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COMPARATIVE HISTORICAL AND PRO FORMA PER SHARE DATA

The historical per share income (loss), dividends, capital distribution, and
book value information for Koniag, Inc., the merging village corporations
(see Note 1) and Kodiak Island Seafoods, Inc., their commonly controlled
affiliated company, is being presented together with related pro forma
combined per share information so that each stockholder can compare per
share information of shares presently owned with pro forma combined per
share information for Koniag, Inc. after giving effect to the proposed
mergers (see Note 2). -The book value amounts do not include any value
for land received or to be received under the Act, except in the case of
Afognak Native Corporation who recorded surface timberland values at a
nominal amount of $1 per acre ($2.68 book value per Afognak Native

Corporation share).

1f the merger had been consumated at June 30, 1980 and all participating village
corporations had joined in the merger, the book value of each Koniag, Inc.

share received would have been $38.87. This amount may be more or less than

the book value of each village corporation share presently owned. Also the

book value of each share of Koniag, Inc. stock presently owned would be less

if all participating village corporations had joined in the merger at June 30,
1980 principally due to the pro forma cash and land distributiomns to village
corporation shareholders and new village organizations (see Note 2 below).

The per share amounts will vary depending on how many and which of the village

corporations join in the merger.

Koniag, Inc.:

Historical:

Net loss per share

Dividends and capital distributions
per share

Book value per share

Pro forma combined:
Loss per share from continuing operations
Loss from discontinued operatious
Extraordinary credit

Net loss per share

-

Book value per share

-

Year Ended June 30,
1976 1977 1978 1979 1980

$(2.18) $(1.27) $ (.89) $(3.16) $(3l73)

None None None None None

52.55 52.73 51.85  48.69 46.50

$(2.92) $ (.96)
(.16) (.50)

.20-

$(3.08) $(1.26)

$38.87



COMPARATIVE HISTORICAL AND PRO FORMA PER SHARE DATA, Continued

Six
Year Ended December 31, Months Ended
Merging Village Corporations: 1975 1976 1977 1978 1979 June 30, 1980
Net income (loss) per share:
Afognak Native
Corporation (4) $(2.09) $(4.18) $(2.72) $(4.36) $27.40 $ 4.74
Akhiok-Kaguyak, Inc. (5) (.39) (.10) .56 (3.07) 1.78 .70
Karluk Native Corporation (1.11) (1.21) (21.85) (3.24) (12.17) (3.72)
Leisnoi, Inc. (6) (.12) (.16) (.83) (8.52) (4.11) (2.76)
Nu-Nachk Pit, Inc. (.11) .02 2.01 (20.76) (.86) (13.20)
01d Harbor Native
Corporation i (.21) (.34) 1.37 (12.24) (4.58) (8.16)
Dividends and capital dis-
" tributions: .
Dividends: _
Afognak Native Corporation Nomne None None None 5.00 None
Capital distributions:
Leisnoi, Imnc. None None 1.00 1.00 None None
Book value per share:
Afognak Native Corporation 57.13 53.15 51.00 46.64 72.60 77.34
Akhiok-Kaguyak, Inc. 58.58 58.48 59.04 - 56.82 58.60 59.31
Karluk Native Corporation 57.77 56.56 35.74 51.52  39.35 35.63
Leisnoi, Inc. (6) 59.75 59.59 57.77 49.76 44,90 42.14
Nu-Nachk Pit, Inc. 59.32 59.33 61.34 41.46 40.60 37.36
01d Harbor Native,
Corporation 59.17 58.83 60.20 48.83  44.25 42.12
Three
, Year Ended March 31, Months Ended
Kodiak Island 1976 1977 1978 1979 1980 June 30, 1980
Seafoods, Inc.:
Net income (loss) per share $ (.01) $ .19 $(1.93) $ (.23) $(1.20) $ (.25)

Dividends and capital
distributions None

Book value (stockholders'
deficit) per share .99

None

1.19

None None None None

(.74) .72 (.43) (.68)



COMPARATIVE HISTORICAL AND PRO FORMA PER SHARE DATA, Continued

Notes:

(1)

(2)

(3)

(4)

Shares used in the computation of the above historical per share information
are based on 100 common shares per enrollee (except for Kodiak Island
Seafoods, Inc., and except for dividends, which are at actual) using the
latest eligibility figures released by the U.S. Department of Interior.

