

TOTAL LIABILfTIESOthoi

-9F, '0NET WORTH
  Total Assirb; minus Total
Lsbdsies equal Net Worth!

TOTALASSETS
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VALI E OF LIFE INSURANCE. The total
amount paid into "ordinate" or -v hole
life" life insurance policies along with
interest earned on these payments is
entered in this category. 'I'his sum is
called the "cash value" of the policy.
Term insurance policies do not have a
cash value. You can f'ind the accumu-
lated cash value in a table that i» part of
the explanation of tertns and condition»
of your policy. It shows cash accrued at
the end of each year you have been
making payments. If you do not I'ind 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-
rnent. cash, and securities you ov,n 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,

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 rnatter of looking at the
schedules and picking off the amounts
still owed on your assets. The following
expLvnation of the liability section as-

DIVISION OF IhlVESTMENTS
ALASKA DEPARTMENT OF COMNIERCE AND ECONOMIC DEVELOPMEIV 

PO Box ~
uunesv AK 99811 0802

The urdersrgnsd makes the Iolkwnng statement ot Iinancia condition as ol ~day ol ru~ ~ ~ - - . 19

In submitting the tore oing stalemenl the undersigried applicant guarantees its accuracy with tile liltsnt Ihal rt be relied upon by Ihe division in exlerulin crcdlt to lhe appkcant snd warrants thst i ~ formation has not linowingly been withheld Ihat might atlect the ap Iican'I'scredit risk, snd that the applicant agrees Io notify Ihe division iinmedistely in writing ol any malarial change in the applicant's mancial
condition
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SCHEDLILE NO I CASH ACCOUNTS 54 AK ?E ?ILL? 'CKEDi' ES

SCHEDLILE NO 3 SECitIRITIES

SCHEDLILE NO s YESSELS OWNED

SCHEDULE NO. 5' REAL ESTATE OWNED

SCHEDULE NO. 7. NOTES PAYABLE TOOTHERS
Payment Amcunl

Monthly Annual
Present
Amount

Onginal
Amount

When
DueName and Address

ol Credrlor
Del ~

IncurredCallateral
Ss la nState of Alasrra ' / 33 Q '3 li' a,5 lY n" I;
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SCHEDULE NO 2 NOTES RECEIVABLE'AGCCIUNTS RECEIVABLE. MORTGAGES AND CONTRACTS OWNED

ls any real aeaee being purchaaeo On a ranhaol ot sales It so, which ones
From whom?
SCHEDULE NO. 6 NOTES PAYABLE TO BANKS  Do not induda mortgatyes listed m Schedule 5!

sumes that the as»»t side ha» been conx-

pl»ted.
13. VESSEL Y1ORTGAGES: Start at the

'Vessels Owned' »chedule and total
up the amount presently o~ ed on
all vessel 1<nn» listed. 1 usually there
will be just one loan. v hich makes
the task easy, Shoat the total on th»
'Vessel iVortgages' line of the bal-
ance sheet. Our fisherman, unlike
most, has no vessel mortgage and
leave» the 'Vessel M<>rtgage»- line
blank.

14. REAL FSTATE MORTGAGFS: The
"Real Estate Owned- schedule i»

your source for determining the
amount to list in this category. Total
the amount owed on loans or notes

for your home, gear shed, i a»ation
property, in~ estrnent property. and
any other land or building» included
in the real estate figure on the asset
side. I'he "Real Estate Oa ned'

schedule in the example shov s that
our fisherman has a balance ot'

$�.500 on his home 1<xin. He ha»
no other r»al estate loans, so this is
the amount that i» tran»ferre<l to th»

'Real Estate!Lfortgages' line of the
balance sheet.

15. NOTES PAYABLE TO BANKS: Calcu-

late the total remaining balance on
loans from banks. credit unions, and

other commercial !ender», listed in

the '><>te» Payable to Bank»" sch»d-
ule. 1 he fi»hernx<n in our example
has listed a truck loan. The "Pre»ent
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Amount' owed is $2.400. Since this

is the only loan from a ct>mmercial
lender that he has other than loans

for his house and boat, which are

listed elsev here, this is the amount

shown on the balance sheet for

"Notes Payable to Banks,'

IC>. 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 Payabl.e 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 cons-
mercial lender. Since there are n<>

other loans listed in this schedule,

he transfers the $15,115 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 fr<>m other
people, and money owed to retailers
for furniture, appliances, automo-
biles, and other goods purchased
v ith "in-house" financing from the
merchant. Loans on life insurance

policies also f'it here if there is not a
separate heading for life insurance
loans.

17. OWING TO CANNERIES � OPEN

ACCOUVT: If the balance of your
cannery settlement sheets is negative
 you bought more supplies and
parts than you earned from selling
fish!, list what you owe here, Re-

metnber that the balance on a long-
term cannery loan should nt>t be
included here. It belongs with one
or more of the other liability catego-
ries, most likely v ith -Vessel Mort-
gage»,"

18, OWIVG 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 fe~v years
ago. Any loans or credit from a
cannery that do not belong in one
of the other liability categories
should he added here.

19, OTHER PAYABLES NOT LISTED
ABOVE: This is the catch-all cat-
egory ~here you list any debts that
are not shown elsewhere, These

may include credit card balances
and account balances at the grocery
store, hard~are 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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Net Worth

year! on any personal property except
fishing vessels, fishing equipment, and
permits. Remember, these are listed
separately. "Chattel" is an item of per-
»onal property. Personal property in-
cludes all property with the exception of
securities  stocks and bonds!, and "real"
property, as in real estate. Mortgage» 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."

