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Dividend Declaration 
I am pleased to announce 
that on March 19, 2004, 
the Board of Directors 

declared a cash dividend 
of $10.25 per share.  This 

dividend will be paid to shareholders of 
record as of March 22, 2004.  The dividend 
is payable on April 2, 2004.  Enclosed is 
payment or information reflecting the 
number of shares you own. 
This dividend represents undistributed 
earnings from 2003.  As you know a 
Registered Investment Company  (RIC) 
must distribute at least 90% of their earnings 
to avoid being subject to a 40% Federal 
Income Tax rate.  For shareholders with 100 
shares your dividend is $1,025.  If Kavilco 
was not a RIC and had to pay income tax, 
your dividend after tax would be $615.  
Therefore, you receive an additional $410 
because Kavilco does not have to pay 
Federal Income Tax.  This is another 
testimony to the advantages of being a 
registered investment company. 
As I pointed out a year ago, 2003 was going 
to be a difficult year because interest rates 
were at a 40-year low.  Interest rates have 
continued their downward decline and are 
now at a 46-year low.  Over the past three 
years, 34% of our investments in bonds 
have matured or were sold.  These bonds 
had yields in excess of 7%.  Now, we are 
confronted with yields in the 2% range.  
Therefore, reduction in dividends is not the 
result of losing money, but the inability to 
make money.  For an expanded discussion, 
see the Portfolio section in this newsletter. 

CASHING YOUR CHECK 
We have been told by our bank that some of 
you have tried to cash your dividend check 
at one of their branches in Oregon.  
PLEASE – give them at least a few days 
notice before you show up to cash your 
check. They do not have that much cash on 
hand on any given day – they need to make 
special arrangements. This applies to all 
banks, not just ours. 
 

Kavilco Has a New Website 
www.kavilco.com 

Come and see Kavilco’s new website. You 
can see photographs of Chief Son-I-Hat’s 
Whale House and Totem Park when you 
click on that link. You can print out Direct 
Deposit forms, Gifting forms, Change of 
Address forms and Voluntary IRS 
Withholding forms by going to Shareholder 
Information/Forms. You can even find out 
when the Annual Meeting is scheduled. 
There is also a section dedicated to the 
Kasaan Haida Heritage Foundation. Click on 
that link at the bottom of Kavilco’s Home 
Page, click on Projects/Photo Gallery and 
you can see historic photographs of Chief 
Son-I-Hat and his family, Old Kasaan and 
several others. KHHF’s last newsletter is in 
there too, complete with photos.  
We hope you enjoy your tour of our new 
website and we welcome any comments or 
suggestions you might have. 

http://www.kavilco.com/
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Totem 
House 
As you may 
recall Kavilco 
was going to 
apply to Alaska’s 
State Senators 
and 
Representatives 
in an effort to 
obtain an 
appropriation to 
repair and 
restore the 
Whale House. Our request was denied, so 
we have moved on to another funding 
opportunity.  
 
On March 16, 2004 Kavilco sent in an 
application for grant funds to the National 
Parks Service Tribal Preservation Program. 
The application is for predevelopment funds 
to pay 2 different architects to travel to 
Kasaan, take measurements and surveys to 
determine the extent of the damage (caused 
by moisture and insects) and tell us what 
they feel will be required to make the 
necessary repairs. They will include 
drawings and estimates of cost and how 
long it will take.  
 
The Parks Service will make their 
determination in June as to whether we 
qualify for their grant program or not and 
notify us then. If we do, then we hope to 
have this portion, the predevelopment 
portion, complete by September. With the 
information given to us by the architects and 
their engineers we can determine how much 
money and time will be needed to fix the 
Whale House, then we can begin the 
process of applying for grant funds to 
complete the repairs.  

 

 PORTFOLIO 
 
 

INTEREST RATES ARE AT A  
46 YEAR LOW – 

BAD NEWS FOR OUR PORTFOLIO 
 

The economy has had a magnificent run 
since the middle of 2003, with the consumer 
and industrial sectors now both on a 
relatively fast track.  Indeed, the economic 
expansion, which had encompassed only 
the consumer sector in its formative stages, 
has broadened considerably in recent 
months.  The economic growth is projected 
to continue through 2004 and into 2005.  
The main drivers of this growth will probably 
be low taxes, relatively stable interest rates, 
comparatively healthy levels of consumer 
confidence and a resilient housing market.  
The key ingredient that is missing from this 
rosy scenario is employment.  This has 
more to do with employers getting more 
productivity out of their employees than 
outsourcing of US jobs to China and India. 
 
Until the employment figures have a marked 
improvement, the Federal Reserve will be in 
“full inflation” mode with short term interest 
rates being held at an unrealistic 1% and the 
Fed pumping our liquidity as fast as it can. 
At some point the Fed will get serious about 
the massive budgetary deficits and debts.  
After all, running up deficits of $1.7 billion a 
day, 365 days a year is a problem.  This 
coupled with the manias in the bond and 
housing markets will have to be addressed 
sooner or later by the Fed. 
 
