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Háw'aa Lou i s A . T ho m p so n
for 3 5 Yea rs o f S er vic e
When Kavilco was established by the Alaska Native Claims Settlement Act in 1972, Louis A. Thompson
was there as one of Kasaan’s representatives. When Kavilco’s Articles of Incorporation were signed
on November 11, 1973, Louis was there to add his name along with Willard L. Jones, Robert I. Olsen,
Rosemarie Young Trambitas and Robert R. Young. Louis was there to serve as interim Board President in
1972 and when he was elected President of Kavilco in 1973.

Born and raised in Kasaan, Louis was hired by Kavilco as Field Operations Manager
in 1975. He was there in 1980 when ITT Rayonier purchased approximately 100
million board feet of timber from Kavilco’s Skowl Arm Timber. Louis was there during
the 1980s to oversee Kavilco’s commitment to improve conditions in Kasaan: a new
Kasaan Community Building foundation, land and gravel for a fuel storage facility,
shareholder land allotments, and the Bureau of Indian Affairs five-mile road project.
He was there when Kasaan received water and sewer systems and an electrical plant
by designating an easement through Kavilco property. Louis was there when Kavilco
leased its sawmill subsidiary from 1990 to 2005. He was there when Kavilco became
a Registered Investment Company in 1989 and during the dark days of the Drexel
bankruptcy settlement. In 2006, Louis was there to negotiate a lease with Alaska
Power and Telephone to build a tower on top of Kasaan Mountain, bringing wireless
broadband technology to the people of Kasaan.

Kavilco remained especially concerned with the issues that impacted the protection of our Haida culture
and heritage. Louis was there when Kavilco authorized GeoRecon International of Seattle to conduct an
extensive survey of the Old Kasaan site and its potential for restoration. Louis was there when Kasaan
Haida Heritage Foundation received non-profit status in 1999. Through his efforts, the most cherished
symbol of Kasaan’s history, Chief Son-I-Hat’s Whale House and Totem Park was designated a National
Historic Place in 2002, opening the door to grants and funding. Louis was there in 2008 to help write the
National Park Service grant that Kavilco received towards the Whale House restoration. In 2009, he was
there to sign the Memorandum of Understanding with the Organized Village of Kasaan establishing the
roles and responsibilities of Kavilco, KHHF and OVK towards the restoration and upkeep of the Whale
House. And in 2010, Louis is still there – negotiating agreements to improve forest health on Kavilco lands
and continued involvement in the daily operation of running a successful Native corporation with your
Board of Directors. Kavilco thanks Louis A. Thompson for 35 dedicated years of “being there.” Háw' aa!

Boa rd of Di r ect o rs
& Cor po ra t e M a na g em en t
K a v i l c o, c o mmitted to pr oviding its
sha r eho l d er s with the best possible
f in a n c i a l r et u r n s, r emai n s i n vested i n
i t s r i c h Ha i da tr adi ti o n .

Front row left to right: Louis A. Thompson, Kenneth Gordon, Louis Jones, Sr., Scott Burns, Laird A. Jones. Back
row left to right: Deanna R. Kaulay (Corporate Secretary), Marie Miller, Jeane Breinig, John Campbell, Melanie
Locklear, Ramona Hamar.
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Past, Pr esen t
& F utur e
Kavilco’s corporate strategy to invest in the financial markets has translated into
exceptional dividend distributions for original shareholders and their descendants.
Nonetheless, Kavilco remains concerned with issues that affect the community and the
protection of our culture and heritage. To that end, the Board and management created
Kasaan Haida Heritage Foundation (KHHF) in 1999, and initially funded the Foundation
with a $2,000 donation.

Board Meetings and Annual Shareholders Meetings are opened and closed with our hand
carved Watchman, inspired by traditional Haida totems. Symbolically, watchmen kept an
eye out for friends returning from a hunt, enemies, weather, animals, and anything else
that might be of interest to the tribe. Kavilco’s Watchman represents the spirits keeping an
eye on proceedings to make sure the right things get done.

With an eye towards cultural preservation, Kavilco management has archived hundreds
of historical photographs and documents. Three years of fund-raising calendars from
the photo archives were created for KHHF by administrative assistance from corporate
management. Kavilco maintains the “Family Tree” which documents all share transfers
and the Original Shareholder Memoriam honoring our original shareholders who have
passed. Kavilco funds the annual dinner and auction which brings in the bulk of donations
and fund-raising for KHHF. Kavilco also provides in-kind administrative assistance to
KHHF allowing the Foundation to use their funds towards preserving our Haida heritage.

Even Kavilco’s name was created with consideration to our Native heritage. KA came
from Kasaan; VIL represents the Indian Village of Kasaan; CO represents the Company.
Kavilco’s logo reads “Hale Alaska Indian Descendants All,” which stands for HAIDA. The
mountains represent future revenue as well as hunting areas. The long house and totem
represent the past. The blue water is the fishing area around the Village of Kasaan from
which our ancestors gathered their food and made their living.

The original Watchman carved by Louis Jones, Sr.
Mr. Jones inspiration came from a Haida Watchman
on the corner of a long house in Ketchikan. He carved
it from alder wood and gave him eyes of abalone
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shell. The original Watchman was stolen in 2005.