MAMNE MORTGAGES refers only to
rnortgages 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 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
liabilitie» of $69,015, for a net worth of
$298,185  $367,200 � $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 po»itive 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 a very lirn-
ited market � some artwork for example.
Quick-sale value is usually 50'/o to 75'io 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'» 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-sea»on»tart-up
period. In the past, processors often
provided the necessary credit to get
through this phase of the fi»hing cycle,
Now, however. they are cutting back or
eliminating start-up of financial assis-
tance. When processor credit is not
available, what option doe» a fisherman
have? One answer i» to obtain a short-

term start-up loan from a commercial
lender, using business or personal assets
as collateral. One requirement, of

course, i» that an individual'» a»»et» be
sufficiently greater than his or her liabili-
ties. Sh<!rt-term loan» of this nature are

called '~.orkirrg capital" loans and con»ti-
tute one <rf the most common lending
services that banks offer to «ll types of
businesses,

The "Balance" in Balance Sheet

The column of assets on every balance
sheet end» v. ith the entry "Total Asset»."
The column of liabilities normally ends
with "Total Liabilitie» 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 mean» that total assets must equal
total liabilities plus net worth. If they d<!
not, a»irrrpl» adding or subtracting error
has been made  assuming that asset and
liability entries ~ere made accurately!.
The reason is that net +orth i» calculated

by subtracting tot~I liabilities from total
assets. When you turn that calculati<>n
around, the addition of net worth to total

liabilitie» rnu»t equal t<>tal asset». It i»
sirrrple arithmetic. People becoming
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In submitting the foregoing statement the undersigned applicant guarantees its accuracy with the intent that it be rehed upon by the divi-
sion in extending rredit to the applicant and warrants that information has not knowingly been withheld that might affect the applicant's
credit nsk; and that t' he applicant agrees to notify the division immediately in wnting of any material change in the applicant's financial
condition

Signature Date

DateS ig nature
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acquainted v ith financial statentents for
the first time sometimes think that the
procedure is more complicated. Y

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»orneday
incur if you co-sign or guarantee a loan
made to a business or individual. Of
course. that husines» or individual is
responsible f' or making payments; how-
e' er, you have signed an agreement with
the lender to pay the debt if' the bor-
rower default», Pending legal judgments
are another form of contingent liability.
The most common are anticipated di-

vorce settlement», lawsuits, and fines for
infractions ot' the law. Contingent liabili-
ties reduce your eff'ective net v orth 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 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
straightfonvard to complete. Our fisher-

man ha» indicated that neither he nor hi»
wife has contingent liahilitie» of any
nature,-

Actual Pro6t and Loss
Statement

The Actual Profit and Loss Statement,
commonly referred to as the PAL, 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 3I, unless you
have filed with the IRS to operate on a
fiscal year basis. The reason the applica-
tion PAL 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  Los»! from
Business or Profession." Since tax re-

turns show profit for the period prior to
the present tax year, only current year
PAL information is necessary. A fisher-
man completing a loan application in
October, for example, should include all
income and expenses from January I of
the current year to the date of the appli-
cation or the end of the previous month,
whichever is most practical,

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

1, OTHER INCOME: This category
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ln submitting the foregoing statement the undersigned applicant guarantees its accuracy with the intent that it be raked upon by the dwi-
sian in extending credit to the applicant and warrants that information has not knowing y been withheld that might affect the applicanys
credit nsk and that the applicant agrees to noufy the division immediately in writing of any material change in the applicant's financial
conditiori

DateSignature

DateS ig natu re
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acquainted e ith financial statement» for
the first tinie sometimes think that the
procedure is inore complicated. =

Contingent Liabilities
Financial obligations that may arise. but
at an unknown cost and with an un-

known probability of happening, are
called contingent liabinties, An ex-
arnple 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 v ith
the lender to pay the debt if the bor-
rower defaults, Vending legal judgments
; re another form of contingent liability.
The most common are anticipated di-

vorce settlement», 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 inight appear.

%'hen completing this section, make
separate estimates of the potential cost of
each 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-

man has indicated that neither he nor his
wife has contingent liabilities ol any
nature.+

Actual Profit and Loss
Statement

The Actual Profit and Loss Statement,
commonly referred to as the PAL, 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 PRL 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 include» 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
PhL information is necessary. A fisher-
man completing a loan application in
October, for example, should include all
income and expenses frotn 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 PAL stateinent is relatively self-
explanatory, but a fev clarifying remarks
may be helpful:

1, OTHFR INCOME: This category
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Social Secunty NumberApphcant's Name

FOr the penOd beginning and ending

EXPENSESINCOME
Crew SharesGross Sales:

Salmon  TrOII!
Fuel

Salmon  Seine!
Grocenes

Bait and Ice

Vessel Repair

Gear Repair

Insurance

Salmon  Gillnet!
sr st:i sa

Salmon  Beach!

Halibut

Crab

Shnmp Vessel Lease or Rent
Black Cod

Gear 5 Equipment
PurchasesHernng .C]th<

Other Taxes

Other Income  specify source!
'0 se s xx

Other ' =c c; t ....;

$ t 0TOTAL FISHING EXPENSESTOTAL INCOME

Personal Liwng Expense

Food Al owance

Utilities

Insurance

Medical Expenses

Other Support

Other

TOTAL LIVIING EXPIENSES

TOTALEXPENSES

08-909  Rev. 7rg0! �8!

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.

2, 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
patd.

3. 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.

4, GEAR AND EQUIPMENT PUR-
CHASES: In this category new
engines, new complete nets  not just
replacement web!, radars, power
blocks, and other major purchase»
should be grouped. If your PAL
statement does not have this ex-

DIVISIOIN OF INVESTMENTS
ALASKA DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT

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

COMMERCIAL FISHING
ACTUAL PROFIT AND LOSS STATEMENT

YOur income must be verified with copies of
your fish tickets or a cannery statement If your
income was from crewing, you must provide a
signed affidavit from your skipper.

Comments.

S' v' no ex .r.=v. are r-r 1 .-est u=
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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 PAL statements have a corn-
ments section! what was purchased,
the month it m a» purchased, its cost,
and in v.hich expense category you
have shown the cost. Do not mix

major purchases ~ ith 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 statement»
 Schedule C! from your last three
years' tax returns, the «pplication
PAL  the financial form we are now
discussing!, and the application
"Projected Profit and Loss
Statement."

OTHER expenses: 'I'his is a category
for al.l your unlisted expenses.
Many PAL 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-
arnple» are aquaculture assessments,
property taxes, transportation to and
from th» fishing port or to and from
the grounds. and moorage and
storage fees. Think about al.l the
unlisted expenses that you encoun-
ter and lump them into the "Other"
expense category.