The common stock of Karluk Native Corporation, Leisnoi, Inc. and Nu-Nachk
Pit, Inc. (corporations that authorized ten shares per shareholder) and
Akhiok-Kaguyak, Inc. and 0ld Harbor Native Corporation (corporations

that authorized 100 shares per shareholder) has not been issued to date.

Per share data for these corporations is stated on the basis of 100
equivalent shares outstanding per shareholder for comparative purposes.

Pro forma per share amounts are presented after giving effect to the

proposed merger of Koniag, Inc. with the six village corporations included
in the plan of merger, accounted for as a pooling of interests. The pro
forma amounts assume the conversion of merging village corporation shares
into 100 shares of Koniag, Inc. Class B common stock for each village
corporation stockholder. The plan of merger (see Section B) provides

for cash distributions to merging village corporation stockholders

($21.00 per share) and new village organizations ($1.90 per share)
totaling $3,849,490 ($22.90 per village corporation share) or $7.68

per pro forma share.

Reference is made to the respective companies'’ accountants' reports -
included in Sections B-1 to B-7 of Appendix B of this Joint Proxy
Statement. The respective accountants' reports set forth certain
qualifications including adverse qualifications and disclaimers of
opinion.

Afognak Native Corporation had income (loss) from discontinued operations
(including loss on disposals of assets in 1980 of $3.46 per share) as
follows: '

Six
Year Ended December 31, Months Ended
1975 1976 1977 1978 1979 June 30, 1980

- Income (loss) from

continuing

operations $(1.06) $(1.09) $(1.08) $(2.39) $30.06 $9.06
Loss from discontinued

operations (1.03) (3.09) (1.64) (1.97) (2.66) (4.32)
Net income (loss) $(2.09) $(4.18) $(2.72) $(4.36) $27.40 $4.74
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COMPARATIVE HISTORICAL AND PRO FORMA PER SHARE DATA, Continued

Notes, Continued:

(5) Akhiok-Kaguyak, Inc. had extraordinary credits from tax benefits of prior
years' losses as follows:
Year Ended Six
December 31, Months Ended
1977 1979  June 30, 1980

Income before extraordinary credit ‘ $.48 $1.44 $.57
Extraordinary credit .08 .34 .13
Net income $.56 S$1.78 $.70

(6) Leisnoi, Inc. has recorded its investment in Kodiak Island Seafoods, Inc.
at cost ($350,000 or $11.82 book value per Leisnoi share).

For 1979, Leisnoi, Inc. had an extraordinary credit due to a gain from fire
- damage as follows:

Loss before extraordinary credit $(7.48)
Extraordinary credit 3.37 -
Net loss = _

$(4.11) -



CAPITALIZATION

The following table sets forth the capitalization and debt of Koniag, Inc. at
June 30, 1980 (historical), and the pro forma combined capitalization and

debt after giving effect to the proposed mergers of the village corporations,
accounted for as a pooling of interests. This pro forma table should be read
in conjunction with the Pro Forma Combined Balance Sheet (Unaudited) appearing
on page A-8 of this Joint Proxy Statement. -t

Historical Pro Forma

Short-term debt:

Notes payable to banks $ 1,076,340 $ 1,938,083
Current portion of long-term debt 1,592,837 1,592,837
Term loans from bank 1,969,563
Advances from customers 1,717,075
Notes payable for insurance premiums 147,568

Total short-term debt $ 2,669,177 § 7,365,126

Long-term debt:
Notes payable collateralized by deeds of trust
on real property:

9% note payable to credit union $§ 552,965 $ 552,965
10% note payable to bank 334,614 334,614
10% notes payable 311,354 311,354
8% note payable to bank 94,392 94,392
9.5% note payable to bank - 36,851 36,851
_12% note payable i = 626,772 626,772"

Notes payable collateralized by securlty
agreements on inventories and property
and equipment:

5.5% Tnote payable 62,189 62,189
87 note payable 51,978 . 51,978
Accrued commissions 80,000
Other, including purchasec contracts and

capitalized lease obligationms 13,186 . 21,064
Total long-term debt 2,084,301 2,172,179

