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INTRODUCTION iii

Photo: Craig Wiese

Borrowing is a necessity for most commercial fishermen, a necessity for acquiring a vessel and
gear, and a fishing permit if one is required. Often fishermen must also borrow in order to bring
seasonal start-up funds  " working capital" ! to an adequate level. In this respect, fishermen are no
different from the mejority of sinall businessmen; it frequently takes borrowed funds to get into
business, and periodic borrowing to keep the business running,

What is fortunate for Alaska's commercial fishermen, is that they have a greater variety of lenders
to choose hbm than do their small business counterparts in nearly any other industry in the state.
Section I of this publication examines ll conventional, but sometimes little known, financing
alternatives available to Alaskan commercial fishermen. The loan program of each lender is briefly
explained, and the terms and conditions for a loan are outlined for easy review and comparison.

Comparison shopping is the key to finding the right lending organization, because each offers its
own particular combination of terms, conditions, and eligibility requirements, 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 beginning on pages 61 and 62 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 Appendix II. Appendix II offers a step by step, fill-in-the-blanks guide to performing a break-
even analysis that will determine how many pounds of one or more species must be caught to meet
fishing expenses, loan payments, and living expenses. If your expected catch is greater than the
breakeven catch and you have used realistic estimates of ex-vessel price and operating expenses  in
other words you aren't fooling yourself! then feel comfortable about proceeding to the application.

For those who do not apply for loans on a regular basis, one of the most frustrating parts of
completing an application is 'trying to decipher the meaning of the financial jargon while at the
same tinie second-guessing what the lender really wants. Section II addresses this dilemma by
explaining much of what isn't obvious or isn't explained on a commercial fishing loan application.
Reading this section can save you hours of confusion, not to mention the loss of days or weeks of tinie
through correspondence with landers over incomplete paperwork. How many times have interest
rates risen beyond affordability, while the loan application process for you or an acquaintance
dragged on'and on?

"Fishermen are no
different from the
majority of small
businessmen; it
frequently takes
borrowed funds to get
into business, and
periodic borrowing to
keep the business
running."
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THE LENDERS There are two state agencies that make loans to commercial fishermen. Both are housed within
the Department of Commerce and Economic Development, One, the Division of Investments,
manages permit loans for all fishermen who meet the basic requirements for residency and fishing
experience. It also makes vessel, gear, and permit loans to individuals, corporations, and
partnerships who meet requirements for length of residency, experience, economic dependence, and
traditional life style. Vessel and gear loans from this agency are intended mainly for residents of
bush communities who do not have other sources of employment and who cannot qualify for a loan
from a commercial lending agency.

The other state agency involved with fishing industry loans is the Alaska Industrial
Development Authority  AIDA!. AIDA is actually a loan underwriter and does not make loans
directly to individuals. The way to plug into the AIDA program is to apply for an "AIDA
participation loan" at a bank. Details about each program follow,
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THE LENDERS

The Divtllon of Investments manages the Commercial Fishing Revolving Loan Fund. The
Revp]ving Loarr 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 permits,
veasels, and gear. Each has distinct eligibility and lending limit requirements. The policies and
requirements for these two loan programs are altered every year, sometimes in minor ways,
sometimes substantially. Before submitting an application to the Division, be sure that you have
read and completed the latest revision. Details of the two programs outlined below are current for
FY l987, which ended June 30, 1987,

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

Fishermen who are shopping for a limited entry permit may prequalify for a loan under Section A
by filing an application with the Division before they have found a seller. The application must be
complete except for a purchase agreement, down payment receipt, and other papers associated with
a commitment to purchase a specific permit. A $200 non-refundable prequalification fee must
accompany the application. If the application is approved, the loan commitment will be valid for 60
days after the date of approval. If a permit is not located, an applicant may apply for a 60-day
extension aAer 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 loan from a commercial
lender, who do not have job opportunities in their local area other than commercial fishing, or are
economically dependent on commercial fishing and commercial fishing has been a traditional way
of life, Section B is designed to give members of fishing families in rural towns and villages a
chance to compete economically for a boat and permit.

Loans under Sections A and B are assumable. The interest rate for the original borrower is dropped
and the current rate for new loans is assigned. Eligibility requirements for assumptions remain the
same as for new loans, with one important exception, no prior fishing experience is necessary. The
loan committee, however, must be convinced that the applicant is a good financial risk before
approval is granted.



Percent
Financing: I oan Term:Loans For:

*l imited entry
permit.

Fixed - 10.5%

Fixed - 10.5%+New or
used vessels.

+Gear and

equipment.

*Limited entry
permits.
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* Reimbursement

of an applicant for a
permit that was
obtained six months

or less before receipt
of the application by
the Division of
investments.

*Repair or upgrading
of vessels and gear.

Loan Limits:

$300,000 maximum,
less the total of any
outstanding loan
balances from
previous fishing
loans made under
the Commercial
Fishing Revolving
Loan Fund.

$100,000 maximum, less
the total of any
outstanding loan
balances from previous
fishing loans made under
the Commercial Fishing
Revolving Loan Fund.

Two or more commercial
fisherinen may apply
jointly for a loan and
combine their $100,000
individual maximum
!can amounts.
Outstanding loan
balances from previous
commercial fishing loans
are deducted from the
total loan amount.

Interest Rate:

Up to 90% of the cost
of a permit or the
Commercial Fisheries
Entry Commission
value for a similar
permit, whichever is
less.

Up to90%of the
appraised value or cost
 whichever is lower! of
the vessel, equipment,
permit, or other asset
ofl'ered to secure a loan.

100% financing is
available for a limited
entry permit. Borrower
must have at least three
years of experience as a
commercial fisherman in
the fishery to which the
permit applies; must not
have owned a hmited
entry permit in the year
just preceding the
application for the loan;
and must meet the other
requirements listed
under "Eligibility".

Up to 15 years.
Depends upon the
amount to be
borrowed and the

financial strength of
the borrower.
Normally less than
15 years, even for
large loans, so that
if extensions are
necessary, the
extensions will not

exceed the 15 year
maximum.

Up to 15 years;
depends upon the
loan amount and the

financial record of

the borrpwer,



Special feesEligibility

State residency for the two years immediately preceding
the date of application

Most have held a limited entry permit, commercia! fishing
license, or crew member license for the year preceding the
date of application and any two of the psstfive years, and
have actively participated in the fishery during those
periods.

For each year claimed above, either 30 percent of tote!
gross incoine must have come from cominercisl fishing, or
25 days of the year must have been spent cominercis!
fishing, or sn individua! must have fished 50 percent or
more of the days that a particular fishery was open.

A !oan received under Section A makes an individua!
ine!igible to borrow under Section B.

State residency for the two years immediately preceding
the date of application.

The borrower inust have no local occupational
opportunities other than commercial fishing because of
lack of job opportunities in the area of residence or lack of
training, or the borrower must have traditionally fished in
Alaska snd be dependent on comme rcia! fishing for a
livelihood.

Loans under Section B are intended for individua!s who do
not have alternative sources of financing availab!e to
them,

An individual who hss received s permit loan under
Section A is ineligible to borrow under Section B.

Application fee - $25.00

Credit report fee -$25,00

Prequalification application fee-
$200.00

Origination fee - 1/2% of the loan
amount  if application is
approved!

Assumption fee - 1/2% of the
assumable amount  if application
is approved!

Application fee - $25.00

Credit report fee -$25.00

Origination fee - 1/2% of the loan
amount  if application is
approved!

Assumption fee - 1/2% of the
assumable amount  if application
is approved!

THE LENDERS

Applications and Information:
Division of investments

Pouch D
Juneau, Alaska 99811
 907! 465-2510

Division of investments

675 7th Avenue, Station A
Fairbanks, A!aska 99701
 907! 452-8182

Division of investments
3601 "C" Street, Suite 740
Anchorage, Alaska 99503
 907! 562-3779

Division of Investments

P.O. Box 370
Di1 1 ingham, Alaska 99576
 907! 842-1087



THE LENDERS Umbrella Bond Financing Program
Alaska Industrial Development Authority  AIDA! has a bond financing program that may be
used by commercial fishermen. However, AIDA does not loan directly to a borrower. The
Authority is a loan underwriter which means that it backs 80 to 90 percent of a loan that a
commercial lender has made to a borrower. As commitinents by AIDA to purchase loans from a
commercial lender are approved, they are consolidated until the total package reaches
approximateiy $10 million to $25 million, AIDA then sells bonds to finance the package of
consolidated loans, hence the term "umbrella financing."

The loan process I' or Al DA financing begins by going to a commercial lender, usually a bank or the
Commercial Fishing and Agriculture Bank  CFAB!, and asking for an "AIDA participation loan."
Bond funding carries with it restrictions on the type of project and borrower that can be funded. So
the first step for a borrower and !ender is to complete a preliminary "eligibility application" and
send it to the Authority, along with a $100 non-refundable fee, If the project and borrower are
eligible, the AI DA Board will complete an "eligibility resolution" for the project. Take note that
any funds spent for a capital project before the resolution is prepared are not eligible for bond
financing. Projects which may be funded include the purchase of a new or used vessel,
reconstruction or rehabilitation of an existing vessel, major equipment purchases, and the
purchase of land or buildings for a shed, a dock, or a processing facility.
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After the eligibility resolution is approved, the application process proceeds in standard fashion.
The borrower provides the lender with credit information, a resume of work history, income tax
records, financial statements, business projections, and other information normally required for
a business loan. If the lender approves the loan, the package is sent to AIDA for review. If AIDA
approves, a "commitment letter" is issued to the lender specifying than interim interest rate,
The permanent rate of intereston the AIDA portion of the loan cannot be set until the bonds are
sold. AIDA will fund up to 90 percent of the loan amount, and the commercial lender funds the
remaining 10 percent or more. Once the commitment is accepted by the borrower, it is returned
to the Authority, along with a "commitment fee" of one percent of the loan amount. The lender
then close+the loan and sends it to AIDA for funding. At the time of funding, AIDA holds back
three percent of its poi'tion of the loan to cover estimated bond sale costs.

AIDA financed loans are usually large loans of $100,000 or more,



Percent
Financing: Loan Term:Loan Limits: Interest Rate:Loans For.

Fixed - 10.0% to

11.0% during April
1987

Up to 15 years,
depending upon
the commercial

lender.

$10,000,000
maxiinum

Up to 75% of the
purchase price or
survey value,
whichever is lower.

*New or used

vessels

* Capital
improvements

* Capital
equipment

* Real estate

~A! DA purchases 80 to 90% of a loan from a commercial lender. The
commercial lender holds the remaining 10 to 20% of the loan. AIDA's
interest rate is fixed. The interest rate on the bank's or other lender's
portion floats. It moves with theprime rate and stays at 1 to 2% above
the prime rate. Because the commercial lender's piece of the loan is so
small, fluctuating interest rates on this portion will cause only minor
changes in the overall rate for the loan, probably never more than
I/2%,
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There is no
minimum, but
bankers are
reluctant to deal
with loans for much

less than $100,000
because the income

they make on their
10 percent portion
 the usual cut! is not

enough on smaller
loans to make the

paperwork
worthwhile.

The interest rate

that is charged to
borrowers depends
upon the interest
rate that AlDA

must pay to buyers
ofitsbonds Once
bonds to finance a

package of loans are
sold, the interest
rate to borrowers in

that package will
remain fixed for the

terms of their
loans.*

Commercial lenders

decide the

percentage of
purchase price or
survey value that
will be loaned.
AIDA funds 80 to
90% of the amount
the lender decides to

lend.
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For more information about AIDA
financing write or caIl:

Alaska Industrial Developxnent Authority
1577 C Street, Suite 304
Anchorage, AK 99501-5177
 907! 274-1651



$0 THE LENDERS The Alaska Commercial Fishing and Agriculture Bank  CRAB! is a lending cooperative that
serves only the fishing, farming, and timber industries in Alaska. It was created in 1980 because
of limited availability of financing for certain sectors of these industries. CFAB is a private
lending institution, however, the state provided its initial funding by purchasing a large block of
stock that the bank must eventually repurchase.

CFAB is the only lender besides the State of Alaska Department of Commerce and Economic
Development that can use a limited entry permit as security  eoBateral! for the purchase of a
perinit or vessel, Acceptance of a permit as collateral is advantageous to borrowers who have no
major assets besides their boat, permit, and house, and feel reluctant to secure a boat loan with
their home,

CFAB loans cover a broad spectrum of borrowers in the fishing industry. They include harvesters,
processors, suppliers and marketers, Loans may be made for a variety of purposes. Fishermen, for
example, may obtain loans for the purchase of new and used vessels, gear, equipment, processing
supplies  for on board processing!, fishing permits, and to meet a variety of construction, repair,
and operating expense needs.

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

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

Loans are made only to individuals who have been Alaska residents for at least one year and who
have recent fishing experience as an operator or as a crew member, Other eligibility requii ements
apply to partnerships and corporations  see the accompanying table,!

Because CFAB is a cooperative lending association, borrowers must become stockholders in the
association. The amount of stock purchased must equal five percent of the loan amount. The cost
of stock is often added to the loan but the net e6'eet on annual payments is slight.

The CFAB loan table follows discussion of the Interstate Production Credit Association Program .
The table shows terms and conditions that apply only to fishermen,
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Prorirrofion Credit Associations  PCAs! are Farm Credit System financing cooperatives
originally for rned 50 years ago to assist farmers and ranchers. In 1971 PCAs were authorized to
make loans to "producers or harvesters of aquatic products" � primarily commercial fishermen.

The interest rate at PCAs is variable and changes periodically during the life of a loan in
conjunction with the rise and fall of bond interest rates. In addition, Production Credit
Associations and other Farm Credit System lenders have a differential interest rate program by
which rates can be adjusted up or down from the average variable rate according to a borrower's'
financial position after the loan is made. In other words, if a borrower's financial position
improves from year to year, the interest rate can be adjusted down to reflect the lower risk of
default.