Gr e etings to o u r
Shar ehol d ers
Welcome to the 37th anniversary of Kavilco’s incorporation. We have
come a long way in following the utmost wishes of our shareholders:
consistent dividends and land ownership. It has not been easy to
maintain consistent dividends because of our country’s economic
dilemma, but so far we have managed to distribute over $44 million in
earnings to our shareholders since 1980. This means over $374,000 to
each original shareholder.

Kavilco has entered into a silviculture Agreement with Shaan Seet Incorporated. Shaan Seet has
been awarded an American Recovery and Reinvestment Act contract by the State of Alaska to
improve forest health on approximately 60 acres of Kavilco lands by conducting precommercial
thinning. The Agreement is in force from June through December 2010. Shaan Seet is
responsible for all costs associated with the Agreement.
While managing our portfolio and financial performance since the completion of the timber
harvesting by ITT Rayonier has been a priority, we have not forgotten our important Haida
heritage. Kavilco, Kasaan Haida Heritage Foundation and the Organized Village of Kasaan are
working together to restore Chief Son-I-Hat’s Whale House (Naay' Iwaans). Fund-raising, as
well as seeking grants and coordinating the renovation efforts with MRV Architects, has been an
ongoing process.

Once again I would like to express my thanks to you, our shareholders, for your support of
management and to the Board of Directors for their accomplishments in their continuing quest to
better your overall financial well being. We hope to see you at the Annual Meeting, November 6,
2010, in Ketchikan, Alaska.

Sincerely,

Louis A. Thompson
President/CEO
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This copper shield depicting a bear was presented
to Louis A. Thompson on July 21, 2000 by
Robert W. Loescher, President/CEO of Sealaska
Corporation in honor of his 25th anniversary as
Kavilco’s President. According to the Canadian
Museum of Civilization,“Copper was the ultimate
symbol of wealth among the Native peoples of the
Northwest Coast; like gold, it reflects the brilliance
of the sun.” Throughout the coast, shields made of
copper denoted the high rank of their owners and
were exchanged at ever higher levels between
chiefs. Kavilco Archives.

Gr e etings to o u r
Shar ehol d ers
Prior to 1990, when we operated as a conventional corporation, we
were subject to Alaska and Washington corporate law, federal corporate
income tax, and the all encompassing Alaska Native Claims Settlement
Act (ANCSA). On November 1, 1989, Kavilco began to operate as
a self-managed, closed-end management investment company as
defined by the Investment Company Act of 1940. Not only do we have
to contend with the above-mentioned rules and regulations, but we
come under a very restrictive set of regulations under the Investment Company Act of 1940, the
Securities and Exchange Act of 1934 and an exclusive set of IRS code provisions. We try to deal
with the interpretation of these various laws in-house and rarely seek legal advice.
As you will note on the audited financial statements, we have incurred a $416,000 federal
income tax liability for 2009. We lost our tax exempt status when we received a record $237,000
in 7(i) revenue. 7(i) refers to the provision in the Alaska Native Claims Settlement Act that directs
regional corporations to share with Native shareholders a portion of income derived from sales of
natural resources on Native land.

Unfortunately, the excess income violated an IRS code provision limiting the amount of income
we can receive from one source. Fortunately, there was an amendment to ANCSA section 7(i)
that laid out the formula for dispensing funds. In our attorney’s opinion, the 7(i) revenue would
not result in Kavilco losing its tax exempt status. However, the liability and corresponding
expense has to be recognized pursuant to Generally Accepted Accounting Principles.
Let’s flash forward to the current situation. The latest data on the U.S. economy has been
disappointing. The June employment report showed meager gains in employment. Housing
has weakened following the expiration of the tax credit for home buyers. The drop in new
and existing home sales, housing starts and new mortgage applications indicate that buyers’
appetites for housing remains weak, despite record low mortgage rates. Consumer confidence
along with a broad array of business surveys point to a slowing pace of economic activity.

In the face of this economic malaise our equity and, more importantly, bond portfolio have held
up quite well. There has been much debate over the likelihood of a double dip recession and/or
severe deflation. The major question is how are the companies we have investments in going to
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weather another potential economic downturn? At each meeting the Board reviews the portfolio
and various outside analytical services before they make any recommendations. In other words,
we’re trying our best to keep up on any current developments that might negatively impact our
portfolio. However, we do have one position that we are closely monitoring.

As you are well aware of, the BP oil spill has had a disastrous impact on the Gulf of Mexico.
The deep water drilling rig that blew up was owned up Transocean Inc., a company that we
have $1,477,590 invested in bonds that mature in April 2018. Transocean leases their drilling
rigs to various oil development firms. When BP leased the rig, they operated and assumed
all responsibility for the drilling operation. BP has made numerous statements that they are
responsible for the spill. The Board realizes there will be lawsuits filed against Transocean but
they should not materially impact the company’s ability to make interest and principal payments
on its debts.

Last year we celebrated 35 years of continuous operation. Now we have the opportunity to
celebrate Louis Thompson’s 35th anniversary as Kavilco’s President. He has been intricately
involved in the daily operation of the company since its beginning. Running a multi-million dollar
company is not an easy task. Whenever we’ve encountered a problem we’ve worked as a team to
resolve the issue. Case in point, the Drexel bankruptcy was an extremely trying time for me. The
bankruptcy was fast moving and each day Louis and I would discuss the progress and strategy
for dealing with the various lawsuits we filed against the company.