So what does the foregoing have to do with 
Kavilco’s portfolio?  By definition Kavilco is 
an income fund. That is, we seek a high and 
stable rate of current income, consistent with 
long-term preservation of capital.  We have 
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a diversified portfolio of high-quality 
corporate bonds and government 
obligations. Over the past 3-years interest 
rates have fallen to levels not seen since 
1957.  What investment opportunities do we 
have with a third of our portfolio sitting in 
cash (the result of bonds maturing with 
interest rates in the 7% range)?  This is the 
dilemma we wrestle with at every board 
meeting.  Unfortunately, we have been 
unable to come up with a long-term strategy 
that would substantially increase our 
dividends.  However, don’t despair because 
the inevitability of the primary trend (three 
years of declining interest rates) will reverse 
itself as all trends do. 
 
There are two economic forces suppressing 
interest rates.  First, the Fed has told us that 
inflation is not a concern and will keep 
interest rates at their historically low rate.  
Looking at the facts, what prices aren’t 
increasing?  Prices for manufactured goods, 
housing, commodities (think gas and oil), 
imported goods, and services have all been 
increasing.  A complacent bond market has 
ignored the inflationary pressures because, 
as Charles H. Dow described in his 
legendary stock market theory over 100 
years ago, “there is always a disposition in 
people's minds to think that existing 
conditions will be permanent.”  The first hint 
of inflation will cause interest rates to rise.   
  
 Lastly, there has been unprecedented 
currency manipulation by Japan.  Last year 
Japan bought mind-blowing  $250 billion of 
US currency and invested much of it in US 
Treasury bonds. In January of this year 
alone, Japan bought a record $70 billion and 
put almost all of it in Treasury bonds.  
Without Japan’s wild buying of Treasury 
bonds, it is almost certain that interest rates 
in the US would surge. 
 

When can we expect interest rates to start 
going up?  There is absolutely no way we 
can project when the two previously 
discussed trends will be broken.  Nor can we 
predict how high interest rates will go.  
Please understand that we are not the only 
fund confronted with the dilemma of low 
interest rates.  The most successful and 
second richest man in America, Warren 
Buffet, who is also sitting on a mountain of 
cash, referred to the current interest rate 
environment as “pathetically low interest”. 
He also stated “it’s a painful condition to be 
in – but not as painful as doing something 
stupid.”  Patience is the key word and we 
will continue to try to eke out a return in this 
hostile investment environment. 
 
A quick word on our stock strategy.  We 
have made some long term investments in 
gold and silver mining stocks because of 
global currency manipulation.  Investors 
always turn to precious metals when a 
country’s currency loses its value, as is the 
case with the US dollar. Also, we have 
invested in real estate investment trusts 
(REITS) that manage malls. These stocks 
have yields in excess of 4%.  We feel that 
the current run up in major stock indexes is 
a bear market rally that may soon exhaust 
itself.  Accordingly, stocks that start to 
decline in value are immediately sold. 
 
 

7(i) Dividend Distributions 
 
Since as early as 1990 Kavilco has disputed 
Sealaska’s formula for calculating our share 
of the 7(i) distribution. Finally last year we 
sent them yet another letter, this one clearly 
explaining that Kavilco’s original shareholder 
list had 120 members, each holding 100 
shares, for a total of 12,000 shares. 
Kavilco’s portion of the 7(i) distribution 



 4 KAVILCO NEWS 
should have been based on this number of 
shares, but for some reason Sealaska had 
the number of our shares at 11, 975.  The 
discrepancy was small, but over the years it 
accumulated into hundreds of dollars. We 
are happy to report that we have received a 
check from Sealaska paying us the “back” 
distributions for those 25 shares.  
 
From now on, we should be receiving the 
correct amount from Sealaska for the 7(i) 
distribution. 
 

 

MEMORIAL 
 

Pauline E. 
Blackstad 

 
On January 8, 2004 Pauline E. Blackstad 
passed away in Ketchikan, Alaska. She was 
born Pauline Jones on November 16, 1903 
in Kasaan where she lived until 13 years 
ago when she and her husband William 
Blackstad moved to Ketchikan to live in the 
Pioneer’s Home.  
 
She is survived by her husband of 75 years, 
William Blackstad; nephews John Olsen and 
Fred Olsen; nieces Mae Leask and Inga 
Olsen and many great and great-great 
nieces and nephews. 
 

 
 
 

IN KASAAN 
CEMETERY CLEAN-UP 
  
Kavilco will employ local individuals to 
perform the maintenance again this year on 
an as-needed basis. 
 
 
 
As always, please feel free to call me at 
(907) 542-2214, or our Seattle office at      
1-800-786-9574. 
 

Sincerely, 

 
Louis A. Thompson 
President/CEO 
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