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Board of Directors 
     & Corporate Management

Front row left to right: Ramona Hamar, Kenneth Gordon, Deanna R. Kaulay (Corporate Secretary). Middle row 

left to right: Louis Jones, Sr., Marie Miller, Melanie Locklear, John Campbell. Back row left to right: Louis A. 

Thompson, Laird A. Jones, Scott Burns, Jeane Breinig.

Kavilco, committed to providing its 
shareholders with the best possible 

financial returns, remains invested 
in its rich Haida tradition. 

We therefore dedicate this Annual 
Report to the memory of shareholder 

Dr. Erma G. Lawrence.
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In Tribute to
     Dr. Erma G. Lawrence

Dr. Erma G. Lawrence, 98, passed away peacefully on February 21, 2011. Born August 2, 1912, she 

spent her childhood growing up in Kasaan. She was double head Eagle of the Ts'eihl 'Láanaas clan. Her 

Haida name was Álijuhl (Beautiful). She was one of the few remaining fluent speakers of Alaskan Haida. 

This was a sad day for Kavilco and all who knew Dr. Lawrence.

Erma was a strong advocate for Native education. She was proud to acknowledge that she graduated 

from Sheldon Jackson in 1933. She was a school teacher in Hydaburg for a number of years and in 

the late 1970s, she teamed up with Vesta Johnson to teach Haida in 

the Ketchikan School District. She was the first teacher of the Haida 

language in the Ketchikan Community College. Erma was the third 

Tribal Hostess serving at the 1991 Tribal Assembly.

In 2004, Erma received an Honorary Doctorate in Humanities 

from the University of Alaska Southeast for her lifelong contributions to 

the Haida language and literature. As one of the few remaining fluent 

speakers and one of the founding members of The Society for Haida 

Language and Literature, Erma devoted her life to gathering, recording, 

and documenting the Haida language. Erma worked with the Alaska 

Native Language Center and Sealaska Heritage Institute linguists in 

her writing to make sure she did the best she could to get it right so 

that future generations would benefit from her work. She wrote, edited 

or participated in publishing many Haida language books, the latest 

published in 2010. Erma conducted language workshops, and wrote the first Haida poem. She assisted in 

the Kasaan Haida Heritage Foundation video, “Elders Interview Project.”

Dr. Lawrence was a Lifetime Member of Alaska Native Sisterhood Camp #14, and the Camp Mother 

at the time of her passing. She faithfully attended ANB and ANS meetings in Ketchikan, and truly enjoyed 

visiting with ther ANB and ANS brothers and sisters at these meetings. She seldom missed camp 

fundraisers.

Erma was blessed with a beautiful voice. She enjoyed translating gospel songs into Haida. “How 

Great Thou Art” sung in Haida was an all-time favorite of her family and friends. Erma opened Kavilco 

annual meetings for years with “The Lord’s Prayer” translated into Haida.

Erma is survived by her six children: sons Herbert Lawrence (Shirley), Albert Lawrence (Alice), David 

Lawrence (Leilani), and John Lawrence; daughters Maryann Turner, and Marjorie Zeman (Russell). She 

also has many grandchildren, and great, and great-great grandchildren. 

Dr. Erma G. Lawrence
1912-2011

Taken in Kasaan in 1928



Yáahl uu st’igáalaan, 
hal st’i’áwyaagaan.

‘Wáadluu xíl hal tlaahl-
áayaan.
Gut’iláa k’íit k’uts hal 
ts’asláangaan.
‘Wáadluu sáng kwáan hal né-

ilaan gyaan hal ‘lagáalaan.
Asgáayst hal xitgwáangaan táawk uu hal 
diyáangaan.
‘Wáadluu, chíin kwáan gándlaay aa hal 
táagaan
.

Hal sk’ísdlaayaan 
gyaan xitgáay aa 
hal jagíyaayaan.

‘Wáadluu 
hingáan an sáan-
juudaayaan.
 

Ahljíihl uu tl’ hlgúujuu jahlíis gám 
‘láa’anggang.

Yáahl
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Raven got s ick,  he was very s ick.

Then he made some medicine.

He boi led di fferent k inds of  t ree roots.

Then he drank i t  for  many days and got wel l .

Then he f lew around looking for food.

Then he ate a lot  of  f ish in a creek.