Farm Credit Services

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

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

Those who can afford the high equity requirement should put the Interstate PCA on their
shopping list of loan sources to investigate. They have been a significant source of capital for the
northwest and Alaska fishing industries during the past ten years.

Production Credit Association loans are managed out of Farm Credit Services offices in every
state. Several offices serve northwest and Alaska fishermen, and a prospective borrower may
begin the application process by visiting any office that is conveniently available. The two
Farm Credit Services offices closest to most Alaskans are located in Palmer,Alaska and
Mt. Vernon,Wa, The Interstate PCA in Salem, Oregon has processed more Alaska fishing loans
than any other and continues to serve resident and non-resident Alaska fishermen.

Being a financing cooperative means that borrowers must become shareholders in the
cooperative in order to obtain a loan. Different Farm Credit System lenders have different stock
ownership programs. At PCAs, borrowers must maintain stock ownership equivalent to eight
percent of their loan balance. Funds to purchase stock are automatically added to a vessel or gear
loan and a borrower consequently pays interest on a loan ba! ance that is 108 percent of the
amount received for business purposes, The net effect is to increase the effective interest rate
about one percentage point above the stated rate. The stated rate remains law enough, however,
that the effective rate is always competitive.



Percent
Financing:Loan Limits: Loan Term:Interest Rate:Loans For:

*Vessels-up to 12
years

None

+Permits-up to 12
years

* Construction of
new vessels

*Gear--up to 3 years

eg: Vessels � usually
in the 50-75% range

+Equipment-up to 7
years

*Working capital +Construction--up
to 18 months+Limited entry

permits *Wor king capital-
end of season

lNew vessels--up to
15 years

None* Purchase of new
or used vessels,
equipment and gear

+New vesseh � up to
60%

fUsed vessels-up to
12 years* Vessel repair and

reconstruction
*Used vessels � up to
50%

* Purchase of gear
and equipment

*Seasonal working
capital for members
with vessel loans

*Refinancing

12 THE LENDERS

* Purchase of new
or used vessels,
equipment and gear

* Repair or
reconstruction of
existing vessels

* Interim
construction if the
long term financing
is also carried by
the PCA

Floating-
differential interest

rate range: 12%-
14% during April
198'7

Floating--
differential rate:
9.5%-12% range
during April 1987

variable-

depends largely on
catch history,
financial strength
and collateral



K]lgibility Special Fees

1, Alaska resident-1 year

2. Fishing experience

3. CFAB is a cooperative lending association
and borrowers must become members of the

cooperative by purchasing stock in the
organization.

Corporations and partnerships must meet one
of the following requirements:

1. More than 50 percent of the stock in a
corporation that is applying for a loan, or,
in the case of a partnership, more than 50
percent of the the equity, inust be owned
by fisherinen.

2. More than 50 percent of the
corporation's or partnership's assets must
be related to fishing.

3 More than 50 percent of the gross
income must come from fishing.

PCAs are cooperative lending associations and
borrowers must becoine members of the

cooperative by purchasing stock.

variable- depends on loan
circumstances

Appraisal Fee-
$500 { only in areas that are
not connected by road to a
Farm Credit Services o6ice!

THE LENDERS 13

For applications and additional information
contact:

Alaska Coinmercial Fishing and
Agriculture Bank
2550 Denali St�Suite 1201
P.O. Box 92070

Anchorage, AK 99509
 907! 276-2007

PRODUCTION CREDIT

ASSOCIATION

 PCA!

Additional information may be obtained from;
Farm Credit Services

248 E. Dahlia St.
Palmer, AK 99645  907! 745-3390

Farm Credit Services

P.O, Box 307
Mt. Vernon, Wa. 98273 �06! 424-4151

Interstate Production Credit Association

475 Cottage St., N. E.
Salem, Oregon 97308 �03! 364-2530
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If you !ive and fish in Western Alaska in the region bounded by Cape Seppings on the north and
Port Heiden on the south, this program may be for you. It is intended for the fishermen of this
region who cannot get financing from a conventional lender, and whose borrowing needs do no't
exceed $25,000. Community Enterprise Development Corporation  CKDC! manages a revolving
loan fund of approximately $800,000. A revolving loan fund starts with a fixed amount of money to
lend. After the initial distribution to borrowers, the amount that is annually available for future
borrowing depends upon how much is i'eturned each year in loan payments. When a borrower
misses a payment or defaults on a loan, there is less to relend. On the average there is
approximate! y $200,000 to relend each year. This normally supports 10 to 20 loans. More than any
other lender to the state's fishing industry, CEDC gambles on the integrity of its borrowers to keep
its program alive.

Criteria used by conventional leaders for approving a loan include a strong credit record, ability to
meet a 25 to 50 percent down-payinent, good collateral, and evidence of earnings sufficient to make
loan payments in addition to all other expenses. CEDC lends to people who cannot meet all of these
requirements. To avoid making bad loans, CEDC loan personnel concentrate on an individual's
work history, consumer credit, reputation in the local community, fishing experience, and the last
three years' income tax returns, Total family income and expenses during each of the prior three
years are also closely reviewed.

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

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

eeoc



THE LENDERS 15

Why is the Federal Land Bank in the fishing financing act you may be wondering.
The answer is the Farm Credit System, The Federal Land Bank 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 eligible for financing, according to Farm Credit System philosophy. The FLB
began making loans to fishermen and processors in 1982,

The important distinctions between the Federal Land Bank  FLB! program and that of virtually all
other lenders to the fishing industry are: 1! the FLB is a long term lender, and 2! the security
 collateral! for a loan must be real estate that a fisherman uses in his fishing business or it may be
his home. How long is long term? Would you believe 30years? Yes, itis possible to get 30 year
financing fqr 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 payxnents in addition to all other
expenses, and that you have adequate equity in fishing-related real estate to secure a loan.

Fishing-related real estate may include your home  you need shelter for your family and your
personal property while you fish!, a boat or gear shed, land on which you store a vessel or
equipment, dock facilities, and processing facilities if you process your catch. In order to be suitable
collateral, the real estate also must have good resale potential. If it is run down, unfinished, in a
low demand location, or not up to FLB construction standards, it may not be suitable collateral,
which xneans it may not have any loan va!ue, no matter what its appraised value is, On the other
hand, if it is in excellent condition and there is a high demand for the property, the loan value may
be &0 to 85 percent of the appraised value.

There are no upper or lower limits on the amount that can be borrowed, but the largest loan granted
in Alaska up to spring of 1987 is $180,000. Bear in mind that the size of a loan is determined not by
the value of the vessel or equipment you wish to purchase but, again, by your equity in fisheries-
related real estate, its resale potential, and your net income record during the past few years. Net
income history is determined from income tax returns, recordkeeping books, catch records, and
living expenses. Average net income is usually the limiting factor in setting loan size, The
combination of net income, equity, and resale potential is different for every borrower, which means
that the amount that can be bortowed is judged on a case-by-case basis. There is no formula.

Farm Credit Services

Two other interesting features of this loan program are that refinancing is available, and that the
program is open to part-time as well as full-time commercial fishermen. Part-time fisherrrren must
of course have a good earnings history in the fisheries. Like other Farm Credit System programs,
the Federal Land Bank requires a borrower to become a stockholder in the bank in order to receive a
loan. Stock ownership is set at five percent of the amount originally borrowed and remains at that
amount until the loan is completely repaid. The Federal Land Bank loan program, like the
Production Credit Association program is managed at regional Farm Credit Services offices. Two
offices serve Alaskans. Southeast fishermen should contact the office in Mount Vernon,
Washington, while new ioans to fishermen living elsewhere in Alaska are handled by the Palmer,
Alaska office.



Percent
Financing: Loan Term:Interest Rate:Loan Limits:Loans For:

None Floating--
chfFerential interest

rate range: 9.75%-
12,25% in April1987

Fixed�
12% in April 1987

Up to $25,000 *New vessels-

up to 7 years
Up to 90%-
vessels, gear,
equipment, and
permits

+ New or used

vessels

*Permits�

5 to 7 years* Equipment and
gear

*New motors and

nets � 3 years* Limited entry
permit

*Vessel and motor

combinations � up to
7 years

* Conversion or

reconstruction

* Loan terms are

shorter for used

vessels and

equipment,
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*New or used
vessels

* Gear or vessel shed

* New or used home

* Limited entry
permit

* Set net site

* Refinancing

* Gear and
equipment
* Aquaculture
facilities

* Operating funds

Variable�

depends on the value
of real estate offered

as collateral and on
the resale market for
that collateral. lt is
not tied to the

fisheries equipment
or property that is
being purchased.

Up to 30 years, The
range is 15 to 30
years, depending
upon the life
expectancy of the
real estate used as
collateral, the size of
the loan, and the
borrower's ability to
repay the loan,



Eligibility Special Fees

None

*Loans are made only to individuals,
partnerships, or corporations who are, or will
be involved in the commercial fishing industry

*The borrower must own real estate that can
be used amollateral for a loan and which will
be used for fishing business purposes, or is a
home.

*Borrowers must become stockholders in the
cooperative

l. Alaska resident, permanently residing in
the Western Alaska region bounded on the
north by Cape Seppings, and on the south by
Port Heiden.

2, Not eligible for financing at a bank or
lending cooperative.

Appraisal Fee:
$500  char ged only to
borrowers whose loan is
approved and who cannot be
reached by road from a Farm
Credit, Services oAice!
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For applications and information:

Farm C r edit Serv ice s
248 E. Dahlia St,
Palmer, Ak, 99645  907! 745-3390

Farm Credit Services
P.O. Box 307
Mt. Vernon, WA 98273 �06! 424-4151

For applications and information;

Community Enterprise Development
Corporation
1101 E. Tudor Rd., Suite 210
Anchorage, Alaska 99503
 907! 562-2322



THE LENDERS Banks in Alaska have been making relatively few vessel loans in recent years. One reason is that
they have found it difficu1t to compete with the longer repayment period and lower interest rates
offered by state loan programs, CFAB, PCAs, and the National Marine Fisheries Service Fisheries
Obligation Guarantee Program. Banks are predominantly short and interinediate term lenders.
Most bankers prefer to be repaid for a vessel loan in three to seven years, depending upon the vesse1
cost. Fishing income and expenses are such that most fishermen cannot afford to pay for a new boat
in less than 10 to 15 years -- a period that falls into the category of long term financing.
Also, banks do not like to deal with the level of risk that is created by the rise and fall in fish and
shellfish populations and the consequent, but not always proportional, fall and rise in ex-vessel
prices.

Some banks are meeting the long term vessel financing challenge by obtaining Small Business
Administration  SBA! guarantees for these loans. In doing so they are able to offer competitive
terms and interest rates and stilI maintain their short to intermediate term financing role. An SBA
guarantee takes all risk of default out of the bank's hands and leaves it with the U.S. government,
With no risk of defau!t, a banker can stretch repayment terms over more years and offer a slightly
better interest rate than would otherwise be possible,

How does an SBA guaranteed long term 1oan fit into a bank's short to interinediate term lending
strategy? The bank sells the loan to a government or private institution that buys and sells
federally guaranteed loans. Guaranteed loans are a financial commodity like bonds, certificates of
deposit, and stocks.

Although the interest rate on a bank loan varies over the life of the loan  a floating interest rate!,
some banks are willing to establish level term loan payments  the payments remain the same each
year for the term of the loan! even though the interest rate float. A level term arrangement can be
advantageous to a borrower because it greatly improves financial-planning and cash flow
management. During the course of the loan, when interest rates are higher than the rate st for the
level term payments, more of each payment goes toward interest charges and less toward principal.
Conversely, when rates are lower than the level term rate, more goes toward principal. Over the
life of the loan, if the average rate is lower than the level term rate, the loan is automatically paid
off earl. If the average rate is higher, there is extra principal to pay on the last payment, It
becoines a balloon payment of sorts.

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

When dealing with a bank, keep in inind that each loan officer views an individual's financial
picture and the income potential of a fishery differently, This is not to say that investment
proposals that are clear winners or clear losers won't be obvious to everyone. But a middle-ground
proposa1 may need the right loan officer to recognize its potential. If your 1oan request is turned
down by one lender, don't be afraid to shop for another. One thing to be aware of, though, is that a
borrower is expected to be a customer at the bank that approves your loan. This may mean
switching your accounts to the new lending agency, or establishing additional accounts.



THE LENDERS 19

In recent years, finance companies have re-examined and changed their policies on financing
@shing vessels. Where they once relied more on the value of collateral to secure a loan than on the
economics of a project, they now tend to rely on the economics. Where they once offered 75 percent
to 80 percent financing on vessel purchase price or survey value, that same 75 to 80 percent
chancing now is calculated on auction value or on the price that must be offered to sell a vessel
within six months' time, Additional financing can be obtained if additional collateral, besides the
vessel, is offered to secure it. Finance terms also have been shortened in many cases, A vessel loan
may still carry an eight year to ten year amortization schedule as in the past, but now a balloon
payment may be added that comes due in three to seven years.

Finance companies deal mainly with loans of a quarter of a inillion dollars or more. When you
match the large loan, collateral-oriented nature of finance companies with the uncertain state of
many large boat fisheries in Alaska, you can understand why finance companies for the most part
are not active in the vessel financing arena. There are exceptions of course, and some fishing
ventures may have the economic potential to make any finance company or any lender willing to
participate. So don't cross finance companies off of your list of possibilities, just be aware of their
particular niche in the financing field.
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Percent
Financing:Loan Limits: Loan Terxn:Interest Rate:Loans For:

*New vessel-
up to 75%

* New vessel-
up to 10 years

Floatlng-
Prime rate plus 1%
to 2%

* Used vessel-
up to 66%

* Used vessel-
3 to 7 years

* Repayment terms
vary significantly
From bank to bank.

w See note below*

Flxed-
Prime plus 2% to
4%

* Purchase of new
and used vessels

* Major
reconstruction

* Varies greatly
with the financial

strength of the
borrower.