6. TOTAL LIX ING EXPENSES: These

expenses may be asked for on the
P8rL statement, after fishing ex-
penses are totaled. If so, again, be
honest with yourself and list them
all. A systematic approach tn deter-
rnining living expenses is to go
through your checkbook or receipts
for a six-month period and add up
actual costs for food, rniscellaneou»
supplies, clothing, recreation and
vacations, gifts and specia.l event»
 include Christmas!, and medical
care. Divide the total by six to
arrive at an average monthly figure,
Combine this figure v ith monthly
payments for rent. electricity, heat.
phone, cable I V, loans, credit cards,
child support. insurance, and other
recurring living expenses. The
result v ill 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 l.iving expenses
of $24,067 for the first 10 month» of
the year,

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

DEPKECIATIO'X is an accounting
convention for spreading the cost of
major items of equipment such as fishing

vessel», 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 v ho 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 PAL is a
separate part of the loan package. sshich
we will look at next, It is identical in
format to the Actual P8;L but is an esti-
mate of future operations, whereas the
PSL v e have just examined is a sum-
mary of past operations.

That condudes the revie~ of the
Actual Profit and Loss Statement as well
as the review nf 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 f
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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 nev loan
and how much your fishing and living
expenses will cost. From these figures,
your lender will determine m hat 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 v ith
supply-demand-price information,
coupled with a fisherman's catch history,
financial statement, and past three years
income tax records, a lender i» able to
reviev an income and expense projec-
tion and judge, better than ever before,

how realistic it is. Exaggerated projec-
tions reflect on an individual'» 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
PAL projection to calculate a 1'isherman's
break-even point. Break-even analysis is
another tool «vailahle to estimate the

affordability of a loan proposal, 'I'he
break-even calculation uses projected ex-
vessel prices, fishing and living expenses,
and the nev loan payment to arrive at
the number of pounds of fish that must
be caught to cover all costs. The break-
even catch i» 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 cwork through your income
and expense projections keep in inind
the following points:

1, COMMENTS: Thi» section is the

place to explain fishing income.
Most P8<L projections ha~ e 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. <>ur Bristol Bay
fisherman has shown that he ex-

pects to sell 5,000 lb of king salmon
at $1.50 per lb, 70,000 lb of red
salmon at $1.2S per lh, and 4,000 lb

of silvers at HOc per lb. These com-
bine for a tora.l income of $9h.200.

He also intends to fish for herring,
and in the herring block of the
income section he has s<lueezed in
his expected catch and price. They
«dd up to «nother $5,000,

Notice that our fisherman;intici-

pates earning nearly 40"/0 more v. ith
a new boat than he did the p;ist ye;ir
with his current vessel.. Thi» re-

quires a good explan:ition. Any
lender ~vill he skeptical that c;itch
can be increased so dramatically just
by ha~ ing a new boat, The fisher-
m:in expl;iin» in th» comment sec-
tion a hy he is convinced that his
catch pr<>jection i» realistic. The
lender may check w ith other fisher-
men and xvith the processor t<>
vvhom the fisherman sells fish, to

determine if the explanation is
reasonable. The point here i», if
you are going to project that;i net
bo Lt or piece of equipment will re-
sult in a significant increase in catch,
be prepared to defend that projec-
tion with strong, logic«l reasons.

2. TOTAL LIX1XG EXVEsISL>S «nd

TOTAL FISHING EXP EVSL>S ma> be
carried <>ver t<> the Projected VikL
from the Actual PhL if there i» no

reason to expect these to change
much during the projected year. lf
"<>ther" expenses on the Actu;il V8;L
includes equipment purch«se», be
sure to deduct these before transfer-
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Gear Repair
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Gear & Equipment
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DIVISION OF INVESTIVIENTS
ALASKA DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT

P.O. Box D
Juneau, AK 998t I-0802

COMMERCIAL RSHING
PROJECTED PROFIT AND LOSS STATEMENT

 First Year After Receiving Loan!

ring that figure to the Projected PAL.
"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 ne~ loan pay-
ment in order to judge whether the new
one will be affordable, This category i»
not on the state form, but you should
include the information, I-'

Loan Application
Each application package includes one
form which, itself, i» 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 A'MOUNT YOU
WISH TO BORROW and the number
of years desired for repayment.
Before you provide these figures,
find out v hat 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 amount you
wish to borrow, what you wish tn
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 PAL statement to judge
v hether the loan is going to be
affordable. Another may to deter-
mine affordability is tn 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 payment» seem
manageable, proceed with the loan
application.

2. 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
statements, tax returns, personal
histories, and credit references. Co-

DIVISION OF INVESTMENTS
ALASKA DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT

PO Box D
Juneau. AK 99811 0802

APPLICATION POR COMMEROIAL PISFKKG LOAN
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If yea COrnPleie Ihe tOIIOWing

I have been s resident of Alaska since  month! year!

NAME OF LANDLORD
IF RENTING

PHONE
CONTACTDATES STREETADDRESS

Lrsl below Ihe mbor Iobs held dunng the years being claimed tor elgibrlily

I;-". er � I 99
Dale

November 2, !: 9i
Date

STATE OF ALASKA I
I ss

JUDICIAL DISTRICT
The foregoing instrument was sc~ bef
by

Letter of Intent

05.9og Rev 7 901

Have ycu ever obuuned S lOan either fully or partially turded hy Ihe Slate Or by Aiaaka Induatnal DevelOpment
Authontyv Byes

Lel below Ihe ~ of ascii pwca you have resded ouung the psst seven yearn Asach a ssparam shssi ol paper rl ~

I oerlify undei penalty cf per! ~ ry thai sll ol the intormation oontsined n this app!kcason and any attachments to it is true. accurate and
complete I am aware thai the maemum penalty tor perlury. a Glass B Ieiony under AS 11.55.200 c!, d a hne of up lo $50,000  As 12 55 035 b!�!!
and mpnsonmenl tor up lo 10 years  AS 12 55 125 d!l
I agree Ihal il any nformstion contained in this applicsiicn and altachirienls m false, inaccurate or incorilplete, ilia d vis ori will deny the
application I also agree that il I receive s loan based on this apphcation and attachments and any information contained in this appsce-
tion snd attachments is later determined to be false. inaccurate cr incomplete. then lite loan will be canceaed and I wih be immediately
liable Io repay the total I owe I furtner agree that if any apphcauon submitted lo the division is denied oi if a loan Ihet has been made
is cancehert due to false. inaccurate or incomplete infoimation, I will no longer be eligible for any future benefrls under the Comrnermal
Fiahing LOan PrOgram.
I understand that the diwsion will, i ~ ils discretion ielease intoimation contsmed in l!lis application to the commercial Fishenes Entry
Ccmrniaaicn and tliel the divisiori may elec Obtain intormatiO ~ aeOul me frcm the Curnmiasicn.