One of the most fascinating things about Louis is his knowledge of Kasaan and Haida culture and
history. No one has spent more time in Kasaan then Louis. To his credit, he has shared numerous
stories about Kasaan and its past occupants. He has helped us identify locations and names of
individuals in countless historical photographs and documents. This will benefit shareholders in
their quest to learn about their family heritage and genealogy. It has been a pleasure working for
Louis and I am looking forward to the next 35 years.
Sincerely,

Scott Burns
Chief Financial Officer
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O f ficers & D ir ect o rs

Louis Jones, Sr.

Louis A. Thompson

John Campbell

Vice President

President/CEO

Scott Burns

Chief Financial Officer

Secretary

To honor the vision and unselfish actions of our
Kasaan Haida ancestors and elders, the goals of
Kavilco Incorporated are to provide dividends and
to preserve the assets for all generations.

- Kavilco’s Mission Statement
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Jeane Breinig

Kenneth Gordon

Ramona Hamar

Director

Director

Director

Laird A. Jones

Melanie Locklear

Marie Miller

Director

Director

Director

2 9 Years of
Di vidend D ist rib ut io ns
1980 INITIAL DISTRIBUTION
1981 Debenture
1981 Alaska Native Fund
1982 Debenture
1983 Alaska Native Fund

$3,000,000
1,200,000
283,282
1,200,000
69,940

1983 Debenture

1,200,000

1984 Debenture

1,200,000

1984 Dividend
1985 Debenture
1986 Dividend

120,000
1,200,000
120,000

1986 Debenture

1,200,000

1987 Debenture

1,200,000

1987 Property Dividend
1987 Dividend

236,066
120,000

1988 Debenture

1,200,000

1989 Debenture

1,200,000

1989 Dividend
1990 Debenture
1990 Dividend

240,000
1,200,000
600,000

The Wa tchma n
r e p r esen ts the sp irits
kee p i n g a n eye o n
p r o ceedi n gs to make
sur e the right things
get do n e.

1991 Dividends

1,080,000

1992 Dividends

960,000

1993 Dividends

1,214,400

1994 Dividends

1,248,300

1995 Dividends

1,728,000

1996 Dividends

1,927,680

1997 Dividends

1,992,000

1998 Dividends

1,956,003

1999 Dividends

2,027,167

2000 Dividends

1,811,000

2001 Divdends

1,932,000

2002 Dividends

1,764,000

2003 Dividends

1,650,000

2004 Dividends

1,215,000

2005 Dividends

1,009,200

2006 Dividends

1,065,000

2007 Dividends

1,188,001

Watchman carved by Louis A. Thompson in

2008 Divdends

1,140,000

2006. His inspiration came from a photograph

2009 Dividends

1,236,000

TOTAL DISTRIBUTIONS
PER 120 ORIGINAL SHAREHOLDERS

$44,933,039
$374,442

of a mortuary pole taken in Old Kasaan during
the late 1960s. He carved it from the wood of
a 250-year-old yew tree and gave him eyes of
local abalone shell.
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INDEPENDENT AUDITOR’S REPORT
To the Shareholders and Board of Directors
Kavilco Incorporated (An Investment Company)
We have audited the accompanying statement of assets and liabilities, including the schedule of
investments, of Kavilco Incorporated (the Company) as of December 31, 2009, and the related
statement of operations for the year then ended, and statements of changes in net assets for the
years ended December 31, 2009 and 2008, and the financial highlights for the years ended
December 31, 2009, 2008, 2007, and 2006. These financial statements and financial highlights
are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these financial statements and financial highlights based on our audits. The financial
highlights for the year ended December 31, 2005 were audited by other auditors, whose report
dated February 22, 2006 expressed an unqualified opinion on those statements.
We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the financial statements and financial highlights are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. Our procedures included confirmation of
securities owned by correspondence with the custodian and review of legal title to real estate as
of December 31, 2009. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.
In our opinion, the financial statements and financial highlights referred to above present fairly,
in all material respects, the financial position of Kavilco Incorporated as of December 31, 2009,
the results of its operations for the year then ended, and changes in its net assets for the years
ended December 31, 2009 and 2008, and financial highlights for the years ended December 31,
2009, 2008, 2007 and 2006, in conformity with accounting principles generally accepted in the
United States of America.
As discussed in Note 4, the financial statements include real estate valued at $3,588,815 in 2009,
whose value has been determined by management in the absence of a readily ascertainable
fair value.

Seattle, Washington
February 24, 2010
12
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Statement of Assets & Liabilities
December 31, 2009

ASSETS
Investments in securities, at fair value (cost $31,891,435)
Real estate, at fair value (cost $1,054,089) (Note 4)
Cash and cash equivalents
Interest receivable
Premises and equipment, net
Prepaid expenses and other assets
Total assets

$ 34,077,148
3,588,815
1,491,550
572,301
4,461
13,249
39,747,524

LIABILITIES
Accounts payable and accrued expenses
Dividends payable
Income taxes payable (Note 2)
Total liabilities
NET ASSETS
Net assets consist of:
Distributable earnings (Note 10)
Contributed capital
Net assets
Net asset value per share of Class A and Class B common stock
($39,178,868 divided by 12,000 shares outstanding) (Note 9)

32,847
119,809
416,000
568,656
$ 39,178,868

$

4,471,066
34,707,802

$ 39,178,868

$

3,265

See accompanying notes.
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Schedule of Investments
December 31, 2009