~it is not uncommon for banks that oHer relatively short repayment terms  for example, six years on a $200,000 loanj to set up payments as if the
loan were stretched over a longer period of time, often 12 to 15 years. The advantage of this is that during the first few start-up years, the annual
payments are based upon a long-term amortization schedule and are relatively affordable. However, a "balloon payment" consisting of the entire
remainder of the loan comes due at the end of the last year-in our example the sixth year. The bank at that time may allow the loan to be
refinanced. If the loan is guaranteed by the SBA, the bank is obligated by the SBA to provide refinancing if the borrower so wishes.

* New or used
vessels

* Construction

* Remodeling

* Refinancing
* Gear and

equipment
+ Operating funds

$500,000 maximum
for an SBA
guaranteed loan,
otherwise no loan
limits

Minimum range is
from $50,000 to
$500,000,depending
on the lender�

$100,000
minimum is

common

Fixed rates are
available when the
loan is earmarked
for sale to a
mortgage-buying
institution, such as
AIDA

* Gear and equip-
ment must be backed
by collateral such as a
vessel, land, or other
substantial asset
worth at least 150 to
200% of the value of
the equipment being
purchased.

70% to 80%ofquick
sale value  value for
which a vessel can
be sold within six

months!

+ Typical terms�
7 to 10 year
amortization with

balloon payment in
5 years.



Eligibility Special Fees

None.

Xone

The lending bank may require a savings
account, checking account, or some other
customer relationship.

None

Fishing experience required
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The main attractions of the Fisheries Obligation Guarantee  FOG! program are long repayment
terms and good interest rates. Fisheries Obligation Guarantees are a form of federal financial
assistance provided by the National Marine Fisheries Service  NMFS!. The purpose of the program
is to make long-term financing available to the U.S. fishing industry by guaranteeing repayment of
loans made for the construction of vessels and "shoreside facilities", or the reconstruction,
reconditioning, purchase or refinancing of existing fishing vessels and shoreside facilities.

Shoreside facilities are defined as "any land, or structure or equipment on land, used for loading,
receiving, holding, processing, or distributing fish of every kind  including fish caught as a result of
commercial passenger-carrying fishing operations!." Shoreside facilities, incidentally, can be
located inland as well as at shoreside. Notice that the definition does not limit shoreside facilities to
processing operations.

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

h< KQSe+
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Refinancing is a feature of the FOG program that can be beneficial to vessel and shoreside owners
who have existing loans with high interest rates and short repayment schedules. The resulting
large loan payments may be reduced significantly by taking advantage of FOG long repayment
terms and modest interest rates. For example, the annual loan payment on $200,000 borrowed at
16 percent interest over 10 years is $41,380. If the repayment period is stretched to 15 years and the
interest rate drops to 12 percent, the annual payment drops to $29,365. C'

Application for FOG program assistance is made directly to the nearest NMFS Financial Assistance
OAice, For Alaskans the nearest office is in Seattle. National Marine Fisheries Service personneI
will help individuals through the application procedure  they will not actually prepare the
application! and, if the financing guarantee is approved, NMFS personnel will locate a buyer for the
resulting guaranteed debt, which is to say that they will find a lender. The agency, at least on the
West Coast, has acquired a reputation for being conservative in assessing an applicant's ability to
repay a loan. This means that a borrower's fishing record, credit, and current financial position
must be in excellent shape, better than many bankers would demand.

One drawback of the program is that the application process is slow, Partnerships and corporations
should plan on six months from the time an application is received until the loan is closed. Sole
proprietors  one individual or family owns the vessel or shoreside facility! can get through the
process in less time because fewer credit and reference checks are run, and less time is lost in
correspondence and coordination.
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Members of partnerships and corporations considering a FOG loan should be aware of a provision in
the program regulations that relates to lixnitations of liability. The provision reads, "In no instance
will equity contributors be permitted to limit their liability on a guarantee only to the amount of
their initial equity contribution. Equity contributors will, additionally, be required to be at least
jointly and severally liable for the amount of the guaranteed obligation that corresponds to the
percentage of their ownership interest in the project. Such equity contributors may, however, be
required to be liable for more than such percentage."

Conditional fisheries: Everyone familiar with NMFS financial assistance programs is aware of
the "conditional fisheries" concept. It is the NMFS version of limited entry. It applies only to
vessels, not to shoreside facilities. There are seven fisheries in the United States that NMFS feels
should not experience additional fishing pressure. In Alaska, the conditional fisheries are salinon
and king crab. Financial assistance for new or used vessels that will engage in any conditional
fishery is governed by the guidelines below. The vessel to be purchased or reconditioned must
comply with at least one of these guidelines, Keep in mind as you read them that the intent is to
prevent an increase of fishing effort in the conditional fisheries,

Conditional Fisheries Guidelines:

I. The vessel whose financing is to be guaranteed must be fully capable of operating in an
underutilized fishery, pollock trawling, for example. It may also operate in conditional
fisheries,

2. The vessel to be purchased must replace a vessel of comparable fishing capacity that had
operated in the conditional fishery prior to the designation of the fishery as conditional, The
Alaska salmon fishery became conditional on Septexnber 23, 1974; and the king crab fishery on
September 22, 1975. Consequently, a vessel that is being replaced must have been contracted to
be built on or before these dates,

3. The vessel whose financing is to be guaranteed must have been contracted to be built prior to
the conditional fishery dates. That is, there is no conditional fisheries restriction on the
purchase of a salmon vessel if it was contracted to be built before September 23, 1974. The same
is true of boats used for the king crab fishery that were contracted to be built before
September 22, 1975.

4. The guaranteed financing must be used for the reconstruction or reconditioningof a vessel
already in the conditional fishery.

5. The application for a guaranteed loan must be subxnitted before a fishery is designated as
conditional. This statexnent pertains to fisheries that xnay become conditional in the future,



Percent
Financing:Loan Limits:Loans For: Interest Rate: Loan Term:

Up to 80% for new or used
vessels or shoreside
facilities.

* New vessels or
shoreside facilities

None + Vessels under
Nl500,000 � up to 15
years

Fixed or variable
rates are available

*Vessels over
$500 000 � up to 20
years

* Used vessels or
facilities under
l imi ted conditions

1. 20% down payment.

2. First year guarantee
fee �% of the loan
balance!.

3. First year's premium
for all required insurance.

5, Other additional
amounts as deemed
necessary by the program
on a case-by-case basis.
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* Reconstruction or
reconditioning of
existing vessels or
facilities

The loan amount for a project may include
architectural, engineering, or inspection
expenses, expenses for interest on an interim
construction or reconstruction loan,
expenses of NMFS-required consulting
services, dredging, and other costs deemed
by the program to be necessary

Fixed rate�

generally prime to
prime plus 1%,
occasionally less
than prime

Approximate!y 30% to
40% equity is needed at
the time of closing to
satisfy the following
program equity
requirements.

4, Working capital equal
to at least 8% of the cost
of a vessel, The actual
amount is to be
determined on a ease-by-
caee basis.

6, ShoNnnde facilities and
pr~ vessels will be
required to have
acceptable lines or letters
of credit for all inve ntory
financing needs during at
least the first year of
operation.

*Shoreside facilities
and vessels over
several million
dollars-up to 25
years



Eligibility Special Fees

L All vessels must be documented and must
have been constructed in the U.S. The one
exception is that used, foreign fisheries vessels
that were not used for harvesting,  for
example, used for processing! are eligible if
they arq to be reconstructed or reconditioned
in a U.S. shipyard and documented as U,S.
vessels.

2, All general partners in a partnership must
be U.S. citizens. Upto 25percentofa
partnership may be owned by limited partners
who are not U.S. citizens.

3. At least 75 percent of a corporation must be
owned by U.S. citizens.

4. Applicants must have an adequate history
of ability, experience, and success in the
industry.

5. Equity contributors who do not have the
requisite experience and proven success in the
industry may not collectively own more than
49 percent of the business seeking guaranteed
financing.

+ Filing and Commitment Fee�
1/2% of total financing. 25% of the
fee will be returned if:  a! the

application is not approved, or  b!
the borrower decides not to obtain
the loan before the loan is approved.

* Guarantee Fee�
1% of the outstanding loan balance.
This fee is charged annually.
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For further inforination about the Fisheries
Obligation Guarantee Program, contact:

Financial Services Branch
National Marine Fisheries Service
7600 Sand Point Way N,E., Bin C15700
Seattle, WA 98115
�06! 526-6124



26 THE LENDERS Very few processors provide financing for fishing or tender vessels. High interest rates on money
they must borrow to relend to fishermen, coupled with the cash flow problems that most processors
have experienced over the past few years, have contributed to the demise of this once important
source of financing.

Seasonal operating expense assistance, however, is another story. Many  not all! processors
continue to extend credit-for which they charge interest � to their regular fishermen for major pre-
season and in-season expenses. These expenses inay include gear purchases, expensive repair parts,
and insurance. They are normally deducted on the cannery settlement sheet from income earned
from the sale of fish,

This kind of assistance is a great asset to fishermen who are getting low on cash when it is tiine to
gear up for the coming fishing season. It entails, of course, an obligation on the fisherman's part to
deliver fish to the processor. But most lenders require some kind of customer or member
relationship, so an agreement to deliver fish to a processor who provides financial assistance is no
different in principle than any other lender-customer relationship.

Since processors, for all practical purposes, are out of the long term financing picture, we will forego
the review of loan terms.
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The Capital Construction Fund  CCF! is actually a savings plan rather than a loan source. The
National Marine Fisheries Service, however, bills it as a means of getting "an interest-free loan
froin the government. "

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

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

The program's primary function is to provide fishermen and other commercial vessel owners
 tenders, charter boats, freighters, etc.! with a means of accumulating a cash fund faster than
savings can be accumulated with "after tax dollars." Vessel owners in the 28-33 percent tax
brackets, for example, can build up an account nearly 50 percent faster through the CCF program
than they can with "after tax dollars." When vessel costs are increasing at a rapid rate, the CCF
provides one of the few no-risk opportunities to gather money for a down-payment faster than
inflation devalues it.

v Z

Not only is money in the account tax deferred; it can also be placed in certain low-risk, interest-
bearing securities such as treasury bills and certificates of deposit.

Notice that the CCF is a tax deferral, not a tax avoidance program. The Internal Revenue Service
recoups lost revenue after a vessel is put into service. It does so by not allowing a depreciation
deduction on that portion of a vessel's purchase price or reconstruction cost that is paid out of the
CCF account. For example, if a vessel is purchased for $100,000, and $25,000 comes from a CCF
account, the depreciable value of the boat for tax purposes is $75,000. Although reducing the
depreciation basis results in a higher taxable income, so long as an individual maintains a CCF
account, the excess net income beyond that needed for living expenses and taxes on those living
expenses, can be put back into the CCF account tax-free.

When a new or rebuilt vessel is placed in service, an amount equal to the mortgage payments can be
deposited into the CCF account, and then withdrawn to make the payments. This allows a tax
deduction on the principal as well as the interest portion of a loan payment. Again, the portion that
goes toward the principal cannot be depreciated, but this is no tax handicap as long as the CCF
account is continued. Once the new or rebuilt vessel has been paid off, the account can be
maintained to accumulate funds for an additional or replaceinent vessel,
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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 wil] be used in the salmon or
king crab fisheries, The limits are listed below, Note that these limits are much less restrictive
than the conditional fisheries guidelines for the FOG program, The most important distinction is
that under CCF guidelines, a boat that is removed from a fishery to make room for a new boat
purchased with CCF funds for that fishery must only have operated in that fishery during the
previous 18 months. It did not have to operate in the fishery at the time the fishery became
conditional as is the case with the FOG program. Easier guidelines also apply to the purchase or
reconstruction of a used vessel. Remember that the vessel to be purchased or reconditioned must
comply with at least one of these 'guidelines'.

For additional inforination about the CCF
program and to obtain an application form,
write or call:

1, The vessel that is to be financed in part with CCF funds must be fully capable of operating in
an underutilized fishery-pollock trawling, for example. It inay also operate in conditional
fisheries.

Financial Services Branch
7600 Sand Point Way Y.E.,
Bin C15700
Seattle, WA 98115
�06! 526-6124

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 be removed from a conditional 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 comniercial fishing altogether.

3. The guaranteed financing must be used for the reconstruction or reconditioning of a vessel
that has already operated in the conditional fishery for at least 36 months prior to
reconstruction 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 which is put into a CCF account cannot
be easily withdrawn for purposes other than the one for which the account was established. 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 reconstruction project. Other reasons are
considered "unqualified" and may result in termination of the account along with charges for back
taxes and tax penalties,
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32 THE APPLICATION The loan application is the borrower's means of convincing a lender that
payments can be made and that there are sufficient assets to back a loan. The financial
statement, tax returns, 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 information and to
verify catches, copies of the purchase agreement and marine survey iif 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 8
comp! eted loan application. The iialarics sheet, which 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 financial statement and of the loan application are easier to understand and
will be explained in less detail.

The State of Alaska Division oflnvestruents commercial fishing loan application is used as an
example on the following pages. The borrower in the example is a fictitious Bristol Bay driA
gillnet fisherman with few assets other' than a house, a car, and fishing equipment; and few
debts other than loans I' or the house, car, aiMi 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 owrr application, and then picture where that information
can be found. Prior planning of this riature will make the task of prepar ing an application less
of a chore, The hard part of the process is gathering together al] of the necessary information;
filling in the b1anks is the easy part.

The inajor components of'a loan applicat'ion 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 application. Applications will diAer from lender to 1 ender
mainly in the amount of detail requited 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 application is well thought out and is representative of what a
fisherman can expect from most lenders.