He got fu l l  and couldn’ t  f ly.

So, then, he just  rested.

That is why i t  doesn’ t  pay to be too greedy.



This year Kavilco received two grants from the Natural Resources 

Conservation Service. Our Certified Forester, Clare Doig, was 

instrumental in applying for the grants and will manage them for Kavilco. 

The Forest Slash Treatment contract, in excess of $200,000, will benefit 

the regeneration of 232 acres of forest land on Kasaan Island, across 

from Kasaan. The Forest Stand Improvement contract is an overall 

conservation management system for forest lands that have established 

seedlings/trees that need managing and thinning. Both projects are fully funded by the U.S. 

Department of Agriculture with no cost to the Corporation.

We continue to work with the Organized Village of Kasaan (OVK) to restore Chief Son-I-

Hat’s Whale House/Naay’ Iwaans. The project is moving ahead slowly due to limited funding 

resources. OVK has taken advantage of a U.S. Forest Service program for kids to cut brush and 

clean the cemetery. Háw’ aa to OVK.

Next year, the Alaska Department of Transportation will begin a $1.3 million upgrade on the 

Dexter Wallace Boat Harbor in Kasaan. You may recall that many years ago, Kavilco issued an 

easement to the State of Alaska on the tideland property for the original construction.

It was announced at a recent City of Kasaan council meeting that funding in the amount of 

over $3 million, through the Alaska Health Consortium, will be used to upgrade Kasaan’s water 

system with a new water treatment plant and a 500-gallon holding tank. This project will bring 

water to the Kavilco shareholder subdivision.

On July 15, 2011, Kavilco entered into an agreement with OVK to lease the unoccupied Red 

Bunkhouse for use as office space by OVK. The term of the lease is 15 years. OVK has plans to 

totally renovate and restore the building at their own expense. When the lease term has ended, 

OVK will return the bunkhouse to Kavilco in the restored condition

Greetings to our 
     Shareholders
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The economy continues to struggle, but through it all, Kavilco has been able to hold its own 

towards keeping our goal to maintain dividends on the same level as the most recent past years. 

Hopefully, the economy will improve in the near future and that will give us a chance to increase 

our earnings. We will strive to do our best to preserve our tradition, culture and history as we 

have worked to do all these many years. Your Board of Directors and management will continue 

to work in the best interests of all our shareholders. Thank you all for your concerns and support. 

We hope to see you at the Annual Meeting in Ketchikan on November 5, 2011.

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. 



It has been some time since we have reviewed our investment strategy and 

the problems we are confronted with in generating revenue, which ultimately 

translates into your dividend. In the latter 1980s, the Board of Directors decided 

that Kavilco should manage their portfolio similar to an income fund. In other 

words, income would take precedent over capital gains. Accordingly, we would 

concentrate primarily on bond investment to provide the lion’s share of the 

Company’s income.

This was a great strategy during periods of rising interest rates. As you can see from the graph, the 

average annual interest rates on the 10-year Treasury, along with corporate bonds, peaked in 1994. This 

corresponds with higher shareholder dividends. There is one caveat to the graph. Treasury bonds have 

the lowest yields of all bonds. Our long- term strategy is to invest in corporate bonds which have a higher 

interest rate. This is the premium we receive because the risk of default and other economic issues can 

negatively impact the price of the bonds.

Due to the economic malaise that has plagued our economy, interest rates on all fixed income 

investments have been at historical lows. We hold our cash in money market funds pending an 

investment opportunity. These funds are virtually earning 0% interest. We are currently focused on 

purchasing corporate bonds with maturities in the 2019 range. As of mid-August of this year, if we could 

find a corporate bond that would fit our investment criteria, the yield would be around 2.6%, barely above 

the Treasury yield of 2.2% and hardly worth the risk.

We need an economic recovery before we’ll see a substantial uptick in interest rates. This will never 

happen under the current economic strategy professed by our elected and appointed officials. I strongly 

Greetings to our 
     Shareholders
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believe in Spanish philosopher George Santayana’s statement that, “Those who cannot remember the 

past are condemned to repeat it.” “Condemned” has special relevance when you consider the current 

economic strategy of deficit spending by the Federal government to offset high unemployment. This 

approach is referred to as Keynesian economic theory and was first applied unsuccessfully during the 

Great Depression.