INVESTMENTS IN SECURITIES - 86.0%
U.S. Corporate Obligations - 84.4%
Chemical Industry - 4.0%
E.I. Du Pont de Nemour, 5.250%, due December 15, 2016
Communications - 16.6%
Deutsche Telecom Int. Fin., 8.500%, due June 15, 2010
Verizon NE Inc., 6.500%, due September 15, 2011
Comcast Corp., 10.625%, due July 15, 2012
AT&T, 5.100%, due September 15, 2014
CBS Corporation, 4.625%, due May 15, 2018
Deutsche Telecom Int. Fin., 6.000%, due July 8, 2019
Total Communications
Consumer, Cyclical - 9.1%
Dayton Hudson, 8.600% due January 15, 2012
Home Depot Inc., 5.250%, due December 16, 2013
Safeway Inc., 5.625%, due August 15, 2014
Target Corp., 5.875%, due July 15, 2016
Total Consumer, Cyclical
Consumer, Non-cyclical - 9.4%
Clorox Company, 6.125%, due February 1, 2011
Yum! Brands Inc., 8.875%, due April 15, 2011
Coca Cola Enterprises, 8.500%, due February 1, 2012
McDonald’s Corp., 5.300%, due March 15, 2017
Kraft Foods Inc., 6.500%, due August 11, 2017
Total Consumer, Non-cyclical
Energy - 11.8%
Smith International Inc., 6.750%, due February 15, 2011
PPL Energy Supply LLC, 5.700%, due October 15, 2015
Plains All American Pipeline, 6.125%, due January 15, 2017
XTO Energy Inc., 6.250%, August 1, 2017
Transocean Sedco Forex Inc., 7.375%, due April 15, 2018
Total Energy
Financial - 2.7%
John Deere Capital Corp., 3.500%, due October 15, 2010
Boeing Capital Corp., 6.500%, due February 15, 2012
Total Financial
Industrial - 6.4%
CSX Corp., 6.750%, due March 15, 2011
CSX Corp., 5.500%, due August 1, 2013
Union Pacific Corp., 4.875%, due January 15, 2015
Total Industrial
Office Equipment - 5.3%
Xerox Corporation, 5.500%, due May 15, 2012
Technology - 6.1%
TYCO Intl Group, 6.000%, due November 15, 2013
Cisco Systems Inc., 5.500%, due February 22, 2016
Total Technology
Transportation - 1.5%
FedEx Corp., 8.000%, due January 15, 2019
Utilities - 11.3%
American Electric Power, 5.375%, due March 15, 2010
Dominion Resources Inc., 5.000%, due March 15, 2013
Potomac Electric Power, 4.650%, due April 15, 2014
Southern Power Company, 4.875%, due July 15, 2015
Total Utilities
Total U.S. Corporate Obligations (cost $31,404,359)

See accompanying notes.
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Principal
Amount or
Shares

1,519,000

Fair
Value

$

1,605,489

450,000
1,000,000
1,338,000
1,250,000
2,000,000
250,000

465,042
1,065,857
1,578,733
1,344,575
1,853,450
266,918
6,574,575

100,000
1,000,000
1,229,000
1,000,000

112,393
1,070,557
1,325,175
1,100,075
3,608,200

1,000,000
1,000,000
700,000
500,000
250,000

1,052,751
1,082,073
788,038
530,698
271,264
3,724,824

500,000
80,000
1,345,000
1,000,000
1,350,000

523,111
83,207
1,412,738
1,132,336
1,536,778
4,688,170

500,000
500,000

510,341
546,839
1,057,180

450,000
964,000
1,000,000

477,935
1,035,483
1,038,370
2,551,788

2,000,000

2,113,640

1,245,000
960,000

1,363,753
1,053,983
2,417,736

500,000

602,221

1,475,000
1,000,000
600,000
1,250,000

1,488,392
1,051,269
629,750
1,301,021
4,470,432
33,414,255

Schedule of Investments (continued)
December 31, 2009

INVESTMENTS IN SECURITIES - 86.0% (Continued)
U.S. Common Stock - 1.3%
Computer Software and Services - 0.3%
Microsoft Corp.
Drug Industry - less than 0.1%
Sanofi-Aventis-ADR
Electric Utility - 0.3%
Consolidated Edison Inc.
Duke Energy Corp.
NSTAR
Progress Energy Inc.
Scana Corp.
Southern Company
Total Electric Utility
Exchange Traded Funds - 0.1%
iShares Investment Grade Corp. Bonds
SPDR Gold Trust
Total Exchange Traded Funds
Food Processing - 0.1%
Unilever PLC
Natural Gas (Diversified) - 0.1%
ONEOK Inc.
Petroleum Producing - 0.1%
Royal Dutch Shell PLC
Real Estate Investment Trust - 0.1%
AvalonBay Communities
Ventas Inc.
Total Real Estate Investment
Telecommunication Services - 0.2%
AT&T
CenturyTel Inc.
Verizon Communications Inc.
Total Telecommunication Services

Principal
Amount or
Shares

3,640

Fair
Value

$

600

23,562

600
700
600
600
700
600

27,258
12,047
22,080
24,606
26,376
19,992
132,359

200
250

20,830
26,827
47,657

800

25,520

600

26,742

400

24,045

400
600

32,844
26,244
59,088

800
800
800

22,424
28,968
26,504
77,896

Total Common Stock (cost $372,046)
Publicly Traded Partnerships - 0.3%
Chemicals - Specialty - less than 0.1%
Terra Nitrogen Company LP
Oil/Gas Distribution - 0.3%
Buckeye Partners LP
Energy Transfer Partners LP
Kinder Morgan Energy Partners
Plains All American Pipeline
Suburban Propane Partners LP
Total Oil/Gas Distribution