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



THE APPLICATION

The acceptability of a cornrnercial loan request depends largely upon information presented in
the financial statement, The financial statement has three parts:

l. 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 profit and loss statement, in conjunction with income tax returns for the past three
years, shows the profit trend for your fishing operation over a three to four year period. The
profit and loss statement is also commonly called the "income statement,"

3. The corItiagent liabBities section catalogs debts that you may incur in the future as a result
of pending legal judgments or by being a guarantor on someone else's loan. Pending legal
judgments may result from divorce, a bankruptcy, or a lawsuit that is in process,

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

l. the borrower's ability to make loan payments now and in the future, and

2. whether the borrower has assets that can be sold to make loan payments or repay the loan
balance if profits are consistently inadequate.

Take the time to familiarise yourself with the financial statement on the following pages. Review
the types of assets and liabilities on the balance sheet. Then look on the back side  page 2! of the
balance sheet for the seven balance sheet "schedules" which detail these assets and liabilities.
Finally, pay particular attention to the list of fishing and living expenses in the profit and loss
statement. This will help make more sense of the comments that follow. Remember, only the
balance sheet is explained item by item. The remainder of the financial statement and the other
parts of the application are more self explanatory, and comments are made only on those topics that
consistently leave applicants confused,
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THE APPLICATION

The purpose of the baLance sheet, once again, is to shou uihat
you currently ou7n  assets! and what you owe  Liabilities!, It
should re fleet 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 application 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 fram the balance sheet figures for
those accounts. This is normal and nothing to worry about
unless the credit check and balance sheet figures are greatly
different, Now let's go through the balance sheet to see what
information the lender is looking for,

I.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 total of your checking and
savings account balances in banks, credit unions, savings and
loan institutions, stock brokerage companies, and other
financial institutions. Credit checks will be done on some, if
not all, of these accounts. Individual balances f' or each account
will be shown on the back of the balance sheet in Schedule l.

If you have a Capital Construction Fund  CCF! or a retirement
account, show these separately in the "other" category at the
end of the asset column. These are for special purposes and
should not be lumped together with general cash reserves.
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Information about each account in each financial institution
must be provided in the schedule titled "cash accounts" on
the back of, or accompanying, the balance sheet. Schedule 1
of the example illustrates the type of information that is
typically 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 application, but the format
may be different on applications from other lenders,

Notice in Schedule 1 that different lines are designated for
accounts at different types of financial institutions; line one
for a bank, line two for a savings and loan, and so on.
Disregard this. You inay have four accounts at two different
banks and none at other types of institutions. The
institution types are listed to jog your memory inore than
anything else. List your accounts in any order you desire.
Include the name of the bank or other institution, the city in
which it is located, the account number, and the current
balance.

3. NOTES. MORTGAGES, CONTRACTS, AND
ACCOUNTS RECEIVABLE: "Notes" refers to promissory
notes. A promissory note is a written agreement signed by
both you and the borrower that states that the borrower
agrees to pay you a certain amount of money  presumably
the amount you lent plus interest! either on demand
 wheiiever you ask! or on a specific date. Notes receivable is
the total of all such loans you have made to individuals or
businesses and for which you fully expect to be repaid.

"Accounts Receivable" is the sum of all amounts owed to you
for the sale of fisheries products or equipment excluding any
amount owed you by canneries. Income from canneries is
listed in the HDue from Canneries" section  see asset item 3!.
An account receivable may be income owed to you for the sale
of fish products sold directly to a wholesaler or retailer,
income owed for the construction and sale of equipment  such
as a skiff or a boat trailer!, or wages owed for your labor in
repairing a hull, rigging crab pots, or other fisheries-related
work. "Mortgages and Contracts" is the total still owed you
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for the sale of minor assets. If you sold a home,
vessel, or parcel of land and the buyer is making
payments to you, you need to know how much the
buyer still owes. Show the total amount owed to
you for all properties sold.

On a separate schedule, Schedule 2 in the
example, list the remaining balance of each
mortgage or sales contract you own along with the
name and address of the debtor, the amount of
each payment, and the number of payments per
year, From Schedule 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
uncommon, however, for fishermen to have money
due from the sale of equipment or the performance
of work.

4. DUE FROM CANNERIES: The sum of your
cannery settlement sheet balances--not including
loan balances--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 Canneries-Open Account."

If the cannery settlement sheet includes a loan
balance, the loan should be itemized on the
liability side of the balance sheet. If the loan is for
a vessel, it belongs under the heading "Vessel
Mortgages." If it is for operating capital or gear,
list the remaining balance in "Notes Payable to
Others" or Owing to Canneries-Others."

5. SECURITIES: ln this block, indicate the total
current value of marketable  traded on a stock
exchange! stocks and bonds. Most financial
statements will have a schedule for itemizing
securities like Schedule 3 in the example, List
each security, the issuing corporation, the number
of shares owned, original cost per share,

and current value per share. Some lenders will
ask for the name of the exchange  for example
New York Stock Exchange! trading the security
and if the security was purchased on margin or
paid in full, Stocks purchased on margin should
be listed as liabilities.

8. 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 "Vessels Owned"
schedule on the back, In the "Vessels Owned"

schedule provide a very brief description of each
vessel, as well as the original cost, present
value, percentage of ovrnership  if more than one
owner is invoh ed!, the remaining balance on
the vessel loan, the loan payment amount, and
the number of payments per year. Be prepared
to offer a survey or some other creditable
substantiation of the market value. Schedule 4
of the example shows our fisherman's entries for
his gi ll net boat.

7. REAL ESTATE OWVEDr List the total

current value of' all buiMings and land you own,
includingbusiness, 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
oHicer.

Information about each piece of property must
be itemized in the "Real Estate Owned" schedule

and must include proper ty description, value,
and remaining loan balance. Our fisherman has
entered information about his home in the "Real
Estate Owned" schedule of the example
Remember that property that you have sold but
on which you are carrying the financing  and
mav still have title to! is listed in the "Notes,
Contracts, Mortgages and Accounts Receivable"
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
book values do not include transportation costs,
which may be considerable to some isolated
cities and villages.

Outstanding loans on any of these vehicles
should be explained on the back of the balance
sheet in the schedules titled "Notes Payable to
Banks" or "Notes Payable to Others," whichever
is appropriate. Incidentally, the term "bootes
Payable to Banks" means notes payable to any
financial institution including credit unions,
savings and loans, and stock brokerage
companies. Schedule 6 in the example shows an
entry for our fisherman's pickup truck.

Notice that one of the columns in the "Notes

Payable to Banks" and "Rote; Payable to
Others" schedules asks that ttie collateral used

to secure the loan be listed. This bit of

information is important to both a lender and a
borrower because an asset used for collateral for

one loan can seMorn be used for another until

the first loan is repaid.

9. CASH VALUE OF LIFE INSURANCE:
The total amount paid into "ordinary" or "whole
life" life insurance policies along with interest
earned on these payments is entered here. This
sum is called the "cash value" of the policy.
Term insurance policies do not have a cash
value. You can find the accumulated cash value

in a table that is part of the explanation of terms
and conditions of your policy. It shows cash
accrued at the end of each year you have been
making payments. If you do not find it, ask your
insurance agent to look it up.
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Do not subtract amounts borrowed against your
life insurance policy. Borrowed funds will be
accounted for on the liability side of the balance
sheet. Notice that this asset category is not
listed on the state's fishing loan balance sheet,
but it is seen on other applications so it is
included in our discussion.

10. PERSONAL PROPERTY: Record the

total current value of your household furniture,
precious jewelry, valuable art, and other iteins
of significant worth, excluding commercial
fishing equipment and permits  these are
itemized elsewhere!. There is no schedule on
most balance sheets for this category of assets
but it is often required that on a separate page
you list each item valued at $2,000 to $3,060 or
more and provide: 1! a brief description, 2!
original cost, 3! current value, 4! outstanding
!oan or payment amount, and 5! 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 househoM furniture,
except for valuable antiques.

I I. FISHING EQUIPMKNT: Show the
cumulative value of each category of fishing gear
owned. For example, indicate separately the
value of al! salmon and herring nets, then the
value of all shrimp and crab pots, then of long
line gear, and so on. Other equipment that
didn't get inc! uded in the valu* of "vessels
owned" such as seine skiffs, brine systems, and
operable electronic gear, shouM be added here.
There is no schedule for listing each piece of
equipment individually,

l2. LIMITED ENTRY PER%CITS: List each

limited entry permit you own and its current
market value. If you are unsure of the average
value, review the advertisements for permits in

fisheries trade journals or ca!la permit/boat
broker. If your balance sheet does not have a
section for fishing permits, list them as "other
assets," or list them on a separate page. Loans
on permits should be itemized in the "Notes
Payable to Banks" or "Notes Payable to Others"
schedules. Our Bristol Bay fisherman chose to
list his State of Alaska permit loan in Schedule
7, "Notes Payable to Others."

13. OTH ER ASSETS: These may include the
value of shares in a fishing cooperative, all-
terrain vehicles, airboats, airplanes, and other
assets not ! isted elsewhere. Group the assets by
type and show the total va! ue 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 Banks" or "Notes Payable to
Others" schedules.

If you have a Capital Construction Fund
account, this a good place to list it. Or you may
prefer to make a separate category for it in the
asset section by lining through a category which
may not apply  such as cash value of life
insurance! and writing in "CCF." No matter
where you list it, be sure to clearly identify it as
a CCF account and to separate it from other
monies. Do not, for example, combine your CCF
account with other "Cash in Banks" or other

securities. It is important that your lender
realize that you have inoney set aside for the
purchase or reconstruction of a vessel.

Now that all of the property, equipment, cash,
and securities you own have been accounted for
and a total value calculated  the total value of

our fisherman's assets is $247,200!, let's look at
the other side of the balance sheet and list what

you owe on some of these assets.

"The difference between the

value of your assets and the
value of your liabilities is your
net worth."
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If you have already completed the asset side of the balance
sheet and filled in the appropriate schedules on the back of
the balance sheet, the liability side is easy, It is mostly a
matter of looking at the schedules and picking off the
amounts still owed on your assets. The following
explanation of the liability section assumes that the asset
side has already been completed.

1. VESSEL MORTGAGES: Start at the "Vessels Owned"
schedule and total up the amount presently owed on all
vessel loans listed. Usually there will be just one loan, which
makes the task easy, Show the total on the "Vessel
Mortgages" line of the balance sheet, Our fisherman, unlike
most, has no vessel mortgage and leaves the "Vessel
Mortgagesm line blank,

2. REAL ESTATE MORTGAGES: The "Real Estate
Owned" schedule is your source for determining the amount
to list in this category. Total the amount owed on loans or
notes for your home, gear shed, vacation property,
investment property, and any other land or buildings
included in the real estate figure on the asset side. The "Real
Estate Owned" schedule in the example shows that our
fisherman has a balance of $52,000 on his home loan. He
has no other real estate loans, so this is the amount that, is
transferred to the "Real Estate Mortgagesfn line of the
balance sheet.
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3. NOTES PAYABLE TO BANKS: Calculate the total

remaining balance on loans from banks, credit unions, and
other commercial lenders, listed in the "Notes Payable to
Banks" schedule. The fisherman in our example has listed
a truck loan. The "Present Amount" owed is $1500. Since
this is the only loan from a commercial lender that he has
other than loans for his house and boat, which are listed
elsewhere, this is the amount shown on the balance sheet for
"Notes Payable to Banks."

4. NOTES PAYABLE TO OTHERS: In the example, our
fisherman has borrowed from the state for a limited entry
permit and entered the loan in the "Notes Payable to Others"
schedule. He could have entered it in "Notes Payable to
Banks" just as well, but chose not to because the state is not a
typical commercial lender. Since there are no other loans
listed in this schedule, he transfers the $15,311 balance of his
permit loan to the "Notes Payable to Others" line of the
balance sheet. Items that may also fit in this category
include loans from other people, and money owed to retailers
for furniture, appliances, automobiles, and other goods
purchased with "in-house" financing from the merchant.
Loans on life insurance policies also fit here, if there is not a
separate heading for life insurance loans.

6. OWING TO CANNERIES - OPEN ACCOUNT: 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. Remember that the balance on
a long term cannery loan should not be included here. It
belongs with one or more of the other liability categories,
mOSt likely with NVessel Mortgages," since moet Cannery
loans are for fishing boats.

6. OWING TO CANNERIES - OTHER: Because canneries

are doing very little lending these days and are even
reluctant in many cases to extend credit for parts and
supplies, this liability category is becoming less relevant
than it was a few years ago. Any loans or credit from a
cannery that do not belong in one of the other liability
categories should be added here.
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NET WORTH

7. LOANS ON LIFE INSURANCE: 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." It is not inc! uded on the

State's balance sheet,

8. OTHER PAYABLES NOT LISTED
ABOVE: This is the catch-all category where you
list any debts that are not shown elsewhere.
These may include credit card ba!ances and
account balances at the grocery store, hardware
store and other retail or wholesale outlets where

you buy goods and services on credit. Other
common payables that belong here are child
support, alimony, and income taxes that are due.

That wraps up the discussion of assets and
lia6i lities listed on the state s 6alance sheet. Since
applications vary from lender to lender, let k look at
three more Lia6i Lity categories that you may run
into on other applications.

1. CHATTEL MORTGAGES: "Chatte1" is an
item of personal property. Personal property
includes all property with the exception of
securities  stocks and bonds!, and "real" property,
as in real estate, Chattel mortgages, for the
purposes of a fisherinan's balance sheet, are long-
term loans  loans having a repayment period of
more than one year! on any personal property
except fishing vessels, fishing equipment, and
permits. Remember, these are listed separately.
Mortgages on trucks and cars are the most
common types of chattel mortgages.