The Japanese economy crumbled in the early 1990s. They also tried the Keynesian approach by 

spending more money. Twenty-one years later and a mountain of public debt (234% Gross Domestic 

Product – U.S. is 99%) makes it the most indebted developed country in the world. Their economy and 

stock market have yet to recover from the glory days of the 1980s. Like the Japanese, U.S. economic 

advisors ignored history and jumped into Keynesianism as an answer to our economic woes. Over two 

years and one trillion dollars later our unemployment rate has hovered around 9%, the dollar has lost 

value, the housing market has gotten worse, the stock market has surrendered all of its gains for the 

year, there is a possibility of a double dip recession, and our debt has been downgraded. As you can see, 

“condemned” has special relevance to our current economic situation.

For some reason, when pundits discuss economic history they go no further back than the Great 

Depression of the 1930s. Granted, it was a whopper no matter what economic indicator you look at. But 

there was another 20th century recession that is totally ignored. Eighty-eight years ago, Calvin Coolidge 

took office upon the sudden death of President Harding. The Harding-Coolidge administration faced a 

tough recession from 1919-1921. But unlike the current administration, President Coolidge and his Vice 

President, Charles G. Dawes, cut taxes, balanced budgets and slashed government spending, reducing 

federal debt by over a third in a decade. With tax cuts in place, luxuries of the rich quickly became middle-

class. Per-capita income increased 37% and was used to purchase affordable cars and radios, and 

ushered in the Roaring Twenties.

The aforementioned discussion is my opinion. I believe history will support my contention that the 

consumer coupled with business investment, not government intervention, will lead us back to a vibrant 

economy. Until then, interest rates will stay at historical lows.

The Corporation has suffered a major loss with the passing of Erma Lawrence. It wasn’t just the 

opening prayer at the annual meeting, but her insightful questions and appreciation for the Board of 

Directors management of the Corporation. At the conclusion of annual meetings we would have nice long 

talks. I was fascinated with the history of her family and all the wonderful pictures dating back to the turn 

of the 20th century. I have never seen a person so packed with energy as Erma. I’ll definitely miss her.

Sincerely,

Scott Burns
Chief Financial Officer
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Director

Laird A. Jones
Director

Jeane Breinig
Director
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Mission Statement
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.

Scott Burns
Chief Financial Officer

John Campbell
Secretary

Louis Jones, Sr.
Vice President

Louis A. Thompson
President/CEO



30 Years of 
  Dividend Distributions
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1980 INITIAL DISTRIBUTION $3,000,000

1981 Debenture 1,200,000

1981 Alaska Native Fund 283,282

1982 Debenture 1,200,000

1983 Alaska Native Fund 69,940

1983 Debenture 1,200,000

1984 Debenture 1,200,000

1984 Dividend 120,000

1985 Debenture 1,200,000

1986 Dividend 120,000

1986 Debenture 1,200,000

1987 Debenture 1,200,000

1987 Property Dividend 236,066

1987 Dividend 120,000

1988 Debenture 1,200,000

1989 Debenture 1,200,000

1989 Dividend 240,000

1990 Debenture 1,200,000

1990 Dividend 600,000

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

2008 Divdends 1,140,000

2009 Dividends 1,236,000

2010 Dividends 1,032,000

TOTAL DISTRIBUTIONS $45,965,039

PER 120 ORIGINAL SHAREHOLDERS $383,042

The Watchman represents the spirits keeping 

an eye on proceedings to make sure the 

right things get done. Carved by Louis A. 

Thompson, his inspiration came from a 

photograph 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 the eyes of local abalone shell.
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REPORT OF INDEPENDENT AUDITORS 
 
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, 2010, and the related 
statement of operations for the year then ended, and statements of changes in net assets for the years 
ended December 31, 2010 and 2009, and the financial highlights for the years ended December 31, 
2010 through 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. 
 
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 consideration of internal control over financial reporting as a basis 
for designing audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the Company’s internal control over financial reporting. 
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements, assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. Our procedures included confirmation of securities owned by 
correspondence with the custodian and review of legal title to real estate as of December 31, 2010. 
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, 2010, and the 
results of its operations for the year then ended, the changes in its net assets for the years ended 
December 31, 2010 and 2009, and the financial highlights for the years ended December 31, 2010 
through 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 2010, 
whose value has been determined by management in the absence of a readily ascertainable fair value. 
 