527,816

100

10,408

500
600
500
400
400

27,225
26,982
30,490
21,140
18,832
124,669

Total Publicly Traded Partnerships (cost $115,030)
Total Investments in Securities (identified cost $31,891,435)

110,947

135,077
$

34,077,148

See accompanying notes.
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Statement of Operations
December 31, 2009

INVESTMENT INCOME
Interest
Dividends
Total investment income
EXPENSES
Salaries and benefits
Directors’ compensation and expenses
Legal and accounting
Custodian
Insurance
Office and equipment leases
General and administrative
Total expenses
Net investment income

$ 1,812,750
33,640
1,846,390

353,878
279,858
45,719
21,707
73,269
66,760
64,992
906,183
940,207

REALIZED AND UNREALIZED GAIN ON INVESTMENTS
Net realized gain on investments
Net increase in unrealized appreciation on investments
Total realized and unrealized gain on investments

3,938,724
3,938,724

NET OPERATING INCOME

4,878,931

OTHER INCOME (Note 13)
TOTAL NET INCOME BEFORE INCOME TAXES
INCOME TAXES (Note 2)
NET INCREASE IN NET ASSETS RESULTING FROM OPERATIONS

See accompanying notes.
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264,468
5,143,399
(416,000)
$ 4,727,399

Statement of Changes in Net Assets
Years Ended December 31, 2009 and 2008

INCREASE (DECREASE) IN NET ASSETS
FROM OPERATIONS
Net investment income
Net realized gain on investments
Net increase (decrease) in unrealized appreciation
(depreciation) on investments
Other income
Income taxes
Net increase (decrease) in net assets resulting
from operations
DIVIDENDS AND DISTRIBUTIONS TO
SHAREHOLDERS (Note 10)
Total increase (decrease) in net assets
NET ASSETS
Beginning of year
End of year

2009

$

940,207
-

2008

$

820,272
154,374

3,938,724
264,468
(416,000)

(2,138,179)
175,118
-

4,727,399

(988,415)

(1,236,002)

(1,140,000)

3,491,397

(2,128,415)

35,687,471

37,815,886

$ 39,178,868

$ 35,687,471

See accompanying notes.
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Financial Highlights

Years Ended December 31, 2005 to 2009
Per share operating performance (for a share of Class A and Class B capital stock outstanding
throughout the period):

Net asset value, beginning of year

2009

2008

2007

2006

2005

$ 2,973.95

$ 3,151.32

$ 3,130.83

$ 3,139.92

$ 3,200.23

Income from investment operations
Net investment income
Net realized and unrealized gain (loss)
on investment transactions
Net other income
Income taxes
Total from investment operations

78.35

68.36

78.45

77.30

63.86

328.23
22.04
(34.67)
393.95

(165.32)
14.59
(82.37)

29.81
11.23
119.49

(3.72)
6.08
79.66

(44.99)
4.92
23.79

Less dividends and distributions (Note 10)

(103.00)

(95.00)

(99.00)

(88.75)

(84.10)

Net asset value, end of year

$ 3,264.90

$ 2,973.95

$ 3,151.32

$ 3,130.83

12.07%

(2.77%)

3.79%

2.54%

Total return

$ 3,139.92
0.74%

SUPPLEMENTAL DATA
Net assets, end of year (in thousands)

39,179

$

35,687

$

37,816

$

37,570

$

37,679

Ratio to average net assets
Expenses
Net investment income

2.41%
2.50%

2.34%
2.23%

2.30%
2.49%

2.12%
2.46%

1.98%
2.01%

Portfolio turnover rate

6.07%

28.85%

45.74%

41.82%

131.30%

See accompanying notes.

18

$

Notes to Financial Statements
December 31, 2009

Note 1 - Organization
Kavilco Incorporated (the Company) is a village corporation within the Sealaska region
organized on November 13, 1973, pursuant to the Alaska Native Claims Settlement Act
(“ANCSA”) of 1971. Under ANCSA the Native claims to land in Alaska were settled in
exchange for part of the state’s land and compensation. Settlement benefits were given to
Natives of Alaska villages in the form of ownership shares in village corporations that
were organized pursuant to ANCSA. Kavilco Incorporated was organized for the purpose
of securing and administering the land and benefits for the Natives of the Kasaan village
in Alaska. Contributed capital includes receipts from the U.S. government and the state of
Alaska under provisions of ANCSA.
On November 1, 1989, the Company began to operate as a self-managed, closed-end
management investment company, as defined by the Investment Company Act of 1940
(the “Act”). The Company is subject to various restrictions imposed by the Act and the
Internal Revenue Code, including restrictions on borrowing, dividend and distribution
policies, operations and reporting requirements. The Company’s investment decisions,
which focus primarily on fixed income investments, are made by management under the
direction of the board of directors.