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-
tirne 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-
corne, he should be in good shape.g

The purposes of the Letter of Intent
are.  I! to list the items of equipment you



The Application 47

v ish to purchase and their value, and
�! 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-
rnit, 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
lenderrs 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% nf the
value of nets. The most that this lender
will offer, then, is $57,500 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 tow ard purchase of the boat and

DIVISION OF INVESTMENTS
ALASKA DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT

P.O Box D
Juneau, AK 998 t-0802

COMMERCIAL FISHING
LETTER OF INTENT

 Attach additional sheets as necessary!

App icant's Name C:IX .. rr, . h = - = =

I.  am applying for:

., +e  circle one!2 a loan under Section

If you receive a loan under Section A, you will not be eligible io borrow under Section B at
any future date.

 Check appropriate box and fill in loan amount!

Purchase Permit
 attach purchase agreement!
New Vessel Construction
 attach bid or contract!
Existing Vessel Purchase
 attach purchase agreement
and marine survey!

Upgrade Existing Vessel
 attach bid or contract!

Gear Pvrchase  attach bid!
Olher  explain!
Tata

:I An assumption of an existing state commercial fishing loan.
Existing borrower Loan Number

... prequafificaticn for a limited entry permit loan.
AmOvnt Area Gear Type

II. Collateral Offered to Secure Loan:

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

I! E> ~ Sr ~ -'.-' .I. ' e e.. � I her;. re W t . -Ie>.r:.:I 'rr I. > r:.."' a'.>
paw~ r r 1

'r 1 I-r- r r c '-.I--.. -t r t tr> 3 � I C A
crier>. 7C, wi i i r -. Irer:: r: r>r=r>tC hue r ' S>:e=t r .� S

3 L X' 1 >IIXh>rr ..:.. I> Cr>SS= c: ee; "'3., S ..' I: .:. re., �: "r'

IV. Applicant's Signature Date ~---

08-909  Rev. 7!90!  t4!

! :r ir tnt a e .: >O " rr c � cr=, '., - e S>r>r, ':1 ..: I.=; � wt; >t. I I = 1
St, I. Pe rains iph � "I- '- C I .. � . �" rr>es .:.: 1.: w; ' .I '.'. i I:I

.-a rc;. -.. =r c h=n xex te
III. Number Of IObS Created if IOan iS aPPrOved
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SS,OOO to the nets. However, if he ti<>r-
rov,s less than th» maximum, v hich
means that he has a larger d<>wn pay-
ment, he still must consider the lender s
financing percentage. F<>r «xarnple, if
the I><>rr<>a~ er has $20.000 for a dov n
payment and need» t<i borr<iv Sw0,000,
he cann<>t simply state that his doe, n
payment will be split. ~vith $10.000 going
t<> tlie nets and the remaining $10,000 to
the boat. That w<iuld leave him request-
ing $40.000 f<>r the purchase of the boat,
xvhich is above the lender's ?>Vt> maxi-

mum. The borrower must distribute hi»
dov-n payment s<i tltat he pa~ s for at
least 2>% <if the cost of the boat, $12,500,
and 50% of the nets, or $5,000. He can

choose to apply the remaining S2,500 of
his $20,000 d<>~in paynient to either the
boat or the nets, Since the net» lose
value m<ire quickly than the boat, he
might make the lender happier if hc
applies it to th nets.

C<>llateral is personal or real property
that a borrov er agree» t<i relinquish to a
lender in the e~ ent that the borrov er
defaults on a loan. The amount of
c<illateral required to back up or "secure"
a loan is not establish«d liy formula. It
depend» upon the lender's estimate <>f
the borrower's default risk and upon the
rate at which assets lose value over the
lif'e of the loan.

Lenders expect the value of collateral

to always rernainsignificantly greater
than the outstanding balance of a l<>an so
that a borrower ~ho can no longer
afford loan payments can pay the loan
balance by quickly selling some of the
assets offered as collateral, 'I'o quickly
sell a piece of equipment, it usually must
b» 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 comliination with a
limited 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 both 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. !f the dov n payment is
to come from cash reserves, name the
financial institution where the money is
located, If it v ill c<>me from the sale of
assets, indicate the type of asset and the
market value, Include an appraisal or
other verification ot' the asset'» 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 f'rom the sale of his current vessel..

The sale has been arranged and will
proceed if the loan request is
approved.g

Personal Commercial
Fishing Resume
The personal resume 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 resume should also include
names and addresses of character refer-

ences, who will attest to the borrower's
performance and personal qualities.
Catch records for the past three to five
years, not shown elsewhere in the appli-
cation. should be included in the resume

as well, Let's take a look at the elements

of a resume in greater detail,
1. FISHING EXPERIEVCE: 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 Resume,"
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,

2, SKII.LS 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 v a»

learned  on th» job or through
technical or academic training!, and
when it divas learned. If available,
copies of certificates of completion,
unix ersity transcripts. or other verifi-
cation of training sh<>uld be at-
tached. Again don t forget about the
skills and training of a spouse or co-
applicant. You can mention your
skills in a narrative like that of our

sample fisherman. or list them as
follows,

~Car entr � on-the-job training.
residential construction, 1972�

1973

W~eldin t:,'>, Army assigned tr>
motor pool, 19 3 � 1975

~Na> i ation Coast Guard Auxiliary
course, Anchorage, 1983  appli-
cant and spouse!

Accountin 'bookkee in � Anchor-

age C<>mmunity College, 198!
 spouse!