 
 

 
Seattle, Washington 
February 24, 2011 
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Statement of Assets & Liabilities
December 31, 2010

See accompanying notes.

ASSETS
Investments in securities, at fair value (cost $32,283,778) 35,036,047$        
Real estate, at fair value (cost $1,054,089) (Note 4) 3,588,815             
Cash and cash equivalents 1,084,384             
Interest receivable 576,203                
Premises and equipment, net 1,557                     
Prepaid expenses and other assets 12,630                   

Total assets 40,299,636          

LIABILITIES
Accounts payable and accrued expenses 41,035                   
Dividends payable 135,685                

Total liabilities 176,720                

NET ASSETS 40,122,916$        

Net assets consist of:
Distributable earnings (Note 10) 5,415,114$          
Contributed capital 34,707,802          

Net assets 40,122,916$        

Net asset value per share of Class A and Class B common stock 
($40,122,916 divided by 12,000 shares outstanding) (Note 9) 3,344$                   



See accompanying notes.
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Schedule of Investments
December 31, 2010

Principal 
Amount or Fair

Shares Value
INVESTMENTS IN SECURITIES - 87.4%

U.S. Corporate Obligations - 85.6%
Chemical Industry - 5.9%

The Dow Chemical Company, 5.900%, due February 15, 2015 610,000       675,386$          
E.I. Du Pont de Nemour, 5.250%, due December 15, 2016 1,519,000    1,699,017         

Total Chemical Industry 2,374,403         

Communications - 15.4%
Verizon NE Inc., 6.500%, due September 15, 2011 1,000,000    1,038,890         

 Comcast Corp., 10.625%, due July 15, 2012 1,338,000    1,515,835         
AT&T, 5.100%, due September 15, 2014 1,250,000    1,367,625         
CBS Corporation, 4.625%, due May 15, 2018 2,000,000    1,993,440         
Deutsche Telekom Int. Fin., 6.000%, due July 8, 2019 250,000       282,812             

Total Communications 6,198,602         

Consumer, Cyclical - 9.3%
Dayton Hudson, 8.600% due January 15, 2012 100,000       106,779             
Home Depot Inc., 5.250%, due December 16, 2013 1,000,000    1,097,550         
Safeway Inc., 5.625%, due August 15, 2014 1,229,000    1,353,657         
Target Corp., 5.875%, due July 15, 2016 1,000,000    1,155,780         

Total Consumer, Cyclical 3,713,766         

Consumer, Non-cyclical - 10.0%
Clorox Company, 6.125%, due February 1, 2011 1,000,000    1,003,960         
Yum! Brands Inc., 8.875%, due April 15, 2011 1,000,000    1,022,140         
Coca Cola Enterprises, 8.500%, due February 1, 2012 700,000       757,547             
McDonald’s Corp., 5.300%, due March 15, 2017 500,000       557,005             
Kraft Foods Inc., 6.500%, due August 11, 2017 250,000       291,017             
Yum! Brands Inc., 5.300%, due September 15, 2019 355,000       376,005             

Total Consumer, Non-cyclical 4,007,674         

Diversified Company Industry - 5.5%
TYCO Intl Group, 6.000%, due November 15, 2013 1,245,000    1,381,128         
Fortune Brands Inc., 6.375%, due June 15, 2014 500,000       541,885             
ITT Corp., 6.125%, due May 1, 2019 250,000       281,795             

Total Diversified Company Industry 2,204,808         

Energy - 11.8%
PPL Energy Supply LLC, 5.700%, due October 15, 2015 80,000          87,563               
Plains All American Pipeline, 6.125%, due January 15, 2017 1,345,000    1,476,783         
XTO Energy Inc., 6.250%, August 1, 2017 1,000,000    1,178,930         
Kinder Morgan Energy Partners, 5.950%, due February 15, 2018 460,000       506,603             
Transocean Inc., 7.375%, due April 15, 2018 1,350,000    1,492,897         

Total Energy 4,742,776         



See accompanying notes.
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Schedule of Investments (continued)
December 31, 2010

Principal 
Amount or Fair

Shares Value
INVESTMENTS IN SECURITIES - 87.4%  (Continued)