2. ACCOUNTS PAYABLE: This 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."

3. MARINE MORTGAGES: In the narrowest

sense this term refers only to mortgages on
documented vessels. In the broader sense it
encompasses a!! boat mortgages, regard1ess of
whether or not the boat is documented.

That truly wraps up the lia6ili ty and asset
section. Once assets and lia6ilities have 6een
itemixed, the next step i n the 6alance sheet
process is to calculate "net wor th,"

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
fisherman has assets valued at $247,200 and
liabilities of $68,811, for a net worth of $178,389
 $247,200- $68,811 = $178,389!. The value of
his assets is 3,6 times gi eater than his
liabilities, which is considered a good ratio of net
worth to debt. A positive net worth {assets
greater than liabilities! is essential for
obtaining a loan, and the more positive the
better, From a lender's standpoint, an
individual's debt should not be greater than the
quick-sale value of his assets, not inc! uding
essentia1 assets like household furniture and
clothes, and hard to sell items for which there is
a very limited market-some artwork for
example, Quick-sa!e va!ue is usually 50 percent
to 75 percent 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
instance, say anything about one's credit record-

how reliably bills are paid-nor does it provide
information about cash flow status.

Many fishermen find themselves short of cash
during the pre-season start-up period. In the
past, processors often provided the necessary
credit to get through this phase of the fishing
cycle. Now, however, processors are cutting
back or eliminating this type of financial
assistance. When processor credit is not
available, what option does a fisherman have?
One answer is to obtain a short term start-up
loan from a commercial lender, using business
or persona! assets as collateral. One
requirement, of course, is that an individual's
assets be sufficiently greater than his or her
liabilities, Short term loans of this nature are

called "working capital" loans and constitute
one of the most common lending services that
banks offer to al! types of businesses,

THE "BALANCE" IN BALANCE SHEET

The co!umn of assets on every balance sheet
ends with the entry "Total Assets." The column
of liabilities normally ends with "Total
Liabilities and Net Worth" {the balance sheet in

our example does not!, The asset sile of a
balance sheet must balance {equa!! the liability
side, which means that total assets must equal
total liabi!ities p!us net worth, If they do not, a
simple adding or subtracting error has been
made  assuming that asset and liability entries
were made accurately!. The reason is that net
worth is calculated by subtracting total
liabilities from total assets. When you turn that
calculation around, the addition of net worth to
total liabilities must equal total assets. It is
simple arithmetic. People becoming acquainted
with financial statements for the first time

sometimes think that the procedure is more
complicated.
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CONTINGENT LIABILITIES"The asset side of a balance

sheet must balance {equal!
the liability side."

When completing this section, make separate estimates of the potential cost of each type of
contingent liability � guaranteed 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 fisherman has indicated that neither he nor his wife has contingent liabilities of
any nature

So much for the balance sheet. ltloar let 's look
at the remainder of the financial statement.

In submitting the foregoing statement the underaigned applicant guarantees Its eccurapy with the Intent that it be relieri upOn by the
division in extending credit to the applicant and warrants that inlormation has not knowingly been withheld that might affect the appli-
canl's credit risk; and that the applicant egress to notify the division immediately In writing of any material change in the applicant's
financial condition,

Signature Date

Signature Date

os-sos  Rev. 3Jssf

Financial obligations which may arise, but at an unknown cost and an unknown probability of
happening, are called contingent liabilities, An example is the expense you may soine day 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; however, you have signed an agreement with the
lender to pay the debt if the borrower defaults. Pending legal judgments are another form of
contingent liability. The most common are anticipated divorce settlements, lawsuits, and expected
fines for infractions of the law, Contingent liabilities reduce your effective net worth by adding to
the risk that you may be unable to make your own loan payments because other obligations might
appear,



COMMERCIAL FISHING
ACTUAL PROFIT AND LOSS STATEMENT

Social Security NumberApplicant's Name

For the period beginning ~J~n and ending1 86

EXPENSESINCOME
Crew SharesGross Sales:

Salmon  Troll!

Salmon  Seine!

Salmon  Gillnet!
Brisrol Bay

Salmon  Beach!

Halibut

8 4,000
Fuel 2,500
Groceries 1> 200

42,101 Bait and Ice

Vessel Repair 5,000
Gear Repair 500

Crab
Insurance 1,500

Shrimp

Black Cod

Herring Togiak

Vessel Lease or Rent
P rmit Pa ent 4,778

Gear & Equipment
Purchases 3, 0004,000

Other
PiiaeellaneousOther

Other Inco neSpouse s Wages

2,000

10,000
TOTAL FISHING EXPENSES $24>478$ 56,101TOTAL INCOME

Personal Living ExpenseComments:

Living expenses are for 10 months.
8 ' 350

Food Allowance

Utilities

3, 300

1>250

Insurance

Medical Expenses

850

417

Child Support

Other 3,000

TOTAL LIVING EXPENSES $17, 167

$41,645TOTAL EXPENSES

08469  Rev. 3/SS!
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PROFIT AND LOSS STATKMKNT

The "Actual Profit and Loss Statement," commonly referred to
as the mP & L", and sometimes called the "Income Statement",
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 that the application P & L needs
to cover fishing activities only for the current year is that
copies of federal income tax returns for the past three years
must accompany a loan application. Each tax return includes
a profit and loss statement for that tax year  mSchedule C,
Profit or  Loss! from Business or Profession" !, Since tax
returns show profit for the period prior to the present tax year,
only current year P & L information is necessary. A fisherman
completing a loan application in October, for example, should
include all income and expenses from January 1 of the current
year to the date of the application or the end of the previous
month, whichever is most practical.

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

1. The category "Other Income" should encompass all other
income earned by you and your spouse or co-applicant, This
includes full-time and part-time wages, military reserve pay,
interest or dividend income, contract work, child support, and
crewshare 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 31st.

STATE OF ALASKA
DEPARTMENT OF COMMERCE AHD ECONOMIC DEVELOPMENT

DIVISION OF INVESTMENTS
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2. Crew share expenses should not include
share payments to the owner-operator or the
boat. Income to the owner-operator and the
boat is the profit remaining after other crew
members and suppliers of goods and services
have been paid.

3. Dues and licenses include only license
payments and dues that recur annually.
Examples are expenses for vessel, truck, and
interim-useyermit licenses, and for fishing
association memberships.

4. Repair expenses are those that result from
normal inaintenance. 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.

5. Gear and equipment purchases is the
category in which new engines, new complete
nets  not just replaceinent web!, radars, power
blocks, and other major purchases should be
grouped, lf your P 5 L statement does not
have this expense heading or something
similar, add maj or purchases to "Other
Expenses". But then be certain to state in the
"Comments" section  most P & L statements
have a comments section! what was

purchased, the month it was purchased, its
cost, and in which expense category you have
shown the cost. Do not mix major purchases
with repair expenses--doing so can grossly
distort the picture of normal operating
expenses. Your loan officer will be trying to
get a handle on normal operating expenses by
comparing the profit and loss statements
 Schedule C! froin your last three years tax
returns, the application P k, L  the financial

form we are now discussing!, and the application
Projected Profit and Loss Statement.

6. Depreciation is an accounting convention for
spreading the cost of major items of equipment
such as fishing vessels, trucks, and nets, over a
period of years. If your loan application includes
depreciation as a fishing expense, use the
depreciation figure on Schedule C of your inost
recent incoine 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 determine how
much is avai Iable for living expenses and loan
payments. Those lenders who do use
depreciation to estimate the annual decrease in
value of vessels, gear, and equipment, calculate
it dilferently than the IRS now wants done. Be
prepared to provide these Ienders with the
original cost of your depreciable assets; it is a
necessary part of the depreciation equation.

7. Many P 4, L statements designed for fishing
operations do not list certain expense items�
usually because of space liinitations � that may
turn out to be fairly expensive; some examples
are aquaculture assessments, property taxes,
transportation to and from the fishing port or to
and from. the grounds, and moorage and storage
fees. Think about aII the unlisted expenses that
you encounter and lump them into the "Other
Expense" category.

"Don't leave out important
expenses in order to fool your
lender. The other side of

understated expenses is loan
payments that you can' t
afford."

8, AAer fishing expenses are totaled, the P &
L statement wi11 ask for living expenses. If it
does, again, be honest with yourself and list
them all, A systematic approach to determining
living expenses is to go through your checkbook
or receipts for a six-month period and add up
actual costs for food, iniscellaneous supplies,
clothing, recreation and vacations, gifts and
special events  include Christmas!, and medical
care. Divide the total by six to arrive at an
average monthly figure. Combine this figure
with monthly payinents for rent, electricity,
heat, phone, cable TV, loans, credit cards, child
support, insurance, and other recurring living
expenses. The result will be "total monthly
expenses " Multiply total inonthiy expenses by
the nuinber of months to the date of your
application to determine your current year
living expenses. Our fisherman and his wife
calculated total living expenses of $17,167 for
the first 10 months of the year.

The total monthly expense figure may be used
for the Projected Profit and Loss Statement as
well as the "Actual Profit and Loss Statement."

The Projected P 4, L is a separate part of the loan
package which we will look at next, It is
identical in format to the Actual P 8r. L but is an
estimate of future operations, whereas the P 4, L
we have just examined is a suinmary of past
operations,

That concludes the review of the Profit and Loss
Statement as well as the review of the entire
Financuxl Statenient. Remember, there are three
parts to the financial statement; the Balance
Sheet, Contingent Lia6ilities, and the Actual
Profit and Loss Statement.
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EXPENSES
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This is the point at which you estimate how much you expect
to earn during the first year after receiving your new loan
and how much your fishing and living expenses will be.
From these figures, your lender will determine what will be
left to make payments on the projected loan.

Other terms for Projected Profit and Loss Statement are
"Income and Expense 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 knowledge of fisheries in their region. They have had
to become more expert because of a steady increase in vessel
loan defaults during the past few years. Some are now
compiling databases of vessel income and operating costs for
each fishery. All stay current on the market and catch
factors that affect wholesale fish prices. Armed with supply-
demand-price information, coupled with a fishermart's catch
history, financial statement, and past three years income tax
records, a lender is able to review an iT!come and expense
projection and judge, better than ever before, how realistic it
is. Exaggerated projections reflect Dn an individual's grasp
of the financial side of hisfher operation, lf finances are not
understood and managed well, the risk of loan default
increases.

STATE OF ALASKA
DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT

DIVISION OF INVESTMENTS

COMMERCIAL FISHING
PROJECTEO PROFIT AND LOSS STATEMENT

 First Year Atter Receiving Loan!

ayment
BlaCk Cod State Loan for Permit

Gear & Equipment
kerring 20 Tons at Purchases

$250Ir Ton ~5 noon
Other

Other Income IitscellaneausI
~Souse h'ages 12, OOO

, 'TOTAI. INCOIAE I 9 9, 99 ' TOTAL FISHING EXPENSES, S

9 I « ' P * I ~ EEO *
by approximatelv 50 percent for the follov-~
ing reasonsi FOod Allowance

1 1 Hald capacity will alisosr. be daub'led, UtilitieS
This will greatly reduce time lost for
de 1 iver ice during the peak sf the run. Inaurance

2'I Time Inst. for repair's should be elim-
inated. TiiEe has been lost during peak Medical Expenses
fishing periods the past fev years due to
repairs, ' Child Support

37 1 will fish for silvers in addition
ro reds and kings. ~ Other

EXPECTED CATCH:
king,: 10,600 lbs 8 1,25 - $13,250 TOTAL LIVING EXPENSES
Red: 65,000 lbs 8 0,65 42,250
Silver: 8,000 lbs 8 0.81 = ~6500 TOTAL EXPENSES

TOTAL $6~2,000
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Some lenders use information from a P & L
projection to calculate a fisherman's break-
even point. Break-even analysis is another
tool available to estimate the affordabiiity of a
loan proposal. The break-even calculation
uses projected ex-vessel prices, fishing and
living expenses, and the new loan payment to
arrive at the number of pounds of fish that
must be caught to cover all costs. The break-
even catch is compared with a fisherman' s
projected catch in conjunction with his catch
history to determine if the borrower is likely to
catch enough fish to be able to afford new loan
payments.

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

1. Fishing income should be explained in the
"Comments" section  most P & L projections
have a comments section! to show how it is
derived. Indicate the expected catch and price
of each species that contributes to the total
gross income figure. For example, our Bristol
Bay fisherman has shown that he expects to
sell 10,600 lbs. of king salmon at $1.25 per lb.,
65,000 lbs. of red salmon at 65 gper lb, and
8,000 lbs of silvers at 81' per lb.. These
combine for a total income of $62,000. He also
intends to fish for herring, and in the herring
block of the income section he has squeezed in
his expected catch and price. They add up to
another $5,000.

Notice that our fisherman anticipates catching
nearly 50 percent more fish with a new boat
than he did the past year with his current
vessel, This requires a good explanation. Any
lender will be skeptical that catch can be
increased so dramatically just by having a new
boat. The fisherman explains in the comment
section why he is convinced that his catch
projection is realistic, The lender may check
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projection is realistic. The lender may check
with other fisher men and with the processor to
whom the fisherman sells fish, to determine if
the explanation is reasonable, The point here is,
if you are going to project that a new boat or
piece of equipment will result in a significant
increase in catch, be prepared to defend that
projection with strong, logical reasons.

2. Interest costs should inc! ude interest only on
those fishing loans that currently exist and will
continue into the projected year. Do not include
interest on the loan for which you are applying,
Your banker wants to see all anticipated
expenses other than the new loan payment in
order to judge whether the new one will be
affordable.