Excess of equity in losses (and cash distributions) over
investment in Koncor joint venture 234,009
Minority interest in equity of consolidated subsidiary 4,773

Stockholders' equity:
Authorized:
5,000,000 common shares in two classes, A and B
Issued and outstanding:

Class A, $.01 par value; 225,200 shares 2,252 2,2521
Class B, $.01 par value; 107,900 shares
(276,000 pro forma) 1,079 2,760
Contributed capital ' 19,930,069 26,106,135
Accumulated deficit (4,445,180) (6,627,873)
Total stockholders' equity 15,488,220 19,483,274
Total long-term debt and stockholders' equity $17,572,521 $21,894,235
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KONIAG, INC.
PRO FORMA COMBINED FINANCIAL STATEMENTS

(Unaudited)

The following pro forma combined statement of operations for the years
ended June 30, 1979 and 1980 and the pro forma combined balance sheet as
of June 30, 1980, give effect to the proposed mergers of the six village
corporations into Koniag, Inc., accounted for as a pooling of interests,
and to the .pro forma adjustments described in the notes to the statements.
As a result of the merger, Kodiak Island Seafoods, Inc. would be a '
wholly-owned consolidated subsidiary.

These statements are not necessarily indicative of the results of operations
or the financial position as they may be in the future or as they might
have been had the merger become effective on July 1, 1978.

These statements should be read in conjunction with their notes and the
financial statements and related notes and accountants' reports (which
include adverse qualifications and disclaimers of opinion) of Koniag, Inc.
and the respective companies (see Sections B-1 to B-7 of Appendix B), the
summaries of operations of the respective companies and “"Comparative
Historical and Pro Forma Per Share Data" included elsewhere herein.

-~
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PRO FORMA COMBINED STATEMENT OF OPERATIONS

(Unaudited)

Revenues:
Seafood sales
Merchandise sales
Timber
Rentals
Interest ang investment income
Natural resource revenue (7(i) income)
Gain on sales of fishing boats
Other

Total

Costs and expenses: -~ ~— - -
Cost of seafood sales
Cost of merchandise sales
Selling, general and administrative
Interest expense
Plant project costs

Equity in loss of Koncor- Forest Resource ~

Management Company joint venture
Total
Loss from continuing operations
Loss from discontinued operations (including
$177,685 of loss on disposals of assets
in 1980)
Loss before extraordinary credit

Extraordinary credit - gain on fire damage

Net loss

Years Ended June 30,

1979 1980
$ 6,303,704 § 7,517,954
2,749,824 1,801,140
186,496 2,003,971
487,220 445,880
263,443 487,410
372,954
193,596
69,177 73,957
10,059,864 12,896,862
5,197,310 7,231,026
2,698,156 1,669,438
2,965,564 3,684,176
517,713 756,714
130,743 26,579
15,098 8,487
11,524,584 13,376,420
1,464,720 479,558
80,514 250,379
1,545,234 729,937
(99,849)
$ 1,545,234 $ 630,088
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A)

B)

c)

NOTES TO PRO FORMA COMBINED FINANCIAL STATEMENTS .

The pro forma combined balance sheet assumes that the proposed mergers
occurred as of June 30, 1980. Upon consummation of the proposed mergers,
Koniag, Inc. will issue 168,100 shares of its Class B common stock in
exchange for all outstanding stock (or equivalent shares) of the six
village corporations (share for share). Koniag acquires the assets

(and assumes the 1iabilities) of the village corporationms 'except for
cash distributions (and transfers of land) required to be made to
village shareholders and new village organizations under the plan of
merger (see Section B).