U.S. Corporate Obligations - 85.6%  (Continued)
Financial - 1.6%

Boeing Capital Corp., 6.500%, due February 15, 2012 500,000       530,675$          
American Express Credit Co., 5.300%, due December 2, 2015 117,000       126,754             

Total Financial 657,429             

Paper & Forest Products Industry - 1.6%
International Paper, 9.375%, due May 15, 2019 500,000       643,145             

Technology - 8.7%
Xerox Corporation, 5.500%, due May 15, 2012 2,000,000    2,112,420         
Cisco Systems Inc., 5.500%, due February 22, 2016 960,000       1,095,466         
Oracle Corp., 5.000%, due July 18, 2019 250,000       271,250             

Total Technology 3,479,136         

Transportation - 8.0%
CSX Corp., 6.750%, due March 15, 2011 450,000       455,076             
CSX Corp., 5.500%, due August 1, 2013 964,000       1,050,133         
Union Pacific Corp., 4.875%, due January 15, 2015 1,000,000    1,075,350         
FedEx Corp., 8.000%, due January 15, 2019 500,000       616,780             

Total Transportation 3,197,339         

Utilities - 7.8%
Dominion Resources Inc., 5.000%, due March 15, 2013 1,000,000    1,074,240         
Potomac Electric Power, 4.650%, due April 15, 2014 600,000       641,682             
American Electric Power, 5.250%, due June 1, 2015 50,000          54,866               
Southern Power Company, 4.875%, due July 15, 2015 1,250,000    1,352,325         

Total Utilities 3,123,113         

Total U.S. Corporate Obligations (cost $31,828,316) 34,342,191       

U.S. Common Stock - 1.4%
Computer Software & Services - 0.3%

Microsoft Corp. 3,640            101,592             

Drug Industry - less than 1%
Sanofi-Aventis-ADR 600                19,338               



See accompanying notes.
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Schedule of Investments (continued)
December 31, 2010

Principal 
Amount or Fair

Shares Value
INVESTMENTS IN SECURITIES - 87.4%  (Continued)

U.S. Common Stock - 1.4%  (Continued)
Electric Utility - 0.4%

Consolidated Edison Inc. 600                29,742$             
Duke Energy Corp. 700                12,467               
NSTAR 600                25,314               
Progressive Energy Inc. 600                26,088               
Scana Corp. 700                28,420               
Southern Company 600                22,938               

Total Electric Utility 144,969             

Exchange Traded Funds - 0.1%
iShares Investment Grade Corp. Bonds 200                21,688               
SPDR Gold Trust 50                  6,936                 

Total Exchange Traded Funds 28,624               

Food Processing - 0.1%
Unilever PLC 800                24,704               

Natural Gas (Diversified) - 0.1%
ONEOK Inc. 600                33,282               

Petroleum Industry - 0.1%
Royal Dutch Shell PLC 400                26,712               

Real Estate Investment Trust - 0.2%
AvalonBay Communities 400                45,021               
Ventas Inc. 600                31,488               

Total Real Estate Investment Trust 76,509               

Telecommunications Services - 0.2%
AT&T 800                23,504               
CenturyTel Inc. 800                36,936               
Frontier Communications Corp. 192                1,868                 
Verizon Communications Inc. 800                28,624               

Total Telecommunications Services 90,932               

Total Common Stock (cost $353,832) 546,662             

Publicly Traded Partnerships - 0.4%
Oil/Gas Distribution - 0.4%

Buckeye Partners LP 500 33,415               
Energy Transfer Partners LP 600 31,092               
Kinder Morgan Energy Partners 500 35,135               
Plains All American Pipeline 400 25,116               
Suburban Propane Partners LP 400 22,436               

Total Oil/Gas Distribution 147,194             

Total Publicly Traded Partnerships (cost $101,630) 147,194             
Total Investments in Securities (identified cost $32,283,778) 35,036,047$    



See accompanying notes.
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Statement of Operations
December 31, 2010

INVESTMENT INCOME
Interest 1,742,037$     
Dividends 31,217             

Total investment income 1,773,254       

EXPENSES
Salaries and benefits 352,053           
Directors’ compensation and expenses 243,863           
Legal and accounting 68,498             
Custodian 22,656             
Insurance 71,658             
Office and equipment leases 68,684             
General and administrative 66,514             