3. Living expenses and other fishing
expenses may be carried over to the Projected
P & L from the Actual P & L if there is no

reason to expect these to change much during
the projected year. If "other expenses" on the
Actual P & L includes equipment purchases, be
sure to deduct these before transferring that
figure to the Projected P & L. Recall that
"other" fishing expenses may include
transportation, moorage, storage, aquaculture
assessment, vehicle, accounting, dues and
licenses, property taxes on fishing equipment,
and other related taxes or fees.
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STATE OF AlASKA
DSPAHTMSHT OF COMMENDS AHD SCOHOMIC DSVSLOFMSNTNVISIDN OF IHVSSTMSHTS

APFlICATICN FDN COWISSCML FMINNS lOIN

Each application package includes one form which, itself, is
called the "application." Here the applicant, co-applicant,
and other guarantors or partners briefly state their personal
history and financial status, If the lender has eligibility
requirements, questions relating to thexn may be asked on
this i'orm. The application is the initial screening device for
the lender. 1VIuch of the information it asks for will be
requested in greater detail in other parts of the application
package. Comments on coxnpleting the application for in
follow.

I. A co-applicant may be a spouse, co-habitant, relative or
partner.

2. Partners in a partnership should be prepared to provide
separate application forms, financial statexnents, tax
returns, personal histories, and credit references. Co-
applicants, such as a husband and wife, who file joint taxi
returns, financial statements, and credit references, need not
prepare separate application forms.

3. Additional Income is income earned by the applicant ox
co-applicant from regular or part-time work other than
comxnercial fishing, Additional income may also be
investment incoxne froxn rentals, securities, leases, and other
sources.
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4. Some lenders will ask on the application form for the
amount you wish to borrow and the number of years
desired for repayment, Before you provide these figures, find
out what the resulting annual loan payment will be by
calling a loan offiicer at the lending institution from which
you wish to borrow. Tell the loan officer the amount you
wish to borrow, what you wish to purchase, and the purchase
price. He or she can then estimate the number of years you
will have to repay the loan and tell you the approximate
annual payment amount, You can then use your catch
history and the expenses from your P 4 L statement to judge
whether the loan is going to be affordable. Another way to
determine affordability is to use the break-even procedure
outlined in Appendix II to see how many pounds of fish must
be caught to cover expenses and new loan payments. Again,
compare with your catch history. lf the loan payments seem
manageable, proceed with the loan application.

The Bristol Bay fisherman has asked on his application form
for $70,000, to be repaid over 10 years. At 10.5 percent
interest  the state commercial fishing loan program 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. Without his wife's income he would not be
able to afford additional loan payments, assuming that his
income this year follows the pattern of the past few years. He
projects catching nearly 50 percent more salmon with a new
vessel, which would make the new payments affordable. lf
he isn't fooling himself with his catch projection and he can
continue during lean years to depend on his wife's income, he
should be in good shape.
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The purposes of the Letter of Intent are: 1! to list the items of
equipment you wish to purchase and their value, and 2! to
list the assets you are offering as collateral arid their value.

Each major piece of equipment to be purchased, such as a
boat, net, or permit, should be identified in specific terms.
List its manufacturer, model, size, and other appropriate
identifying characteristics. Include also the purchase price
or survey value of each piece  whichever is less! or, in the
case of a construction 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 purchased. In order
to answer this question, a borrower must be aware of the
lender's financing policy. For example, suppose that the
purchase price of a gillnet boat and nets is $60,000. Assume
that the vessel surveys at $50,000 and the nets at $10,000.
Suppose further that a lender's financing policy is to lend no
more than 75 percent of the purchase price or survey value of
a vessel and 50 percent of the value of nets. The most that
this lender will offer, then, is $37,500 for the boat and $5,000
for the nets, The maximum amount that can be borrowed is
$42,500, If the borrower borrows the maximum, then he
must indicate that $37,500 will go toward purchase of the
boat and $5,000 to the nets. However, if he borrows less than
the maximum, which means that he has a larger down
payment, he still must consider the lender's financing
percentage. For example, if the borrower has $20,000 for a
down payment and needs to borrow $40,000, he cannot
simply state that his down payment wiII be split, with
$10,000 going to the nets and the remaining $10,000 to

STATE OF ALASKA
DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT

DIVISION OF INVESTMENTS

COMMERCIAL RSHING
LETTER OF INTENT

 Attach additional sheets aa necessary!

Applicant'0 Name Joeseph A. Anderson

I. I am appfylng for.

IS a loan under Section A or  circle one!

If you receive a loan under Section A, you will not be eligible to borrow under Section 6 st
any future data.

 Check appropdate box and fill in loan amount!

0 Purchase Permit
 attach puachase agreement!

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

0 Upgrade Exbtting Vessel
 attach bid or contract!

0 Gear Purchase  attach bid!
0 Other  explain!

Total

0 DCLJISL

0 an assumption oi an existing state commercial fishing loan.
Existing borrower LOan Number

0 prequalification for a limited entry permit loan.
Amount Area Gear Type

If. Collateral Offered to Secure Loan:

p/V ai set, 3l' Shore *luwiaea ailloet vessel vitb diesel eaaiae, paver roller
aad paver reel

Bristol aa liaited eats reit 0503T-00000A

1'bo oatrre 070,000 wdI be eood to porebaoo tbe VIV Biasst &em ltr. Joe &artb of Dlliaabom.
Tbo pombaee pekoe m 000.000. Vho Digemaro ef 000.000 I will pap freer tbe m4 of rap oarreat
vessel. tbo Soo op wbnb I base arraaaed to ssl I for 000000 paadias appreoal of tbm 4aa rwraost,
Tbo aarvoy valse of tbo Saaap i ~ 085+00. The ramarsr as Sto,aco is for pro-mssoa start op oasis
aad rO make desired ebaaaes te tbe PW SraeeL

ill. Number of jobe Created if lOan is approved

Date 1 1-7-86IV. Applicant'0 Signature

Describe In detail and Include docrxnentstion to verify the value of the collateral being offered.
Include current photographs of the collateral being offered,
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the boat. That would leave him requesting
$40,000 for the purchase of the boat, which is
above the lender's V5 percent maximum. The
borrower must distribute his down payment so
that he pays for at least 25 percent of the cost of
the boat, $12,500, and 50 percent of the nets, or
f 5,000. He can choose to apply the remaining
$2,500 of his $20,000 down payment to either
the boat or the nets. Since the nets lose value

more quickly than the boat, he might make the
lender haPpier if he applies it to the nets.

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

amount of collateral required to back up or
"secure" a loan is not estab!ished by formula, It
depends upon the lender's estimate of the
borrower's default risk and upon the rate at
which assets lose va!ue over the lifeof the loan.

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

A sidelight to this is that vessels used in the
salmon and herring fisheries in Alaska more
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often than not se!! faster if they are sold in
combination 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 Commercia!
Fishing and Agriculture Bank, prefer to have a
boat loan secured by both the boat and a permit.

The !etter of intent in some application packages
is the place where information about the source
of down payment is requested. This is money
that the borrower is expected to supply from
personal funds. If the down payment is to come
from cash reserves, name the financia!
institution where the money is located. If it will
come from the sale of assets, indicate the type of
asset and the market value. Include an

appraisal or other verification of the asset's
value.

Our sample !etter 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 explanation of the use of
borrowed funds. He has indicated that the down

payment for the requested loan will come from
the sale ofhis current vessel. The sale has been

arranged and will proceed if the loan request is
approved.
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>oeseph A. Andetsun Social Security No. 474 m IIII

Briefly describe your commercial fishing experience:

Name of
Vessel & Skipper Description of DutiesFisheryYear

1980-1986 F/V SunupBristol Bay Salmon
and Herring Cil inc

Owner/Operator

1977-1979 F/V Opvfnd
Sktpper Alfred
Andersun

Crevtsan � Pick fish, mend nets, cookBristol Bay Salmon
and Hatting Cillne

Bristol Bay Salmon F/V Hitide
Skipper Nichael

Andersun

1975-1976 Crevman � Pick fish, mend nets

1972-1974Kuskokwis Salmon
Cillnet

AK262831F
Skipper Alfred
Andereun

Crevman � Pi.ck fish

ine Advisory Progtas! in Dfllfogham
e been to saltxtn handling classes.
d. and I have learned aluminum
g the winter,

r

fe has been to univ ratty workshops  Na
taxes and business nsgement, and I ha
ned in diesel mecha ics in the Army Gua
helping a local at a boat builder duri

Ny w
on income
,I vas i.ra
!welding b

REFERENCES:

Liat three persons in your viCinity whO knOW yau Well and tO Wham we mey refer  excluding
relalivee or previOuS emplOyerS!.

 I8!
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The personal resumlg is the place where the borrower
outlines his or her fishing experience, technical skills, and
any training that may contribute to the operation,
Inaintenance, and management 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 references, 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
application, should be included in the resumtt as well. Let' s
take a look at the elements of a resume in greater detail.

1. FISHING KXPERIKNCEg The outline of your fishing
experience should be a brief chronological listing of the
fisheries in which you have participated, 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 experience he has added a short
narrative explaining other details about his fishing
background and reporting some of the training that has
helped him and his wife succeed in their fishing business.

I ha
years old
nv ovn ve
last thre
but High
silvers e
if High P

e been fishing conn
In 1980 I purchas

sel since then in
years I fished for

oint Processors, th
rly in the season.
int Ptocessors does

rcially vith my fa
my uncle's permit

th the Bristol Bay
king and red salmon
company I have del

Next year I vill de
not buy.

her and my uncle since I was tvelve
pnd boat and have bren skfpperlng
simon and herring fisheries. The

Last year I also fished for silvers
vered co since 1980 stopped buying
iver silvers to another processor
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2. SKILLS AND TRAINING: When listing relevant skills
and training, keep in mind that the task is to convince a loan
officer that you can catch fish, keep a fishing vessel and gear
operating, and manage the financial end of the business,
List each skill, where the skill was learned  on the job or
through technical or academic training!, and when it was
learned. If available, copies of certificates of completion,
university transcripts, or other verification of training
should be attached. Again don't forget about the ski!! s and
training of a spouse or co-app! icant. You can list your skills
like this or mention them in a narrative like that of our
sample fisherman.

Carilentrlt � on-the-job training, residentia! construction,
1972-1973

W~eldtn � U.S. Army assigned to motor pool, 1973-1973
N~avi ation-Coast Guard Auxiliary course, Sitka, AK,
1978  applicant and spouse!
Accountin Ibookkee in � island Community College,
1980-1981  spouse!
Diesel en 'ne maintenance � Emerson Diese! Course,
Seattle, 1982
H draulic s stein maintenance � University of Alaska
Marine Advisory Program workshop, Sitka 1983

3. PERSONAL REFERENCES: Each resurnb will request
the names of personal references who can verify your fishing
experience, your fishing and business abi! ity, and your
character. List the names of people in your community with
whom and for whom you have fished. Also list managers at
processing companies to whom you have delivered fish. Be
sure to ! ist only people who will be readi!y available when a
lender writes or calls. If they are away from home or the
oAice for any length of time, or addresses and phone numbers
are incorrect, they will be difficu! t to contact and the loan
process will slow down. Incidentally, be sure to ask people
before submitting their names whether they are willing to
serve as references, It leaves a bad impression with a lender
when a reference is called who hasn't been informed of his or
her role and isn't prepared to ta! k about you.

4. CATCH RECORD: If the lender's application does not include a catch form  the
sample application does not!, you can add catch information to the resume, Rest assured
that the lender will ask for it at some point before the loan is approved. Include catch
statistics for the past three to five years that you have skippered a vessel. Start with the
most recent fishery and work back chronologically. For each year indicate:

A. Species   e.g., pink sa! mon, tanner crab, spot shrimp!
B. Fishery   e.g., PWS seine, Kodiak crab, Southeast pot shrimp!
C, Number of days fished  gear in the water!
D. Average ex-vesse! price for each species
E. Pounds or tons caught of each species
F. Gross income from each species
G. Processor or buyer who bought most of your catch

EXAMPLE:  not related to the sample application!

YEAR 1985

SPECIES FISHERY
DAYS

FISHED
LBS/TONS

PRICE CAUGHT
TOTAL
VALUE

Processors Buying Catch:
Salmon and Herring - Orca Pacific Ocean Products
Tanner crab - Shelikof Packers, lnc.

Keep in mind that this block of information needs to be repeated for each of the last three
to five years that you have been a skipper.

King salmon
Red salmon
Pink sa!mon
Chum salmon
Tanner crab
Herring

PWS drift gi!.
PWS drift gi1.
PWS seine
PWS seine
Kodiak crab
PWS seine

$1.40
30 $1.00

$ 0,23
60 5 038
30 5 1.35
10 $400.GO

5,600
14,000

280,000
27,000
40,000

50

$7,840
$14,000
$64,000
$10,260
$54,000
$20,000
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The application review that each lender completes involves
not only analysis of the financial and experience
information, but also verification of its accuracy. A lender
may ask you to provide the following documents to back up
the information in your application:

1. Photographs of vessels, equipment, real estate
 buildings! offered to secure a loan.

2. Surveys and appraisals of vessels and other personal or
real property offered as collateral. Surveys or appraisals are
also expected for individual assets that have a value equal to
10 percent or more of the value of all assets shown on the
financial statement. Keep in mind that each survey or
appraisal should be no more than 90 days old at the time the
application is given to a lender.

photo: Craig Wiese



CREDIT AUTHORIZATION

NA,ME OF CREDITOR say General store

ACCOUNT NUMBER

ADDRESS

STATE Al aokaCITY Dillinghae

ZIP CODE 99576

DATE l i-7-56APPLICANT'S SIGHATURE

Credsor VerNcatton
 For creditor use only!

Remarks

Signature of Creditor Title Date

Please return to;

0
Cittolen Ot Inreolrnenla

roLeh o
Jonoee, AI&oko ~I I
Telephone 405.2510

0
Clvlolon ol Intoulnonloall "C" Sk, Sua ~ 7&5
A no hot&co. Aikoka 2&5&2Tele phono: 5562775

0
Dlvlolon OI IhooeulWltk&75 7th Ave. Station A
Felakknke, A aoka NI701Toe&hone' 'a&2&1 &2

0
Chlolbn OI line&a&eauP.O Soa 270
&It&a&ham, Alaeka ~7&

Tuo&tena &4211st

 to!