Note 2 - Summary of Significant Accounting Policies
The accompanying financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America for investment companies.
The following is a summary of the significant accounting policies consistently followed by
the Company in the preparation of these financial statements.
Valuation of Investments - All investments are recorded at their estimated fair value, as
described in Note 3.
Cash and Cash Equivalents - The Company considers all highly liquid instruments with an
original or purchased maturity of three months or less to be cash equivalents.
Investment Transactions and Income - Investment transactions are recorded on a trade
date basis. Realized gains and losses from securities transactions are computed using the
specific identification method. Interest income is recorded on an accrual basis as adjusted
for the amortization of discounts and premiums using the effective interest method.
Premiums and discounts, including original issue discounts, are amortized for both tax and
financial reporting purposes. Dividend income is recorded as of the ex-dividend date.
Unrealized gains and losses are included in the statement of operations.
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Note 2 - Summary of Significant Accounting Policies (Continued)
Federal Income Taxes - The Company files income tax returns in the U.S. federal jurisdiction
and Alaska State. Generally, the Company is subject to examination by U.S. federal and state
income tax authorities for three years from the filing of a tax return.
The Company’s policy is to continue to comply with the requirements of the Internal Revenue
Code that are applicable to regulated investment companies and to distribute all of its net
investment taxable income to its shareholders. Generally, no federal income tax provision is
required for the Company.
Effective January 1, 2009 the Company adopted Financial Accounting Standards Board
(FASB) Accounting Standards Codification (ASC) 740-10, relating to accounting for uncertain
tax positions. ASC 740-10 prescribes a recognition threshold and measurement process for
accounting for uncertain tax positions and also provides guidance on various related matters
such as derecognition, interest, penalties and disclosures required.
The Company identified an uncertain tax position relating to the receipt of ANSCA Section
7(i) payments, which is included in other income on the statement of operations (Note 13).
The Internal Revenue Code requires that a registered investment company derive at least 90
percent of its gross income from dividends, interest, income from securities loans, and gains
(without including losses) from the sale or other disposition of stocks or securities or foreign
currencies, or other income derived with respect to the registered investment company’s
investing in stock, securities, or currencies. It is uncertain whether ANSCA Section 7(i)
payments qualify as income derived from the company’s investing in stock, securities or
currencies in order to meet the 90 percent test and remain tax exempt. As a result, the
Company recognized $416,000 as a liability for unrecognized tax benefits, which is included as
a liability in the accompanying statement of assets and liabilities.
The Company did not recognize interest and penalties related to the unrecognized tax benefit
given the estimated amounts are immaterial and have no significant impact on the financial
statements.
Dividends and Distributions to Shareholders - Dividends and distributions to shareholders are
recorded on their payable date. Dividends are generally declared and paid twice a year. Capital
gain distributions are generally declared and paid annually. The timing and characterization of
certain income and capital gains distributions are determined in accordance with federal tax
regulations and may differ from those determined in accordance with accounting principles
generally accepted in the United States of America.
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Note 2 - Summary of Significant Accounting Policies (Continued)
Management Fees - The investment management of the Company’s portfolio is performed by
an employee of the Company. In lieu of a management fee, payment for this service is part of
the employee’s annual compensation.
Directors’ Compensation and Expenses - The board of directors of the Company receives
compensation for each board meeting attended during the year in addition to a per diem
allowance. Directors are also reimbursed for such expenses as accommodation, airfare, and car
rental related to board meetings. In addition to meeting related expenses, the Company pays
for the medical insurance of certain directors.
Subsequent Events - Subsequent events are events or transactions that occur after the balance
sheet date but before financial statements are available to be issued. The Company recognizes
in the financial statements the effects of all subsequent events that provide additional evidence
about conditions that existed at the date of the balance sheet, including the estimates inherent
in the process of preparing the financial statements. The Company’s financial statements do
not recognize subsequent events that provide evidence about conditions that did not exist at
the date of the balance sheet but arose after the balance sheet date and before financial
statements are available to be issued. Note 14 provides disclosure of certain subsequent events
that did not result in recognition in the financial statements.
Use of Estimates - The preparation of financial statements in accordance with accounting
principles generally accepted in the United States of America requires management to make
estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.
Material estimates that are particularly susceptible to significant change relates to the valuation
of real estate (Note 4). It is possible the estimated fair value may differ significantly from the
amount that might ultimately be realized in the near term, and the differences could be
material.