1) Issuance of Koniag, Inc. Class B common
stock ($.01 par value) $ 1,681
Retirement of village corporations

common stock:

Afognak Native Corporation ($1 par
value) (51,400)

Contributed capital adjustment:

Excess of Afognak par value over

Koniag par value $50,886
Other villages (stock unissued) {1,167) 49,719

2) To record cash distributions

-  payable: _ . = -
Merging village stockholders : $3,530,100
New village organizations 319,390
-— Total $3,849,490
Consolidation eliminations:
Investment in Kodiak Island Seafoods, Inc. $ (827,917)
Excess of losses over investment 447,979
Common stock 994,000
Contributed capital:
KISI $985, 000
Village corporations 752,570 1,737,570
Deficit $2,351,632

Elimination of intercompany receivables/
payables $59,492



NOTES TO PRO FORMA COMBINED FINANCIAL STATEMENTS, Continued

D) Adjustments to conform the accounting policies
of certain village corporations to those
of Koniag, Inc.:
1) Capitalization of land selection costs $220,600
Investments in securities (joint investment
account re: land selection costs

allocated to a village corporation) (33,191)
Investment in Cape Chiniak Joint Venture 47,793
Deficit - $235,202

2) Elimination of nominal value assigned to
surface timberlands $(137,725)

E) Estimated merger expenses of $125,000 are reflected in the balance
sheet. Such expenses will be charged to operations in fiscal year
1981.

F) The pro forma combined statement of operations for the year ended
June 30, 1979 and 1980 has been prepared by combining the results of
operations of Koniag, Inc., the merging village corporations and
Kodiak Island Seafoods, Inc. (an affiliated company, wholly-owned
upon merger) for_the twelve-month periods then ended, as if the merger

- had octurred as of July 1, 1978, with-appropriate "elimination of ’

intercompany transactions. Adjustments to conform the accounting
policies of the merging village corporatiomns to those adopted by
Koniag, Inc. are also reflected. In addition, estimated duplicate
general and administrative expenses of $70,000 and $75,000 for the
years ended June 30, 1979 and 1980, respectively, have been eliminated.

G) Koniag, Inc. and all merging companies have net operating loss carry-
forwards for Federal income tax purposes available to reduce future
income taxes, if any. The aggregate amount of tax loss carry-
forwards at June 30, 1980 assuming all village corporations merge
is $7,750,000, and expire as follows:

December 31, March 31, June 30,

1980 $31,000

1983 $ 947,000

1984 650,000

1985 $1,100,000 931,000

1986 140,000 1,583,000

1987 970,000 1,398,000
5 $31,000 $2,210,000 $5,509,000

A-10



CONDENSED SUMMARIES OF OPERATIONS

The following condensed summaries of operations for Koniag, Inc., the
merging village corporations and their commonly controlled affiliated
company, Kodiak Island Seafoods, Inc., for the periods indicated therein,
should be read in conjunction with the respective companies' financial
statements, and the related notes and accountants' reports, included

in Appendix B, Sections B-1 to B-7 in this Joint Proxy Statement. The
respective accountants' reports set forth certain qualifications in-
cluding adverse qualifications and disclaimers of opinionm.

The results of operations for the interim periods ended June 30, 1980
are not necessarily indicative of the results to be expected for the
fiscal years of the respective companies. Comparative amounts for the
interim periods of the prior fiscal year are not presented because the
information is impractical to obtain.

0t
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Revenues:
Timber

AFOGNAK NATIVE CORPORATION

CONDENSED SUMMARY OF OPERATIONS

for the five years ended December 31, 1979 and
the six months ended Junme 30, 1980

Interest income
Natural resource revenue
(7(i) income)

Other

Total

Expenses and other: -
Selling, general and -
administrative
Interest expense
Equity in income of
<~ Cape Chiniak joint

venture

Minority interest in
loss of subsidiary

Total

Income (loss) from

continuing
operations

Loss from discontinued
operations (including
$177,685 of loss omn
disposals of assets
in 1980) (B)

Net income

(loss) (O)

Earnings (loss) per common
share - based on
51,400 shares (100
shares for each of the
514 shareholders en-
rolled at June 30, 1980):

Income (loss) from con-
tinuing operations

Net income (loss)

Dividends per share

Six Months

Ended
Years Ended December 31, June 30, 198C
1975(A) 1976 (A) 1977 1978 1979 (Unaudited)
' $1,683,350 $507,117
$ 39,270 $ 33,545 $ 34,447 § 28,987 32,505 109,306
34,503 1,500
750 2,732 5,269
40,020 36,277 39,716 28,987 1,750,358 617,923
91,770 91,912 75,981 107,405 204,166 156,056
5,389 16,888 38,108 44,184 6,002
- = ) 4,727)  (3,789)
(2,684) (16,512) (18,737)
94,475 92,288 95,352 151,589 205,441 152,267
(54,455) (56,011) (55,636) (122,602) 1,544,917 465,656
53,117 158,700 84,038 101,592 136,503 221,824
$(107,572)$(214,711)$(139,674) $(224,194)81,408,414 $243,832
$ (1.06)% (1.09)s (1.08)$ (2.39)$ 30.06 $ 9.056
S (2.09)3 (4.18)8 €2.72) 8 (4.36)% 27.40 S  4.74
$ 5.00