STATE OF ALASKA
DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMEHT

DIVISION OF IHVESTMEHTS

I, Joeoeph Alfred Anderenn Itf lie&tern Village, Alaska
 Print full name!  City and State!

authorize the following named creditor to divulge to the Department of Commerce and Economic
DeVeicpment, State Of Alaska, any and ag infcrmatlOn COnCernlng the nature Of my Credit traneao-
tions with them, including, but not limited to, the amount of credit extended, the terms and condi-
tions of the transactions, the current balance, If any is outstanding, and the repayment record.

I ugderstand 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.

Thi& form ShOuld be returned With the aPPIICaticn Package. The dlVISIOn Will fOrWard all authoriza-
tions to the creditors.

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

Your signature on the credit authorization allows the
creditor to pr ovide the lender with information about your
account balance, payment amount, and general credit
rating. Include creditors whoin you have paid regularly and
on schedule, regardless of the current account balance,
Indicate on the authorization 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 authorizations are
used to verify your payment record with stores and
canneries, but not with banks or other commercial lenders.
Your credit with lenders is investigated using the next
means of verification, the "Authorization to Verify Financial
Information".

Our Bristol Bay fisherman has coinpleted credit
authorization forfns 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.



SaWngs Account Number

Lean Number CA>'~'  Acr !
Checking Account Number

C'37878  nona!

Address
99576ZipAlaskaStateCity Dill i eshne

Oats ~mg
ll euthorlzatums to the

Applicant'o Signature
This form should be re
creditors.

BANK VERlllCATION OF FINANCIAL INFORMATION
tpor Bank Uee Only!

Signature Of Bank Offkiai

Please return to:
0

boolean Or aovaannonralvmmk O
Jonoao. Ala em SISV 1
Toraahono aasaarc

0
Prvavkm Or kvmatmonln

AO. ee zro
Ollrugvmua Alaako SSJS

0tevrakm nf mmalmanto
Sre nk Ave tuaOon AFalvkanka, Auaka ene1
Taraekone aaze1at

Cvvruon or rnvoatmonn3001 "G" Sk Salon 7ac
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4. Authorizations to Verify Financial information, are
sent to financial institutions  including brokerage houses!
where you have an existing loan or have money in an
account, Your money may be in checking, savings or money
Tnarket accounts, or in CertiflCateg Of depOsit. Your money
may also be in stocks, bonds, mortgages, insurance policies,
or other investments,

Most lenders are interested in learning only about your
business loans. If, however, your business borrowing is very
limited, have verifications sent to lenders of real estate and
consumer loans that you have received. Separate
verifications should go to each of the organizations where
you have moor deposits, investments, and loans.
Authorization forms are part of your lender's application
package. Our fisherman deals with only one financial
institution for his checking, saving, and borrowing needs and
consequently has completed just one authorization form.

5. Income Tax Returns. Complete federal and, if
applicable, state income tax returns for the past three years
are a routine requirement for a commercial loan. They are
used to verify income, operating expenses, and cash flow.
Recent income tax returns also suggest  but don't prove! that
you are not delinquent in paying income taxes. This is
important to a lender, because if you have failed to pay back
taxes, the internal Revenue Service has first claim to your
assets, including your boat, The upshot of this is: no tax
returns no loan,

"The upshot of this is:
no tax returns no loan."

STATE OF ALASKA
DEPARTMENT OF COBIMERCE ANO ECONOMIC DEVELOPMENT

UIVIQON OF INVESTMENTB

AUTHORIZATION TO VERIFY FIHANCIAL IHFORMATIOle

I, e h Alfred Andere n of
 print Full Name! pity and Slate!

authorize the fceonang named financial Institution tO divulge to the Department of ~ and ECOnOmk
Development, State of Alaska, any and all information ~ng the nature of my accovevt balances and loan
balanCea With Ihem, InCiuding, bul ncl Bmhed tc, the amaunt Of Credit eXienCM, lhe tenne Snd CcndltiOna Of
the tranaaCtiOnS and the Current balanCe lf any IS Oulatending.

I understand that the information ls of a confidential nstum and will be used for the sole purpcee Of evaluating
an application which I have submitted to the State.

Name of Financial Institution yirar. Bnricnal Bank

The infonnatkm ~ above hr essentially correct as of this dele and ~ly rafters the indMdusys Bnan-
ciel dealings with this Institution,



COMMERCIAL FtsHING
CONSENT TO RELEASE INFORMATION

pplicant's Signature

Joese h hndersun
Applicant's Name - Please Print

ltary andersun
Spouse's Name - Please Print

4 74-00-1111 474 00-1234
Spouse's Social Security No.Applicant's Social Security NO.

STATE OF ALASKA
DEPARTMENT OF COMMERCE AhID ECONOMIC DEVFLOPMENT

DIVISION OF INVESTMENTS

I authorize the Division of Investments to obtain copies of:

t. State Income Tax Returns
2. U,S. Income Tax Returns
3. U,S. Civil Service Personnel Records

U.S. Social Security Records
5. U.S, Military Service Records
6. U.S, Department of Labor Employment Records
7, aState and U.S. Fisheries Records
8. State and Federal Enrollment and Financial Aids Reconts
Q. Telephone, Utility and Water Records

30. U.S, Postal Service Informaaon
Commercial Fisheries Entry Commission  Limited Entry! records

32. State Permanent Fund Dividend Program records.
33. Any other records which would relate to my stated claim of Alaska DornicilefResidency.

I also authorize the release of any information contained in this application and attachments to the
Commercial Fisheries Entry Commission.
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Schedule C, "Profit or  Loss! From Business or
Profession" is the principal income tax form that a loan
officer will review. Net profit from your fishing business is
shown here, If you consistently show little or no profit, there
is an apparent risk that you may be unable to afford
additional loan payments. It is not uncommon, however, for
a sole proprietor  most fishermen are sole proprietors! to
have a comfortable cash flow even though taxable profits are
small. This can happe33 when earnings are legitimately
sheltered from income 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
returns explaining why your cash flow is adequate even
though your profit is low, Take the initiative in helping the
loan officer and loan coinmittee understand your financial
position.

6. Consent to Release Information forms, which
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 difTereritly by different lenders, but the
intent is the same. Notice that both husband and wife  co-
applicant! have signed the Consent to Release Information
form in the sample application.

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

"Take the initiative in helping the loan
officer and loan committee understand
your financial position."
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8. Construction or Purchase Agreement.

A.Construction Agreement
Protection for both buyer and lender from
construction mishaps is on the mind of the loan
officer reviewing a construction contract. The
lender wants clauses in the agreement providing
protection in case the vessel is destroyed during
construction  by a fire for instance! or in case the
builder goes out of business, The !ender and
especially the buyer also want protection against
!ost fishing time and income lost on account of
faulty workmanship. Other c!auses involving cost
overruns, warranty of workmanship and
materials, liens against the builder by suppliers to
the bui!der, arbitration of disputes between the
builder and buyer, conditions for progress
payments, and other potential prob!ems may also
be desirable.

The experienced lender will ensure that
maximum protection is written into a
construction loan contract, because a construction
loan norma!!y remains unsecured until the vessel
is finished and documented. The vessel is not
acceptable as collateral for a loan until the
"document," which is prepared by the Coast
Guard, lists the lender as a mortgagee, Because of
this, some lenders, including the State of Alaska,
do not make interim construction loans.

8, Purchase Agreement
A lien that is listed on a vessel document is
termed a "Preferred Ship's Mortgage." Only
mortgages are listed on a ship's document. Other
types of liens against an operating vessel may be
registered with the Coast Guard, but are not listed
on the vesse! document. Liens may be filed with
the Coast Guard by suppliers of goods or services
who have not been paid by a vessel owner.
Although they are not recorded on the document

recorded on the document as are mortgages,
they are made a matter of public record. The
significance of this lies in the fact that
outstanding claims of lien are transferred from
owner to owner, A new owner of an existing
vessel may be held liable for the previous
owner's debts. Consequently, a potential buyer
should ensure that no liens exist at the tiine of
sale. ! t is common practice to include in the
purchase agreement a clause stating that no
liens or encumbrances remain against the
vessel. Preferred Ship's Mortgages, in contrast
to !iens, cannot be transferred from owner to
owner. Each mortgage must be paid in full
before title to a vessel can be transferred to e
new buyer.

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

a! conditions of the sale, such as the sale price,
the amount of the down payment and the
amount and timing of subsequent payments;

b! loan terms if the se!ler is carrying part or all
of the loan including the interest rate, number of
payments, and the amount borrowed, as well as
the amount of each payment',

c! the location of the vessel and gear, and a list
of the gear and equipment included in the sale;

d! the condition of the vessel and equipment;
and

e! a list of things that the current owner agrees
to do or improvements that will be made as a
condition of the sa!e and, the time period in
which they are to be accomplished.
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9. Insurance. Most !enders require &at both
hull and machinery and liability insurance
be purchased before the loan funds are
disbursed, Typica!!y, hull and machinery
insurance must equal or exceed 110 percent of
the remaining balance of a loan. For example,
if a new vessel is purchased for $100,000, and a
lender !ends 75 percent of the purchase price
 $75,000!, the minimum hull and machinery
coverage must equal 110 percent of $75,000, or
$82,500. Vitesse! owners usual!y carry
insurance equivalent to the purchase price or
fair inarket value, as long as the value is
greater than the loan balance. The lender is
nained "loss payee"  beneficiaryl on a hull and
machinery policy and receives insurance
disbursements up to the remaining ba! ance of
the vessel loan, before the owner receives any
inoney,

Breach of Warranty insurance is required by
most lenders as an adjunct to the hull and
machinery policy. The purpose of a Breach of
Warranty rider is to repay a loan in case the
vessel is lost and a claim is denied under the
hull policy. If, for instance, a vessel which is
insured only for the Kodiak region is lost while
fishing in Prince William Sound, the hull
policy may be void but the lender will be able
to recover the balance of the ship's mortgage
through a Breach of Warranty policy.

The minimums for liability, or more correctly,
"protection and indemnity" insurance  P 4 I!
vary from lender to lender. Plan on needing
!iability coverage of $100,000 for each crew
member including the skipper, and a
minimum of $100,000 for each accident
involving property damage or injury to
individuals other than crew members. The
major purpose of P 5 I coverage is to provide
medica! expenses and income compensation
for the injury or death of a crew member.
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Protection and indemnity insurance, however, also covers damages caused by the vessel to "any fixed
or movable object or property of whatever nature." Damage to docks, piers, and in some cases to
moored vessels, from collision or excessive wake, fa! ls into this category.

At this point our review of the loan application comes to an end. Appendices I and II follow. The first
step in deciding whether your purchase plans are afFordable is to find out what the resulting loan
payments wil! be. Appendix 1 provides a loan payment table showing the annua! payments
associated with different interest rates, and repayment periods for each $1,000 borrowed.

The next step in making a decision is doing a break-even ca!cu!ation following the procedure shown
in Appendix Il. The break-even calculation is used to determine how many pounds of fish must be
caught to pay fishing expenses, living expenses, and your anticipated loan payment. After you
compare the break-even catch with your catch record, you are in a good position to decide whether to
proceed to a lender or to re-examine your needs.
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An annual loan payment table shows the "level
term"  every payment is the same amount!,
once-a-year payments due on each $1,000
borrowed at different interest rates and loan
terms. To find the payment for a loan of several
thousand dollars simply multiply by the number
of thousands, For example, Table 1 shows that if
you borrow $1,000 at 10 percent interest and
repay the loan over a five year period, the
payment each year will be $263.80. If you wish
to borrow $J.0,000, at the same interest and
repayment schedule, your annual payment will
be 10 times as much, on 52638. If you borrow
$50,000 the annual payment will be 50 times
more  $13,190! and so on.
on.

To figure income taxes and equity on a balance
sheet, it is important to know that the principal
and interest portions of a level term loan
payment are different for every payment even
though the total payment amount stays the
saine. The interest portion gradually decreases
from the first payment to the last. The first
payment is nearly all interest and the last is
nearly all principal. This is because interest is
figured on the unpaid balance of a loan, Part of
each payment  the principal! goes toward
reduction of the loan amount; consequently, as
the loan is repaid, the interest charge on the
remainder decreases, But since each payment is
for the same amount, the principal portion must
increase as the interest portion decreases.

How does this tie in with taxes and balance

sheets? Interest is a deductible expense for
income tax purposes. As the interest portion of
your loan payment decreases each year, all
things being equal, your deductions are less and
you pay more taxes. On the other hand, your net
worth will improve annually as you decrease the
loan liability on your balance sheet, and
increase your assets by paying oA'your loan.

This in turn improves your borrowing power
because your net worth to debt ratio improves.