Note 3 - Fair Value Measurements
The Company utilizes various methods to measure the fair value of its investments on a
recurring basis. U.S. generally accepted accounting principles (GAAP) establishes a hierarchy
that prioritizes inputs to valuation methods. The three levels of inputs are:
Level 1 - Unadjusted quoted prices in active markets for identical assets or liabilities that
the Company has the ability to access.
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Note 3 - Fair Value Measurements (Continued)
Level 2 - Observable inputs other than quoted prices included in level 1 that are
observable for the asset or liability, either directly or indirectly. These inputs may include
quoted prices for the identical instrument on an inactive market, prices for similar
instruments, interest rates, prepayment spreads, credit risk, yield curves, default rates and
similar data.
Level 3 - Unobservable inputs for the asset or liability, to the extent relevant observable
inputs are not available, representing the Company’s own assumptions about the
assumption a market participant would use in valuing the asset or liability, and would be
based on the best information available.
The availability of observable inputs can vary from investment to investment and is affected
by a wide variety of factors, including, for example, the type of investment, whether the
investment is new and not yet established in the marketplace, the liquidity of markets, and
other characteristics particular to the investment. To the extent that valuation is based on
models or inputs that are less observable or unobservable in the market, the determination of
fair value requires more judgment. Accordingly, the degree of judgment exercised in
determining fair value is greatest for instruments categorized in level 3.
The inputs used to measure fair value may fall into different levels of the fair value hierarchy.
In such cases, for disclosure purposes, the level in the fair value hierarchy within which the
fair value measurement falls in its entirety, is determined based on the lowest level input that is
significant to the fair value measurement in its entirety.
A description of the valuation techniques applied to the Company’s major categories of assets
measured at fair value on a recurring basis follows.
Equity securities (common stock). Securities traded on a national securities exchange (or reported
on the NASDAQ national market) are stated at the last reported sales price on the day of
valuation. To the extent these securities are actively traded and valuation adjustments are not
applied, they are categorized in level 1 of the fair value hierarchy.
Corporate bonds. The fair value of corporate bonds is estimated using various techniques, which
may consider recently executed transactions in securities of the issuer or comparable issuers,
market price quotations (where observable), bond spreads, fundamental data relating to the
issuer, and credit default swap spreads as provided by Interactive Data Corp. Corporate bonds
are generally categorized in level 2 of the fair value hierarchy.
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Note 3 - Fair Value Measurements (Continued)
Real Estate. Real estate is carried at fair value as determined in good faith by management of
the Company and approved by the board of directors. Real estate represents entitlement to
the surface estate of real property, for which no readily available market quotation exists. Fair
value of real estate is determined by management based on a Certified Forester’s opinion as to
the current value and status of the land, along with other factors. Other relevant factors
include the lack of commercially viable timber due to previous harvest, amount of capital
expenditures required for the future growth of timber, location of the property, recent sales of
similar real property in the region and market demand and supply for this type of real property
during the valuation process. Based on the inherent uncertainty of valuation, however, the
estimated value may differ significantly from the value that would have been used had a ready
market for the real property existed, and the difference could be material (Note 4). This
investment is included in level 3 of the fair value hierarchy.
The following table presents information about the Company’s assets measured at fair value as
of December 31, 2009:

ASSETS
Investments
U.S. corporate obligations
Common stock
Publicly traded partnerships
Real estate

Level 1

Level 2

Level 3

Balance as of
December 31,
2009

$

527,816
135,077
-

$ 33,414,255
-

$

3,588,815

$ 33,414,255
527,816
135,077
3,588,815

$

662,893

$ 33,414,255

$

3,588,815

$ 37,665,963

The following table is a reconciliation of assets for which level 3 inputs were used in
determining value:

Real Estate
Beginning balance
Total realized gain (loss)
Change in unrealized gain (loss)
Cost of purchases
Proceeds from sales
Net transfers in/out of level 3

$ 3,588,815
-

Ending balance

$ 3,588,815
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Note 4 - Real Estate
The financial statements include real estate valued at $3,588,815 in 2009, whose value has
been determined by management in the absence of readily ascertainable fair values. The board
of directors approved this fair value estimate of the real estate.
At December 31, 2009, the Company owns fee title to the surface estate of 22,946 acres of
real estate. In 1979, the Company received entitlement under Section 12(a) of ANCSA to the
surface estate of real property totaling 23,055 acres. And in 1987, 194 acres of this property
was distributed to the shareholders. The Company received an additional 89.24 acres during
2002 in the process of closing out a timber sale contract.
As of December 31, 2009, there is no commercially viable timber on the real estate and the
Company has no outstanding timber agreements. The last harvest and sale of timber from this
land was in 2001.
It is possible the estimated fair value for this investment may differ from the amount that
might ultimately be realized in the near term, and the difference could be material.

Note 5 - Trading Risk
In the normal course of business, the Company enters into financial transactions involving
instruments where there is risk of potential loss due to changes in the market (market risk), or
failure of the other party to the transaction to perform (credit risk).
Market risk is the potential change in value caused by fluctuations in market prices of an
underlying financial instrument. Subsequent market fluctuations may require selling
investments at prices that differ from the values reflected on the statement of assets and
liabilities. Market risk is directly impacted by the volatility and liquidity in the markets in which
financial instruments are traded. The Company’s exposure to market risk may be increased in
that a significant portion of its assets may be invested in a relatively small number of
investment positions at any one time. Accordingly, appreciation or depreciation in value of
investment positions may have a more significant effect on the value of the Company’s
portfolio than would be the case in a more diversified or hedged portfolio.
Credit risk is the possibility that a loss may occur due to the failure of a counterparty to
perform according to the terms of a contract. The Company’s exposure to credit risk
associated with counterparty nonperformance includes cash deposits that may exceed
applicable insurance limits. The Company seeks to control such credit risk by maintaining
deposits with only high quality financial institutions and trading exchange traded financial
instruments, which generally do not give rise to significant counterparty exposure due to the
requirements of the individual exchanges.
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Note 6 - Investment Transactions
Purchases of investment securities (consisting of corporate obligations and common stock)
aggregated $3,652,700 for the year ended December 31, 2009, and sales and maturities of
investment securities (consisting of corporate obligations) aggregated $2,000,000 for the year
ended December 31, 2009.
The U.S. federal income tax basis of the Company’s investments is the same as for financial
reporting purposes. The gross unrealized appreciation and gross unrealized depreciation for
U.S. federal income tax purposes is $2,208,891 and $23,178, respectively, for the year ended
December 31, 2009.

Note 7 - Premises and Equipment
Buildings and equipment are recorded at cost less accumulated depreciation. Depreciation is
computed on the straight-line method over the estimated useful lives of the related assets,
which range from 5 to 15 years. Depreciation expense was $3,250 for the year ended
December 31, 2009.