Diesel en ine maintenance

Em«rson Diesel Course, Seattle,
1985

H draulic s stem maintenance�

I 'niversit! of Alaska Marine Ad~ i-
sory Program v orkshop,
Dillingham, 1987

3. REFERENCES: Each resume will
request the nam«s of personal
references who can verify your
fishing experience, s our fishing and
business ability, and your character.
List th» name» of pe<>pl» in your
comntunity with whom and for
whom you have fished, Also list
managers at processing companies
to whom you hav«d«liierecl fish,
Be sure to list only pe<>pie v, ho v. ill
be readily available ivhen a lender
writes or call». If they are a~ay
from home or the office for any
length of time. or addr«sses and
phone numbers are incorrect, they
will be difficult to contact and the

loan process will slow dozen. Inci-
dentally, he sure t<> ask people
bef'ore subnutting their names
v, hether they ar«xvilling to serve as
references. It leaves a bad impres-
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Commercial Fishing Catch Record
Year 1990

I otal

value

Days Lb/ton
fished Price caughtFisherySpecies

PWS drift gil.
PWS drift gil.
PWS seine

PWS seine

Kodiak crab

PWS seine

20

20

40

40

20 1

2.700

23,400

157,500

8,100

31,500

35,000

$1.80

$1.80

$0.35

$0.90

$2.10

$700

1,500

13,000

450.000

9,000

15,000

50

Processors Buying Catch:
Salmon and herring � Orca Pacific Ocean Product»
Tanner crab � Shelikof Packers, Inc.

Example of a catch record  'not related to the sample applicationf. Keep in mind that
this block of information needs to be repeated for each of the lust three to five >>ears that
gott have been a skipper.

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-
al» are also expected for individual assets
that have a value equal to 10'ro or more
of the value of all assets shown on the

financial statement. Keep in mind that
each survey or appraisal should be no

King salmon
Red Salmon

Pink salmon

Churn salmon

Tanner crab

Herring

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

Credit authorizadons allow, lenders
to check your payment record v ith
canneries and businesses from v horn

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.

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 creditor»
v horn 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 to verify your payment
record with stores and cannerie», but not
with banks or other commercial lenders,

Your credit with lenders i» 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 hav«
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,
bond», mortgage», insurance policies, or
other investments.

Mo»t lenders are interested in learn-
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ing only about yottr business 1<>ans. If.
h<>wever, your business borro~ ing is
very limited, have ierificati<>ns sent to
lenders of real estate and consttmer loan»
that you hax e received. Separate verifi-
cations should go to each of the organi-
zati<>ns v here y<>u have major deposits,
im estments, and loans. Authorization
forms are part <>f your lender's applica-
tion package. Our fisherman deal» v ith
only one financial institution for his
clzecking. saving, and borrowing needs
:tnd c<>nsequently has completed just one
authorization t'orrn,

Income tax returns.   <>mplete
federal and, if applicable, state income
tax returns tor the past three year» are a
r<>utine requirement for a commercial
loan. They are used to verify income.
<>peratiny, expenses, and cash llov .
Recent income tax return» als<> suggest
 l>ut don't prove! that you are not delin-
quent in paying income taxes. This is
imp<>rtant to a lender, because if you
have failed to pay back taxes, the Inter-
n;il Revenue Service has first claim to

your assets. including y<>ur boat. The
upsh<>t of this is: no tax returns, no
loan.

Schedule   .. "Profit or  Loss! from

Business or Profession." is the principal
inc<>me tax f<>rm that a loan officet' ~ill
reviev . Net profit from your fishing
business i» sh<>wn here. If you consis-
tenth show little or no profit, there is an
.Ipp; rent risk that you may be unable to
afford addition:ll loan p:iyrnent». It is not
unc<>mm<>n, h<>wever, for a sole propri-

DIVISION OF INVESTMENTS
ALASKA DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT

P.O Bcx D
Juneau, AK 99811-0802

CREDIT AUTHORIZATION

r r-n
 Pnnt full name!  City and State!

authonze the following named creditor to divulge to the Department of Commerce and Economic
Development, State of Alaska, any and all information Concerning 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 outstanding, and the repayment record.

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

NAME OF CREDITOR

ACCOUhlT NUMBER

ADDRESS - " - r

C ITY STATE

ZIP CODE 0-'

APPLICANT'S SIGNATURE DATE

forward all authoriza-This form should be return
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 confidential.
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DIVISION OF INVESTMENTS
ALASKA DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT

P.O. Box D
Jurteav, AK 89811-IN02

AUTHORIZA I10H TO VERIFY RNAHCIAL INFORMATION

ofI.
 Print Full Name!  City and State!

authorize the tOI!owing named financial mStitutiOn tO divulge tc the Department of COrnmeroe and Economic
Development, State of Alaaka. any and all information concerning the nature Of my accOunt balanCes and loan
balances with them, including, but not kmited to, the amount of credit extended, the terms and conditions of
the transactions and the account balance, it any is outstanding.

h 7 1+-

I understand that the intormation is cf a confidential nature and will be used for the sole purpose of evaluating
an appkcation which I have submitted to the State.

Name Ol FinanCial Inetsuticn Fzre= ti.n . on=2

Checking Account Number Savinge Aoccunt Number 28-8 ' -i! 31

Loan NumberLOan Number

Address = " - - r-r

State av ~

Applicant'8 Signature
This form should be
creditors.

Ov
II authorizations to the

BANK VERIFICATION OF FINANCIAL INFORMATION
 For Bank Use Only!

The i ~ formation provided above is essentially correct as of this date and accurately reflects the individual's finan-
cial dealings with this instidution.

Remarks

Signature of Bank Official Title Date

e return to:
fhvivion ai invaelmanla
3601 'C' St, Suite 778
Anchonece, AK 99583
Telephone. 562 3379

Onnr&e ef tnvaetmente
PO spa C

Juneau.xk 99811-0802
Telephone 465.25vo

�41 nev 790l

etor  most fishermen are sole propri-
etors! to have a comfortable cash flov
even though taxable profits are small,
This can happen when earnings are
legitimately sheltered from incofne taxes
through large depreciation deductions
and perhaps capital construction fund
deposits. If this is your situation, you
need to attach a note to your tax return»
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.

Coaunercial 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 th» intent is the
same. Notice that both husband and

wife  co-applicant! have signed the
"Consent to Release Information" form in

the sample application.

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

filings/records maintain

C P Spouse's Name - Please PrintApplioant's Name � Please Print

Applicant's Social Secunty No Spouse's Social Securtly No.

08-909  Rev. 7,90! �8!

Construction or purchase
agreement.