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

Loan payment tables like Table 1 and similar
loan amortization payment tables  which can be
found in book stores in the real estate section!,
are applicable only to fixed interest rate loans.
Loans from the State of Alaska, the Community
Enterprise Development Corporation  CEDC!,
and loans with SBA or Fisheries Obligation
Guarantee Program  FOG! guarantees have
fixed rates. Loans from commercial lenders and

from Farm Credit System lenders carry floating
or variable interest rates  except when the loans
are guaranteed!. The calculation of floating rate
payments is explained next.
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APPENDIX 1

TABLE

ANNUAL LOAN PAYHENT PER $I,OOO BORROWED

Interest
Rate 11 I/2X10 I/ZXIOX IIX l2 I/2X12X

$1,115.00
587.81

$1, 100. 00
579. 19

Interest
Rs te 15 1/2X14 1/2X 16 1/2X13 I/ZX 14 X 15X 16'X13X

$1,150.00
615.12

$1, 130. 00 $1,135.00
603.38

I Year
2 Year
3 Year
4 Year
5 Year

6 Year
7 Year
8 Year
9 Year

10 Year

12 Year
15 Year
20 Year

I Year
2 Year
3 Year
4 Year
5 Year

6 Year
7 Year
8 Year
9 Year

10 Year

12 Year
15 Year
20 Year

9 1/2X

$1, 095. 00
572. 33
398.58
312.06
260.44

226. 25
202. 04
184.05
170. 20
159. 27

143.12
127.74
113.48

599.48
423.52
336.19
284.31

250.15
226.11
208,39
194.87
184.29

168.99
154. 74
142.35

402.11
315.47
263.80

229.61
205.41
187.44
173.64
162.75

146.74
131.47
117.46

427.12
339.69
287.79

253.65
229. 64
211.97
198.51
187.99

172.81
158.76
146.65

$1, 105. 00
580. 06
405. 66
318. B9
267.18

232. 98
208.80
190. 87
177.11
166.26

150. 38
135. 25
121. 49

$1,140.00
607.29
430.73
343.20
291.28

257.16
233.19
215. 57
202. 17
191.71

176. 67
162.81
150.99

$1,110,00
583.93
409.21
322.33
270.57

236,38
212.22
194.32
180.60
169.80

154. 03
139.07
125.58

$1, 145. OO
611.20
434,35
346.73
294.79

260.69
236.77
219.20
205.86
195.47

180.56
166.90
155.36

4I2.78
325.77
273.98

239.79
215.66
197.80
184.13
173.38

157.71
142.92
129.70

437.98
350.27
298.32

264.24
240.36
222.85
209.57
199.25

184.48
171.02
159.76

$1	20.00
591.70
416.35
329.23
277.41

243.23
219. 12
201.30
187.68
176,98

161.44
146.82
133.88

$1,155.00
619. 04
441.61
353.81
301.85

267.80
243.98
226.53
213.32
203.06

188.43
175.17
164.20

$1,125,00
595.59
419.93
332.71
280.85

246.68
222.60
204,83
191.26
180,62

165.19
150.76
138.10

$1,160.00
622.96
445.26
357.38
305.41

271.39
247.61
230.22
217,08
206.90

192.41
179.36
168.67

$1,165.00
626.89
448.91
360.95
308 .98

274.99
251.27
233.95
220,87
210.77

196.43
183.57
173.16
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TABLE 1  Continued!

ANNOAL LOAN PAYMENT PER $1,000 BORROVED

Interest
Rate 17Z 17 1/2Z 18'Z 18 1/2Z 19 1/2Z19Z 20Z 20 1/2Z

$1>185.00 $1,190.00
646.62

$1,195.00
650. 58
471.01
382.63
330.71

$1,200.00 $1,205.00

Interest
Ra te 21Z 21 I/2Z 22 1/2Z 23 1/2ZZZZ 24Z 24 I/2Z23Z 25Z

$1,225.00 $1>230.00
678.43

$1,235 ' 00
682.43
500.94
412.18
360.47

$1,245.00

415.93
364.25

1 Year
2 Year
3> Year
4 Year
5 Year

6 Year
7 Year
8 Year
9 Year

10 Year

12 Year
15 Year
20 Year

1 Year
2 Year
3 Year
4 Year
5 Year

6 Year
7 Year
8 Year
9 Year

IO Year

12 Year
15 Year
20 Year

$1,170. 00
630.83
452.57
364.53
312,56

278.61
254.95
237.69
224.69
214.66

200,47
187.82
177,69

$1,210, 00
662.49
482.18
393.63
341,77

308.20
285.07
268,41
256. 05
246. 67

233,73
222.77
214. 74

$1, 175. 00
634.77
456. 24
368.13
316.16

282.25
258.64
241.46
228.53
218.57

204. 53
192.10
182.24

$1,215.00
666.47
485.91
397.32
345.48

311. 98
288.92
272.35
260.07
250. 77

238.00
227.24
219.47

$1,180.00
638.72
459.92
371.74
319.78

285.91
262.36
245.24
232.39
222.51

208.63
196.40
186.82

$1,220.00
670.45
489.66
401.02
349. 21

315. 76
292.78
276.30
264.11
254.89

242.28
231.74
224.20

642.67
463.61
375.36
323.41

289.58
266.10
249. 05
236, 28
226.48

212.75
200.73
191.42

674.44
493.41
404.73
352.95

319.57
296.67
280.27
268.17
259.04

246.59
236.25
228.95

467.31
378.99
327.05

293.27
269.85
252.89
240.19
230.47

216.90
205.09
196.05

497.17
408.45
356.70

323.39
300.57
284.26
272 25
263.21

250.93
240.79
233.72

296. 98
273,63
256.74
244,12
234.49

221.07
209.47
200.69

327.22
304.49
288.27
276.35
267.40

255.28
245.35
238.50

654.55
474.73
386.29
334 .38

300.71
277.42
260.61
248.08
238.52

225.26
213.88
205.36

$1,240.00
686,43
504.72

331.07
308,42
292.29
280,47
271.60

259.65
249.92
243.29

658.51
478.45
389.96
338.07

304.45
281.24
264.50
252,06
242.58

229.49
218.31
210.04>

690.43
508.50
419.68
368.04

334. 94
312.37
296.34
284,60
275.83

264.04
254.51
24> 8 ~ 10

$1.,250.00
694.44
512.30
423.44
371.85

338.82
316.34
300.40
288.76
280.07

268.45
259.12
252.92
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LOAN PAYMENT CALCULATION
FLOATING INTEREST RATE

Table 2
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Example:

Break-even analysis is used to help answer the
question, "Can I afford it?" The objective is to
determine how many pounds of fish must be
caught at a given price to meet fishing and living
expenses. In a more dynamic sense, repetitive
break-even calculations can show how catch must

change when prices or expenses change. Doing
these "what il projections utilizes break-even
analysis to the fullest as a planning and
budgeting tboI.

Assume that a fisherman wants to borrow

$100,000 to purchase a new boat for his Bristol
Bay gillnet fishery. The loan terms are 10 years
and 14 percent interest, If we assume level term
payments, Table 1 on page 62 shows that the
resulting payment per $1,000 is $191.70. The
annual payment for $100,000 is therefore $19,170.

The important question is, how many pounds of
red and chum salmon must be caught to make this
boat payinent, while covering all other fishing and
living expenses? To arrive at an answer we must
first list the fisherman's projected fishing
expenses, then the estiinated ex-vessel prices for
reds and chums, and finally, the percentage of
reds in his catch and the percentage chums  this is
termed the species mix!. To get a better idea of
the infor mation needed, take a look at the fill-in-
the-b!anks break-even guide on page 74.

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

1 Loan Payments: The projected boat payment
is $19,171, Assume also that this fisherman
purchased a limited entry permit at the time his
original boat was purchased and is already

making annual permit loan payments of $15,000,

2! Crewshare Arrangement: Assume that
there are two crewmen in addition to the

skipper/owner. Each crewinan recei ves 10 percent
of gross income, The tota1 crewshare
consequently is 20 percent.

3! 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.

4! Projected Fish Prices and Species Mix:

Fish Prices: Red salmon $.70/lb
Chum salmon .30/1b

Species Mix; Redsalmon 85%by weight
Chum salmon 15% by weight

5! Fish Tax or Aquaculture Assessment:
Assume that a borough tax of 3 percent of gross
income is levied. There is no aquaculture
assessment.

6! Months This Fishery: Assume that the
fisherman spends two months preparing his boat
for the fishery, actually fishing, and preparing the
boat for storage,

7! Months AH Fisheries: In this Bristol Bay
example, drift giHnetting wi11 be the on! y fishery
in which our fisherman participates so two
months is the total tiine the fishing vessel is used
annua! ly.

APPENDIX II 69



8! Projected Fishing Expenses:
a! Direct expenses  specific to a fishery!

2,000
1,300
1,400

500

600

15,000
350

TOTAL $21,150

eThese are a percentage of gross income and are factored into
the break.even calndation later.

Vesselinsurance
Hull and engine maintenance
Moorage
Storage  incl, warehouse expense!
Vehicle
Business administration
Legal and accounting
Travel and entertainment
Dues and licenses

Boat payments

TOTAl $25,6209

70 APPENDIX II

The two categories "Months This Fishery" and
"Months All Fisheries" are used in combination
to allocate fixed fishing expenses to the diiferent
fisheries in which you participate. Vessel
insurance, accounting fees, hull and engine
inaintenance 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 southeast Alaska
fisherman who uses his boat nine months of the
year for herring, salmon, and crab. If his boat is
rigged for salmon three months of those nine,
then one-third or 33 percent of fixed costs should
be "prorated" to salmon fishing. His total
expenses include all of the salmon fishing
variable expenses, and one-third of the fixed
expenses, including the boat payment. if he
borrowed money to purchase a limited entry
permit for salmon, the permit payment w'ould
be charged entirely to the salmon fishery since
it cannot be used for any other fishery,

Now we' re finished with the preliminaries, so
let's get on with the business of listing expenses
and calculating the break-even catch.

FueVoil

Groceries
Gear/equipment maintenance
Supplies
Crew insurance

Permit loan payment
Travel
eCrewshare
e Tax/assessment

b! Fixed expenses  annual!

$2,000
1,400
1,000

600
-0-

20G
500

5GO

250

19,170



S. Preliminary Calculations:

a! Blended price per pound. The blended
price takes into account the mixtiire of different
species and the different prices for those species.
Multiply the species mix percentage for a species
by its ex-vessel price and repeat this calculation
for each species, This yields a "weighted" price
per pound for each species. When the "weighted"
prices are@3ded together, the sum is a "blended"
or "weighted average" price per pound.

b! Prorated fixed expenses:
Prorated fixed expenses =

 Total Fixed Exp.! X
 Months this fishery+ Months all Fisheries!

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

Prorated fixed expenses =  $25,620! X � ~ 2!
= $25,620

c! Crewshare plus tax peroentagesi This is
simply the sum of the crewshare and tax
percentages  or aquaculture assessment -if
applicable in your region!, Write the sum in
decimal format so that it can be subtracted from
the value "I", which represents one dollar, For
example, 23 percent in decimal format is .23.

After crewshare, tax, and/or aquaculture
percentages of each doHar are subtracted, the
remaining fraction of a dollar is available to cover
fishing, living, and loan expenses. When this
remaining fraction is divided into the total dollar
value of these expenses, the resulting figure is the
break-even gross income. To restate the problem
another way, this calculation answers the
question - How much do I have to gross so that
when crew, tax, and aquaculture shares are
deducted, the remainder will pay for fishing,
living, and loan expenses?

At this point we are ready to fill in the blanks in
the break-even guide and complete the break-
even calculations.
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BREAK-EVEN GUIDE

Fishery:

9. PROJECTED FISHING EXPENSES

~~5 axe
10

FIXED EXPENSESDIRECT EXPENSES

8, SPECIES MIX  %!

/Ib

7. PRICE/LB/SPECIES

SPECIES A

TOTAL
/!bSPECIES 8

/IbSPECIES C

SPECIES D /lb

/IbSPECIES E

APPENDIX 11

Break-even calculation factors:

1. ANNUAL BOAT LOAN PAYMEVT

PERMIT LOAN PAYMEVT

Q,CREW SHARK TOTAL%!

3. FISH TAX/ASSESSMENT  %!

4, TAKE HOME INCOMK

5. MONTHSTHIS FISHERY

6. MONTH S ALL FISH E RIE S

FUE L/OIL

GROCERIES

GEAR/EQUIPME VT

SL PPLIES

CRE W INSURANCE

PERMIT LOAN PAYMENT

TRAVEL

CREWSHARE

TAX/ASSESSMENT

VESSEL INSURANCE

HULL & ENGINE MAIVT,

MOORAGE

STORAGE

VEHICLE

8USI NESS ADMI V

LEGAL/ACCOUNTING

TRAVEL/ENTERTAINMENT

DUES/LICENSES

BOAT PA YMENTS
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10. PRELIMINARY CALCUI ATIONS 11. BREAK-EVEN CALCULATIONS

A. BLENDED PRICE/POUND

/5%A x PRICE A ~ 7Q

j 5%B xPRICEB ~ ~ +~i

%C x PRICE C

%D x PRICED

%E x PRICE E

BLENDED PRICE/POUND ~tD

B, PRORATED FIXED EXPENSES

MONTHS THIS FISHERY

�: MONTHS ALL FISHERIES

x TOTAL FIXED EXP. ~PgQ

PRORATED FIXED EXP.





BREAK-EVEN GUIDE

Break-even calculation factors:

S. PROJECTED FISHING EXPENSES

DIRECT EXPENSES FIXED EXPENSES

TOTAL TOTAL

FUE1JOIL

GROCERIES

GEAR/EQU IPMKNT

SUPPLIES

CREW INSURANCE

PERMIT LOAN PAYMENT

TRAVEL

CRKWSXARE

TAX/ASSESSMKNT

APPENDIX 11

VESSKL INSURANCE

HULL 4 ENGINE MAINT.

MOORAGE

STORAGE

VEHICLE

BUSINESS ADMI N

LEGAL/ACCOUNTING

TRA VEl/ENTERTAINMENT

DUES/LICENSES

BOAT PAYMENTS
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A. BLENDED PRICE/POUND

BLENDED PRICE/POUND

B. PRORATED FIXED EXPENSES

TOTAL FIXED EXP.

x MONTHS THIS FISHERY

� '. MONTHS ALL FISHERIES

PRORATED FIXED EXP.

%A x PRICEA

+%B xPRICEB

+%C x PRICEC

+ %D x PRICE D

+ %E~x PRICE E

10. PRELIMINARY CALCULATIONS ll. BREAK-EVEN CALCULATIONS