Building
Furniture, fixtures, and equipment

$

154,369
80,869
235,238
230,777

$

4,461

Less accumulated depreciation

Note 8 - Lease Obligation
The Company leases office space under a non-cancelable operating lease agreement, which
terminates September 30, 2011. Rent expense for the year ended December 31, 2009 was
$43,489, which is included in the office and equipment leases expense on the statement of
operations. Future minimum lease commitments under this non-cancelable operating lease are
approximately as follows:

2010
2011

$

43,581
33,354

$

76,935
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Note 9 - Net Assets
Upon organization of the Company, 100 shares of common stock (Class A) were issued to
each qualified shareholder enrolled in the Company pursuant to ANCSA. The Company
utilized a roll comprising 120 Alaska Natives eligible to receive stock certificates as certified by
the U.S. Secretary of the Interior. Under the provisions of ANCSA, stock dividends paid or
other stock grants are restricted, and the stock may not be sold, pledged, assigned, or
otherwise alienated, except in certain circumstances by court decree or death, unless approved
by a majority of the shareholders. The stock carries voting rights only if the holder hereof is
an eligible Alaska Native. Nonvoting common stock (Class B) is issued to non-Native persons
who inherit stock or are gifted stock.
The Company’s capital structure is as follows:
Common stock:
Class A, no par value - Authorized, 1,000,000 shares; issued and outstanding, 11,554.84
shares;
Class B, no par value - Authorized, 500,000 shares; issued and outstanding, 445.17
shares.

Note 10 - Dividends and Distributions to Shareholders
On March 6, 2009, a distribution of $25 per share was declared. The dividend was paid on
March 20, 2009 to shareholders of record on March 9, 2009. On November 6, 2009, a
distribution of $78 per share was declared. This dividend was paid on November 23, 2009 to
shareholders of record on November 9, 2009.
The tax character of distributions paid during 2009 and 2008 was as follows:
Distributions paid from:
Ordinary income
Long-term capital gain
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2009

2008

$

1,236,002
-

$

974,432
165,568

$

1,236,002

$

1,140,000

Notes to Financial Statements (continued)
December 31, 2009

Note 10 - Dividends and Distributions to Shareholders (Continued)
As of December 31, 2009, the components of distributable earnings on a tax basis were
as follows:

Undistributed ordinary income
Less income tax expense

$

Net unrealized appreciation on:
Investments
Real estate

166,627
(416,000)
(249,373)
2,185,713
2,534,726

$

4,471,066

Note 11 - Schedule of Investments
Investments are categorized by type, country, and industry. The industry category represents
management’s belief as to the most meaningful presentation of the classification of the
principal business of the investees. The percentage of net assets is computed by dividing the
fair value of each category by net assets.

Note 12 - Pension Plan
Employees of the Company are covered by a defined contribution pension plan. The
Company contributes 20% of each participant’s compensation to the plan. The Company’s
contributions during the year ended December 31, 2009 totaled $54,773.

Note 13 - Other Income
Other income represents income earned as a result of ANSCA Section 7(i) which requires
regional corporations to distribute 70% of any net revenues derived from timber resources
and the subsurface estate to other regional corporations who then redistribute under Section
7(j) 50% of such amounts to the village corporations and at-large shareholders. Other income
also includes approximately $27,000 of lease income.

Note 14 - Subsequent Events
The Company has evaluated subsequent events through February 24, 2010, which is the date
the financial statements are available to be issued. There are no events which occurred
subsequent to the balance sheet date and through this date that required adjustment to, or
disclosure in, these financial statements.
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Dedicated to t he M em o r y o f
O ur Origina l S ha r eho ld ers
Henry L. Abbott

Ernest T. Jones

David S. Peele

Florence A. Adams

George A. Jones

Elaine M. Privett

Vincent W. Baronovich

Henry H. Jones

Deborah R. Ritchie

Helen J. Benge

Laura L. Jones

Marjorie E. Sinclair

Pauline E. Blackstad

Raymond L. Jones

Minnie E. Stevens

Roberta M. Campbell

Willard L. Jones

Agnes R. Swanson

Christian L. Coburn

Catherine N. Kerstetter

Estelle I. Thompson

John J. Cook

Alton McAllister, Jr.

Rosemarie Trambitas

M. Helen Dailey

Harriet A. McAllister

Dexter Wallace

Dorothy Evener

Harry L. McAllister

Betty R. Williams

Julia Fawcett

Ivan J. McAllister, Sr.

Allen Young

Margaret Frank

Eliza M. McAlpin

Douglas A. Young

Wallace T. Frank

Paul G. McAlpin

Edward L. Young, Jr.

Sarah J. Hanbury

Leif B. Olsen

Robert Young, Sr.

Thomas S. Hanbury, III

Robert I. Olsen

Walter B. Young, Jr.

Wilfred S. Hanbury, Sr.

Annabelle Peele

Walter B. Young, Sr.

William C. Irvine
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Kavilco an gaa K'uláas an uu waayáat
t'alang Kíl láagang. Íitl'k dáalaa
tl'istgán sang t'alang Kíl láagang, tla'
íi íitl gudáas. Gíits gwaa tl'aa láa' an
gin láagíi – waasaang.
This is to take the opportunity to express appreciation to Kavilco, its President and Board of Directors
for their wise decisions in the distribution of funds – especially taking into consideration the elderly
shareholders.

We extend to them our best wishes for future plans of our Corporation.

—Dr. Erma Baronovich Lawrence, Haida Language Specialist (reprinted from the 1980 Annual Report)

Kavilco Incorporated
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