C'ozzsfru ,tf'ozz Agreemefzt

Pr >tection for both buyer and lender
frofn construction nsishaps is on the
mind  >f the loan officer review.ing a
construction contract. The lender w ants
clause» in the agreement providing
protection in case the vessel i» destroyed
during construction  by a fire for in-
stance! or in case the builder goes out of
bu»ines». The lender and especially the
buyer al»o want protection against lost
fi»hing time  income! resulting f'rom
faulty workmanship. Other clauses
involving cost overruns, warranty of
~vorkman»hip and material», liens against
th» l>uilder by suppliers to the builder.
arbitrati >n  >f disputes hetw'een the
l>uilder and buyer, conditions for
progre»» payments, and other potential
problems may al» > be desirable.

fhe experienced lender mill ensure
that maximum protection i» w.ritten into a
construct!on loan contract becaLI»e a
con»truction loan normally remains
unsecured until the vessel is finished and
documented. The ve»»el i» not accept-
al>le as collateral for a loan until the
"document," which is prepared by the
Coast Guard. list» the lender as a mort-
gagec. Because of thi», »ome lenders.
including the State of Alaska, do not
make interin> construction loans.

2. Pzz!  ; hase Agn.em etzl

A lien that is listed on a ~ e»sel docu-
ment is termed a PREFERRED XIARIXE

DIVISION OF INVESTMENTS
ALASKA DEPARTMENT OF COMIVIERCE AND ECONOMIC DEVELOPMENT

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

I authorize the Division of Investments to obtain copies of:

State income tax returns
2. U.S. income tax returns
3. U.S, Cwil Service personnel records
4. U.S Social Security records
5. U.S. rhilitary service records
6. U S. Department of Labor employment records
7. State and U S. hsheries records
8 Slate snd Federal enrollment and financial aids recordS
9. Telephone, utility and water records

10, U.S. Posta Service intormation
11 Commercial Fisheries Entry Commission  Limited Entry! records
12. State Permanent Fund Dwidend Program records
13. Alaska Department of Public Safety records
14 Alaska Department of Fish and Game records15. Any other records which would relate to my stated claim ol Alaska domicilerresidency

I also authorize the release of any information contained in this applicatiOn and attachments to the
Commercial FisherieS Entry Commission, the internal Revenue Service, and lhe Alaska Permanent Fund
Corporation In addition I authonze the davis~on to verify the validity of information submitted in support
of this loan application. In verifying that the applicant is not elegible tor an alternatwe sourCe ol financing
� AAC 80.055 b!!, I understand that information contained in the application may be released to other
lending institutions. Further, I authorize the division to obtain credit information on me from credit repor-
tmg agencies.
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MORTGAGE. Only mortgage» are listed
on a ship'» 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 he filed with the Coast Guard hy
suppliers of goods or service» ~vho have
not been paid by a vessel owner, Al-
though they are not recorded on the
document as are rnortgages, they are
made a rnatter of public record. The
»ignificance of this lies in the fact that
outstanding claims of lien are transferred
from owner to owner. A nev owner <>f
an existing vessel may be held liable for
the previous owner's debts. C<>nse-
quently, a potential buyer should ensure
that no liens exist at the time of sale, It
is common practice to include in the
purchase agreement a clause stating that
no liens or encumbrances remain ag;rinst
the vessel. "Preferred ship'» mortgages,"
in contrast to liens, cannot be transferred
from ov'ner to owner. Each mortgag»
must he paid in full before title to a
vessel can he transferred to a new buyer,

Purchase agreements For existing
vessels are usually of secondary concern
tn 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 the

sale price, the amount of the dov.n
payr»ent, and the amount and timing
of subsequent payments;

B, Loan terms if the seller i» carrying
part <>r all of the loan including the
interest rate, number of payments,
and th» amount borrowed, a» well a»
the amount  >f each payment:

C. The l<>cation of' the vessel and gear,
and a list of the gear and equipment
included in the sal»;

D, The condition of the vessel and
equipment.; and

E. A list <>f thing» that the current owner
agrees to do or impro~ »ment» that
v.ill be mad«as a condition of the
sale. and the time peri<>d in ivhich
they are to be accomplished.
Insurance. Most lender» require that

both hull and machinery and Hability
insurance be purchased hef<>re th» loan
funds are disbursed, Typically, hull and
machinery insurance must equal or
exceed 110% of the remaining balance <>f
a loan, For example, if a nev, vessel is
purchased for $100,000, and a lender
lends 75o/o of the p<rrcha»e price
 $7!,000l, the minimum hull and machin-
ery coverage m r»t equ;rl 110% of
$7!,000, or $H2,>00. Vessel om n«r»
usually carry insurance «quivalent to the
purchase price or f'air market value, as
long as the value is gre;<ter than the loan
balance. The lender is named "loss
payee"  beneficiary! on a hull and ma-
chinery policy and receive» insurance
dishur»ernents up to the remaining
balance of the i essel 1<>an, hefor« the
owner receives any money.

"Breach of warrantv" insurance is

required hy m<>st lenders as an adjunct to
the lurll and machinery p<>licy, The
purpose <>f a breach of v, arranty rider i»
to repav a loan in case the ~ e»sel is lost
and a claim is denied under the hull
policy. If, f<>r inst:rnce.;r vessel which is
insured  >nly {' or the Kodiak region i» 1<>st
v hile fishing in Prince William Sound.
the hull policy may be void. hut the
lender will he able t > recover the bal-
ance of the ship's mortgage thr<>ugh a
"breach of ~varranty' policy.

The minimums for liability, <>r m<>re
correctly, -pr<>tection and indemnity"
insurance  PKI! ~ary from lender t<>
lender. Plan <>n needing liabilit~ cover-
age of S100,000 for each cree, mer»her.
including tire skipper, and a minimum of
$100,000 for each accident irr~ <>lving
property damage or injury to individual»
other than ere~ member», '{'he major
pufpo»e of PRI coverage rs to provide
medical expenses and irrc >me conspen-
sation for th» injury or death of a crew
member,

Pr >tecti >n;md indemnity inst>rance,
ho~ ever, also co> ers darnag<» caused by
th» ve»sel to -any fixed or movable
object or property <>f ~whatever nature.�
l!arnage to docks, piers, ar>d in s<>m<.
cases to moored ve»sel». fror>> collision
 >r excessive svake, fall» into thi»
category, . ~
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Loan Payments and
Break-even Analysis
At this point. our review of the loan
«pplicati<>n c<>mes to an end, Loan
Payments and Break-even Analysis
chapters follow, The first step in decid-
ing whether your purchase plan» are
affordable is to find out what the result-

ing loan pa~ ments ~ ill be. The next
chapter pros ides a loan payment table
»howing the annual payments associated
a ith different interest rates, and repay-
ment period» for each $1,000 br>rrowed.