See Notes on following page.
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AFOGNAK NATIVE CORPORATION
CONDENSED SUMMARY OF OPERATIONS, Continued

for the five years ended December 31, 1979 and
the six months ended June 30, 1980

Notes:
(A) Not covered by accountants' report herein.
(B) Discontinued operations (including loss on disposal of assets):

.On June 24, 1980, the assets of Northern Lights Seafood, Inc., a floating
processing plant, were sold for $150,000 resulting in a loss on disposal
of $142,279. On September 19, 1980, the operating assets of Island Air
Service, Inc., an air taxi service, were sold for $210,000 resulting in

- an estimated loss on disposal of $35,406. Accordingly, the results of
operations of both these entities have been included in loss from dis-
continued operations for the five years ended December 31, 1979 and the
six months ended June 30, 1980.

(C) No provision for income taxes was recorded in 1979 and the six month
period ended June 30, 1980 due to depletion allowances claimed on timber
sold for tax purposes which are based upon management's estimate of
the fair value of the timber at date of conveyance. Such depletion
allowances for 1979 and the six months ended June 30, 1980 were $1,683,350

- _~ and $507,117, respectively. - -

(D) Timber revenues have been derived under a two year contract that

expired in October, 1980. The Company received approximately $36,000
~subsequent to June 30, 1980 under the contract.
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AKHIOK-KAGUYAK, INC.
CONDENSED SUMMARY OF OPERATIONS

for the five years ended December 31, 1979 and
the six months ended June 30, 1980

Six Months
Ended
Years Ended December 31, (A) June 30, 1980
1975(B) 1976(B) 1977 1978 1979 (Unaudited)
Revenues:
Interest income $12,107 $14,268 $18,437 $ 21,102 $32,906 $24,011
Natural resource revenue
(7(i) income) 1,781 9,884 430
Other . 500
Total 12,107 14,268 20,718 21,102 42,790 24,441
Expenses and other:
Selling, general and admlnls— . )
" trative ° ey 17,901 15,687 11,372 67,328 18,036 15,152
Equity in income of Cape Ch1n1ak .
“joint venture . (1,355) (1,074)
Prov151on (credit) for income
taxes ) _ 2,348 (1,148) 5,000 2,000
- Total ) 17,901 15,687 13,720 ~ 66,180 21,681 16,078
Income {(loss) before
_ extraordinary credit (5,794) (1,419) 6,998 (45,078) 21,109 8,363
Extraordinary- credit - tax benefit ¢
from prior years' losses 1,200 5,000 2,000
Net income (loss) $(5,794)$(1,419)$ 8,198 $(45,078)$26,109 $10,363
Earnings (loss) per common share -
based on 14,700 shares (100
shares for each of the 147
shareholders enrolled at
June 30, 1980):
Income (loss) before extra-
ordinary credit $ (.39)8 (.10)8 .48 $ (3.07)$ 1.44 $ .57
Net income (loss) $ (3998 (1008 .56 8 (3.07)$ 1.78 $ i)

-

(A) The years 1975 to 1979 reflect the combined operations of Natives of Akhiok, Inc.
and Kaguyak, Inc. as a result of their merger effective June 29, 1979, accounted
for as a pooling of interests.