Total expenses 893,926           

Net investment income 879,328           

REALIZED AND UNREALIZED GAIN ON INVESTMENTS
Net realized gain on investments 9,151                
Net increase in unrealized appreciation on investments 566,554           

Total realized and unrealized gain on investments 575,705           

NET OPERATING INCOME 1,455,033       

OTHER INCOME (Note 13) 105,015           

TOTAL INCOME BEFORE INCOME TAXES 1,560,048       

INCOME TAX BENEFIT (Note 2) 416,000           

NET INCREASE IN NET ASSETS RESULTING FROM OPERATIONS 1,976,048$     



See accompanying notes.
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Statement of Changes in Net Assets
Years Ended December 31, 2010 and 2009

2010 2009
INCREASE IN NET ASSETS FROM OPERATIONS

Net investment income 879,328$         940,207$         
Net realized gain on investments 9,151                 -                          
Net increase in unrealized appreciation on investments 566,554           3,938,724        
Other income 105,015           264,468           
Income taxes 416,000           (416,000)          

Net increase in net assets resulting from operations 1,976,048        4,727,399        

DIVIDENDS AND DISTRIBUTIONS TO SHAREHOLDERS (Note 10) (1,032,000)      (1,236,002)      

Total increase in net assets 944,048           3,491,397        

NET ASSETS
Beginning of year 39,178,868     35,687,471     

End of year 40,122,916$   39,178,868$   
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Financial Highlights
Years Ended December 31, 2006 to 2010
Per share operating performance (for a share of  Class A and Class B capital stock outstanding 
throughout the period):

See accompanying notes.

2010 2009 2008 2007 2006

Net asset value, beginning of year 3,264.90$    2,973.95$    3,151.32$    3,130.83$    3,139.92$    

Income from investment operations
Net investment income 73.28            78.35            68.36            78.45            77.30            
Net realized and unrealized gain (loss)

on investment transactions 47.98            328.23          (165.32)        29.81            (3.72)             
Net other income 8.75               22.04            14.59            11.23            6.08               
Income taxes 34.67            (34.67)          -                 -                 -                 

Total from investment operations 164.68          393.95          (82.37)          119.49          79.66            

Less dividends and distributions (Note 10) (86.00)          (103.00)        (95.00)          (99.00)          (88.75)          

Net asset value, end of year 3,343.58$    3,264.90$    2,973.95$    3,151.32$    3,130.83$    

Total return 4.93%            12.07%          (2.77%)         3.79% 2.54%

SUPPLEMENTAL DATA

Net assets, end of year (in thousands) 40,123$       39,179$       35,687$       37,816$       37,570$       

Ratio to average net assets
Expenses 2.25% 2.41% 2.34% 2.30% 2.12%
Net investment income 2.22% 2.50% 2.23% 2.49% 2.46%

Portfolio turnover rate 8.68% 6.07% 28.85% 45.74% 41.82%
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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. 
 
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. 

 



Note 2 - Summary of Significant Accounting Policies  (Continued) 
 
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 Income Taxes, relating to accounting for uncertain 
tax positions. ASC 740 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. 
 
During 2009, the Company identified an uncertain tax position relating to the receipt of ANCSA 
Section 7(i) payments. 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 was uncertain whether 
ANCSA 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 at December 31, 
2009. During 2010, the Company obtained an opinion from securities counsel that concluded the 
Company’s right to receive ANCSA Section 7(i) payments is a “security” as defined under the 
Investment Company Act of 1940, as amended, and therefore qualifies as investment income. At 
December 31, 2010, the Company has no uncertain tax positions that would result in an 
unrecognized tax benefit. The Company reversed the income tax reserve of $416,000 recorded at 
December 31, 2009. 
 
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. 
 
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. 
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Note 2 - Summary of Significant Accounting Policies  (Continued) 
 
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. The Company has evaluated subsequent events through February 24, 2011, 
which is the date the financial statements were available to be issued. 
 
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. 
 
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. 
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Note 3 - Fair Value Measurements  (Continued) 
 
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. Corporate bonds are generally categorized in level 2 of 
the fair value hierarchy. 
 
Publicly traded partnerships. Publicly traded partnerships consist of tax-advantage oil and gas 
processing distribution companies. They do not pay state or federal corporate income tax. They 
are traded on a national securities exchange and 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. 
 