The next step in making a decision is
doing a break-even calculation follovving
the procedure shown in the last chapter,
'I'he break-even calculati<>n i» u»ed t<>

determine how many pounds of fish
must be caught t<> pay fishing expenses,
living expenses, and your anticipated
l >an payment. After you compare the
break-even catch v.ith your catch record,
you are in a go~.>d po»ition to decide
whether to proceed to a lender or to re-
examine yt>ur need». +
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n annual loan payment table
sho~ s the 'level term'  everv

payment is the same amount!, once-a-
year payments due on each $1,000
borrovved at different interest rates and
loan term». To find the payment for a
loan of several thousand dollars, simply
multiply the payment in the tabLe by the
number of thousand», For example,
Table 1 sh<rws that if you borrow $1.000
at 10% interest and repay the loan over a
fi~ e year period, the pa> ment each year
will be $263.80. If !ou wish to borrow
$10,000, at th» same interest and repay-
ment schedule, your annual payment will
be 10 time» as much, or $2,638, If you
borro~ $50,000 the annual payment will
be 50 ti<nes more  $13,190! and so on.

To figure incom» taxes and net worth
for a balance sheet, it is important to
knoiv that the principal and interest
portions of a level term ioan payment are
different for every payment even though
the total payment amount stay» the same,
The interest portion gradually decrease»
from the first payment to the last. The
first payment i» n»arly all interest and the
last i» nearly all principal. Thi» is be-
cause interest is figured on the unpaid
balance of' a loan. Part nf each payment

 the principal! goes toward reduction of
the loan amount; consequently, as the
loan is repaid, the int»rest 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 portion 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
v ill improve annually as you decrease
the amount owed on your loans. This in
turn improves your borrowing power
because your net v orth 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 ~ hen interest
rates fail. If the rate drops three or four
percentage points, however, you can
refinance at a lower rate.

I.oan payment tables like Table 1 and
similar loan amortization payment tables
 v..hich 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! guarantees
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 2.+~
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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
your 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 to
deal with floating rates.

The calculation is made up t>f 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 t>ther
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
»um t>f its prtncipal and interest portions.

If this sounds confusing, 'I'able 2
should help straighten it out. Examples
are shown for figuring annual and
m~>nthly payments, ~

!NP&

Example 1. Aanual Payments
 One payment each year for the first three year» of a 10-! ear l~>an!

Borrow ed: $100,000 Interest rate: VariableLoan period: 10 years

Year 1: Interest rate 170/0  of remaining balance!
$100,000 �: 10 = $10,000  principal!
$100,000 x 0.1, = $17,000  interest!
$10,000 + S17,000 = $27,000  payment!

Year 2: Interest rate 150/0  of remaining balance!
$100,000 �: 10 = $10,000  principal!
$90,000 x 0.15 = S13,500  interest!
$10,000 + $13.500 = $23.500  payment!

Year 5: Interest rate 18 /0  of remaining balance!
$100,000 �: 10 = $10,000  principal!
$80.000 x 0,18 � $1 I,-f00  interest!

$10,000 + $14,400 = $24,400  payment!

IbQ'I

Ant~' barroom& ~ Te@k e~r H payrberm '-' Pr'I sekpak

...QemakAkQgW~ x'.W@fKc rate! ~ Payments per year ~ Xntere.k

~ g~~ + Interest = &present .
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reak-even analysis is used to
help answer the question, "Can I

afford it?" The objective is to determine
ho+ 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 shorn hov,' 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 a fisherman v ant» to

borrov. $100,000 to purchase a new boat
for his Bristol Bay gillnet fishery. The
loan terms are 10 year» and 14% interest,
If me assume level term payments, Table
1 on page 57 show» that the resulting
pavment per $1,000 is S191,70. The
annual payment for $100,000 is therefore
$19,170.

The important question is, hov,. many
pounds of red and churn salmon must be
caught to make this boat payment. while
covering all other fishing and living
expenses? To arrive at an ansv er v e
must first list the fisherman's projected
fishing expenses, then the estimated ex-
vessel prices for reds and churns, and

finally, the percentage of reds in his
catch and the percentage churns  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 blank».

1. LOAN PAYMENT'S. The projected
boat payment is S19,171. 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. CRE%' SHARE ARRANGEMENT.
Assume that there are tmo crewmen
in addition to the skipper,'ov ner.
Each crewman receives 10% of gross
income, The total crew share conse-

quently is 20'lo,
3. FISH TAX OR AQI..tACULTURE

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,

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

6. MONTHS AI,L F1SHERIE. In this
Bristol Bay example, drift gillnetting
mill be the only fishery in v hich our
fisherman participates, so tmo
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 v hich 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 borne 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
month» 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,
ancl one-third ot the fixed expenses,
including the boat payment. If he
borromed money to purchase a
limited entry permit for salmon, the
permit payment mould be charged
entirely to the salmon fishery be-
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cause it cannot be u»ed for any
oth«r fishery,

Xou' u e're firiished u!ith the prelimi-
naries, so let sget on u'ith the business <>f
listi rg~ expenses arid culcrrlating the
break-even catch.

PROJECTED FISH PRICES.
Red salmon 51.2! per lb
Churn salmon 0,'i0 per lb

SPECIES MIX.

Red salmon 85% hy vs eight
Chum salmon 15% by weight

PROJECTED FISHING EXPENSES.
Direct expenses  specific to u f'r'»hery !

Fuekoil $3,000

Groceries 1,�00

Gear and equipment
ntaintenance

Supplies
Cre~v insurance

Permit loan payment
Travel

TOTAL

Fixed expenses  annual!
Ve»»el insurance

Hull and engine
maintenance

it Ioorage

Storage  incl. ~ arehoLi»e
expense!

Vehicle

Hu»irre»s administration

Legal. and accounting
'I'rax el an< 1 entertainrt>ent

Dues and licenses 250

Boat paym«nt» 19, I i0
'I'OTAL S29 270

10. BLENI!ED PRICE PER POI..ND. The
blendecl price takes into:ice<>unt th»
mixtiire of different species and the
different prices for th<>»e specie».
Multiply tl>e specie» t>~ix percentage
for a specie» by its ex-ie»»el price
;ind r«peat this calculation for each
species, 'I'his yield» a "~veighted"
price per pound for each species,
%'hen the v.eighted price»;irc added
together, the sum is a "blended.
~veighted average" price per pound.

