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Seller financing, using a Isary
note from the buyer, immmy
under the present Commercial
Fisheries Entry Commission statutes,
c'l'hin i:i;ilu;mu only the Alnska
ommercial Fishing and Agriculture
Bank or the state are legally allowed
10 use permits as collateral to secure
a loan. Furthermore, the law mﬁ’.’:
that the owner of a permit be on
i vessel while it is actively fishing.

The permit must be signed over o
the buyer, without recourse, in order
for the buyer to be able o fish, Unless
the seller can get other valuable col-
lateral to secure the loan he must
sssume the risk of mccepting an
unsecured promisary note from the
buyer.

S0 where does this leave the elder
who would like to retire but cannot
Find u local buyer who *'qualified” for
bank financing? He has two options,
uniess the buyer can “‘self-finance "
the trnsaction.

He can sell 10 someone outside the
communily who can “‘qualify™ for
finuncing and be assured of getting his
money. Or, he can sell to a “'non-
qualifying”’ borrower locally, and uc-
cept the risk of camrying the unsecured
note, himself

The final tmgedy is that the elder has
no way of getting the permit back if
the buyer defaults. There are cases
where elders have sold to “outsiders™
rather than chancing an unsecured sale
1o o local person,

For most, it is a bitter pill 1o see per-
mits leave the community, but the
chiance of losing one's retirement nest
ege, if the borrower fails w pay, is

ven less palatable. T the elder could

tain control of the permit, by legal-
Iy taking it as collateral until the loan
wils paid off, ruml communitics would
have an aliermative for financing local
trandactions in permil sales,

From the point of view of i lender,
i permit is the ideal form of collateral
It represents a legal right of sccess to
the fishery — there are no physical
elements that are subject 1o deprecia-
tiom or destruction. lender does
not have to worry about insurance.

Proper recording is all that is

necessary 10 protect his preferred posi-
lion in the collateral. If the buyer
defaults, the seller initiates foreclosure

The final
tragedy is that
the elder has no
way of getting the
permit back if the
buyer defaults.
There are cases
where elders
have sold to ‘out-
siders’ rather
than chancing an
unsecured sale to
a local person.

proceedings and reclaims the permit,

Cnly by being defruuded can the
seller be harmed. Under a properly
designed legal sales contract,
monitored by the Commercial
Fishenes Entry Commission, both the
seller and the buyer could be pro-
tected. Whereas, banks must require
that the borrower meet strici
puidelines, the individual can be flex-
ible. This puts the permit owner al an
advantage in financing his own sale.

A side benefit of being able 1o per-
sonally finance the sale s that addi-
tional interest income will remain in
the village, and provide more wealth
locally. For example, a locally financ-
ed debt of $1 50,000 at 10 percent for
20 years will yield $202,500 in interest
mcome over the 20-year period.

Under the current law it as difficult
for rural people to enter the more pro-
ductive fisheries (those with high per-
mit prices). Financing institutions can
anly lend 4 part of the value of a per-
mit. The borrower must either provide
additional collsteral or make o cash
down payment.

For example, a permit with a marke!

can lend 80 percent of its value. In
many cass the official loan value is
lower than the market price. In that
case a larger down IS re-
quired. For example, if the loan value
of the $150,000 permit is $120,000,
the buyer will have to raise $54,000
from his own funds. This is a signifi-
cant barrier 10 entry into the more pro-
ductive fisheries unless one has an
alternative source of income or a lol
of additional collateral —another con-
tradiction of the limited entry
legislation,

implication of this iy obvious,
I rural residents have limited access
to capital markets, and if their ability
o generale capital within the com-
munity is limited, their ability 1o enter
the more productive fisheries is

restricted. Again, seller financing
could provide a solution.

Because of the risks associnted with
seller financing, most sellers require
full, lump sum payment before they
sign the permit over. 1 their

. but not without a fairly hi
m;e not only lose im:rynl E{I
come, bul their federl income tax bill
is much higher than if they could
receive their over several
]1““' This will be discussed next
time,

Editor's Note: This is the second of
a three-part senies by Norman Stadem,
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