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. 
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Note 3 - Fair Value Measurements  (Continued) 
 
The following table presents information about the Company’s assets measured at fair value as of 
December 31, 2010: 

Balance as of
December 31, 

Level 1 Level 2 Level 3 2010
ASSETS

Investments
U.S. corporate obligations -     $             34,342,191$ -     $             34,342,191$ 
Common stock 546,662       -                      -                    546,662         
Publicly traded partnerships 147,194       -                      -                    147,194         
Real estate -                    -                      3,588,815    3,588,815      

693,856$     34,342,191$ 3,588,815$  38,624,862$ 

 
The Company recognizes transfers between Level 1 and 2 at the end of the reporting period. As of 
December 31, 2010, no significant transfers between Level 1 or 2 occurred. 
 
The following table is a reconciliation of assets for which level 3 inputs were used in 
determining value: 

Real Estate
Beginning balance 3,588,815$  

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

Ending balance 3,588,815$  

 
 
The Company recognizes transfers in and out of Level 3 at the end of the reporting period. At 
December 31, 2010, no transfers in or out of Level 3 occurred. 
 
 

Note 4 - Real Estate 
 
The financial statements include real estate valued at $3,588,815 in 2010, 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, 2010, 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. 
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Real Estate
Beginning balance 3,588,815$    

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

Ending balance 3,588,815$    

Balance as of
December 31, 

Level 1 Level 2 Level 3 2010
ASSETS

Investments
U.S. corporate obligations -     $                 34,342,191$    -     $                 34,342,191$    
Common stock 546,662          -                          -                        546,662            
Publicly traded partnerships 147,194          -                          -                        147,194            
Real estate -                        -                          3,588,815      3,588,815        

693,856$       34,342,191$    3,588,815$    38,624,862$    



Note 4 - Real Estate  (Continued) 
 
As of December 31, 2010, 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. 
 
 

Note 6 - Investment Transactions 
 
Purchases of investment securities (consisting of corporate obligations, common stock, and 
publicly traded partnerships) aggregated $3,505,193 for the year ended December 31, 2010, and 
sales and maturities of investment securities (consisting of corporate obligations and common 
stock) aggregated $2,994,937 for the year ended December 31, 2010. 
 
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 $2,773,003 and $20,734, respectively, for the year ended 
December 31, 2010. 
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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 $2,904 for the year ended December 31, 
2010. 
 

Building 154,369$       
Furniture, fixtures, and equipment 80,869            

235,238          
Less accumulated depreciation 233,681          

1,557$             

 
 
 

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, 2010 was 
$44,803, 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 $33,354 for the year ending December 31, 2011. 
 
 

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, 11,482.83 shares; 
 
Class B, no par value - Authorized, 500,000 shares; issued and outstanding, 517.17 shares. 

 

Notes to Financial Statements (cont’d)
December 31, 2010

26

Building 154,369$         
Furniture, fixtures, and equipment 80,869              

235,238           
Less accumulated depreciation 233,681           

1,557$              



Note 10 - Dividends and Distributions to Shareholders 
 
On March 12, 2010, a distribution of $22 per share was declared. The dividend was paid on 
March 26, 2010 to shareholders of record on March 16, 2010. On November 5, 2010, a 
distribution of $64 per share was declared. This dividend was paid on November 22, 2010 to 
shareholders of record on November 8, 2010. 
 
The tax character of distributions paid during 2010 and 2009 was as follows: 
 

2010 2009
Distributions paid from:

Ordinary income 1,022,849$    1,236,002$    
Long-term capital gain 9,151               -                         

1,032,000$    1,236,002$    

 
 
As of December 31, 2010, the components of distributable earnings on a tax basis were as follows: 
 

Undistributed ordinary income 128,119$        

Net unrealized appreciation on:
Investments 2,752,269      
Real estate 2,534,726      

5,415,114$    

 
 

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, 2010 totaled $54,772. 
 
 

Note 13 - Other Income 
 
Other income represents income earned as a result of ANCSA 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 $21,000 of lease income. 
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2010 2009
Distributions paid from:

Ordinary income 1,022,849$     1,236,002$     
Long-term capital gain 9,151                 -                          

1,032,000$     1,236,002$     

Undistributed ordinary income 128,119$         

Net unrealized appreciation on:
Investments 2,752,269        
Real estate 2,534,726        

5,415,114$     
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