11. PRORAI'El! FIXED EXPF.USES.

Prorated fixed expenses =
 iMonths this fishery �: Month»;ill
fisheries! x  'I'ot;il t'D,ed exp.!

Our Bristol Bay fisherman u»e» hi»
boat in onh one fishery. so prorated
fixed expenses are the»arne;i» total
fixed expenses.
Prorated fixed expense» =

� �:7! x  S29,220! = S29,220

12, CHE% SI IARE PI I.:8 'I'AX PERCENT-

AGES. Thi» i»»irnpl! the sum of the
crev share and tax percentage»  or
aquaculture .issessment if applicable
in your r«gi<>n!. 'A'rite the sum in
decir>~af f<>rmat s<> that it carl be

subtr;rcted from the value "1". !which

represents one dollar. For exar»pl»,
23% in decimal f<>rmat i» 0,23.

At thispoiirt rite un read! to fill iri the
blanksirr the breuk-et<en grride and

complete the break-er.err calcr ilatiorrs,
13, TOTAL EXPENSES. T<> arrive;it total

expense», add li~ ing expenses  no.
-'I!. total direct expense»  no. 9!,;ind
prorated fixed expenses  no.11!.

14. BREAK-EVEN I NCOI! IE. After creii
share, tax, andror aquaculture per-
centages of each dollar are sub-
tracted, the ren>aining fraction of a
dollar is available to coaer fishing,
living, and loan expenses. V,'hen
this remaining fr;rcti<>n i» dii ided
into the total dollar value of these

expenses, the resulting f'igure is the
break-even gross income, To rest.ite
the problem an<>ther ~vay, tlii»
calculation an»a ebs the question.
'Hov much <.lo I have to gross so
that ~hen crea, tax, ancl aquacul-
ture share» are d«ducted. the re-

rnainder v.ill p;iy for fishing, living.
and 1<>an expenses"."

1S. BREAK-EVEN CATCH. Divide the
break-ei en income  no. Iil by the
blended price per pound  ro. 10! to
arrive at the break-even catch for all

species,



B~lK-EVEN GUIDE

FISHERY:

Calculation Factors

9. Projected fishing expenses-1. Annual boat loan payment

Permit loan payment

2. Crew share  total 0/o!

5. Fish tax assessment  ~/o!

4. Uving expenses

5. Months this fishery

6. Months all fisheries

Fuel/oil ~i
Hull k engine

maintenance

Groceries

Moorage

Supplies

Crew insurance

Storage

Vehicle

Permit loan

payment

Business

administration

Sp

A. Travel

Dues h licenses
Species C:

Boat payment»
/lbC.

Species D:
Total fixed

expenses
Total direct

expenses

66 Break-even Analysis

T. Price/Ib  by species! 8. Species mix  '/o!

DIRECT EXPENSES

Gear k equipment
maintenance

FIXED EXPENSES

Vessel insurance

Legal 8z accounting

Travel 5 entertainment ~j'



x price A Break-even income �: blended price/lb
= Break-even catch

%A Crew share % + tax%

x price B%B

 decimal format!

x price C%C

Break-even catch

16. Break-even catch by speciesx price D%D

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

Species A:

Months this fishery
Species B:

Months all fisheries

Species C:

lb

 $ e
Species D:

lb

10. Blended price/lb

Total blended
price/lb

11. Prorated Bxed experts

Total fixed

expenses

Prorated 6xed
expenses

BRIBE-KVKN GUIDE

Calculations

12. Crew share'/o+ tax /0

13. Total expenses

Living
expenses

+ Direct

expenses

+ Prorated fixed
expenses

Total

expenses

14. Break-even income

Total expenses � - � � [crew share %
+ tax %]! = Break-even income

Break-even
income

1j. Break-even catch

Break-even Analysis 67
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I6, 13REAK-I'.VEVi CATCH I3Y 'SPECIES,
Notice that the final calculation
shov s break-ei en catch broken out
by species. Thi» i» achieved by
multiplying the total break-even
catch by the 'percentage mix" for
each species, that is, the percentage
that each specie» contributes to the
total catch in pounds.

The usefulness of break-even analysis
as a planning tool cannot be overernpha-
sized. Its greatest benefit v ill be realized
v'hen you observe v hat happens to
break-even catch as price», expenses,
and loan payments are changed. These
'~i hat if" exercises v ill help you prepare
both mentally and strategically for the
range of biological, economic, and
market conditions v'hich may lie ahead,

Use copies of the fill-in-the-blanks
break-even guide on the final page» of
this manual to do your own 'what if"
planning. I-'



BREAK-EVEN GUIDE

FISHERY:

Calculation Factors

1. Annual boat loan payment

Permit loan payment

2. Crew share  total 0/o!

3. Fish tax/assessment �/0!

4. Living expenses

5. Months this fishery

6. Months all fisheries

9. Projected fishing expenses

FIXED EXPENSES

Vessel insurance

Hull 8; engine
maintenance

Groceries

Moorage

Storage

Vehicle

Supplies

Crew insurance

Permit loan

payment

Business

adrnini»trationSpecies A:

A,A.

Species B:

Legal 8 accounting

Travel R entertainment

Dues R license»

Travel

B.

Species C:

Boat payments
/lbC,

Species D:
Total fixed

expenses
Total direct

expensesD.

7. Price/lb  by species! 8. Species mix �/o!

DIRECT EXPENSES

Fuel/oil

Gear R equipment
maintenance
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x price A%A Cre~ share 9o + tax "Io

x price B%B

 decimal format!

x price C
Break-even catch

price D%D

Species A:

ohio =

tvlonth» this fishery
Species B:

!vlonths all fisheries

Specie» C:

Species D;
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10. Blended price/lb

Total blended
price/lb

11. Prorated fixed expenses

Total fixed
expenses

Prorated fixed
expenses

BR&~-RVKN GUIDE

Calculations

12. Crew share '/0 + tax '/o

15. Total expenses

Lix ing
expenses

+ Direct

expenses

+ Prorated fixed
expenses

Total
expenses

14. Break-even income

1 otal expenses �: � � [ere~ share %
+ tax %]! = Break-even income

Break-even
income

15. Break-~en catch

Break-even income �: blended price/lb
= Break-even catch

16. Break-even catch by species

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