(B) Not covered by accountants' report herein.
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for

Revenues:

Interest income
Natural resource
revenue

(7(i) income)
Other

Total

Expenses and other:
Selling, general and
administrative
Equity in loss of
KISI
Decline in estimated
net realizable
value of invest-
ment in Cape
Chiniak joint
venture

Total

Net loss

Net loss per equivalent
common share -
based on 18,600
shares (100 shares
for each of the
186 shareholders
enrolled at
June 30, 1980)

KARLUK NATIVE CORPORATION

CONDENSED SUMMARY OF OPERATIONS

the five years ended December 31, 1979 and
the six months ended June 30, 1980

Years

Ended December 31,

Six Months

Ended

June 30, 1980

1975% 1976 1977 1978 1979 (Unaudited)
$ 3,863 $ 3,860 § 5,756 $ 6,756 $ 17,654 $ 14,854
553 13,303
1,400 2,275 .
5,263 3,860 8,584 6,756 30,957 14,854
25,940 24,690 29,390 20,692 18,882 25,571
1,662 347,113 46,332 - . 238,453 50,465
38,469 7,952
25.940 26,352 _ 414,972 _ 67,024 _ 257,335 - 83,988
$(20,677) $(22,492) $(406,388) $(60,268) $(226,378) $(69,134)
§ (1.11) § (1.21) § (21.85) $ (3.24) $ (12.17) $ (3.72)

% Not covered by accountants' report herein.
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KONIAG, INC.
CONDENSED SUMMARY OF OPERATIONS

for the five years ended June 30, 1980

Years Ended June 30,

1976%* 1977 1978 1979 1980
Revenues:
Merchandise sales. . $ 776,739 $1,785,107 $2,787,119 $ 2,749,824 $ 1,801,140
Seafood sales _ 527,184
Rentals 44,900 348,845 437,930 474,826 - 440,533
Interest and investment
income 95,957 29,458 40,788 133,023 157,642
Natural resource revenue
(7(i) income) 37,797 254,623
Other ©120,717 83,006 14,491 41,920 23,726
Total 1,038,313 2,284,213 3,280,328 3,399,593 © 3,204,848
Costs and expenses:
Cost of merchandise sales 747,768 1,474,173 2,254,300 2,698,156 1,669,438
Cost of seafood sales ' 614,520
Selling, general and _ ~ - _ =
administrative 2 955,739 _ 1,108,918 1,117,233 1,471,751 1,539,361
Interest expense 59,310 125,579 204,273 265,733 344,720
‘Equity in loss of KISI 16,330 - 280,671
Total 1,762,817 2,708,670 3,575,806 4,451,970 4,448,710
Net loss $ (724,504)$ (424,457)$ (295,478)$(1,052,377)$(1,243,862)
Net loss per common share - based
on 333,100 shares (100 shares
for each of the 3,331 share-
holders enrolled at
June 30, 1980) $ (2.18)$ (1.27)$ (.89)$ (3.16)$ (3.73)

* Not covered by accountants' report herein.
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LEISNOI, INC.
CONDENSED SUMMARY OF OPERATIONS

for the five years ended December 31, 1979 and
the six months ended June 30, 1980

Six Months

Ended
Years Ended December 31, June 30, 1980
1975% 1976%* 1977 1978 1979 (Unaudited)
Revenues:
Interest income $24,941 $25,153 $ 22,147 $ 14,676 $ 11,130 $ 9,624
Rentals 450 3,350 14,092 10,695
Natural resource revenue
(7(1i) income) : 3,574 21,208
Other (including minority
interest in loss of sub-
sidiary of $133, 1979
and $94, 1980) 1,483 94
Total 24,941 25,603 29,071 28,768 44,516 9,718
Expenses and other:
Selling, general and
administrative 30,587 22,543 54,927 241,800 192,787 65,153
Interest expense 747 6,598 52,925 10,615
Loss on disposals of
property and-equipment 9,936 162 -
Equity_in loss of joint i i = :
ventures, net ' 32,444 20,248 ~ 15,532
Refundable income -
taxes (2,157) (2,243)_ (2,115)
Total - 28,430 30,236 53,559 281,004 265,960 91,300
Loss before extra-
ordinary credit (3,489) (4,633) (24,488) (252,236) (221,444) (81,582)
Extraordinary credit - gain
on fire damage 99,849
Net loss §£§,489)$(4,633)$(24,&88)$(252,236)$(121,595) $(81,582)
Loss per equivalent common
share - based on 29,600
shares (100 shares for
each of the 296 share-
holders enrolled at
June 30, 1980):
Loss before extraordinary
credit _ $ (.12)$ (.16)$ (.83)8  (8.52)8 (7.48) $ (2.76)
Net loss $ (.12)$ (.16)$ (.83)$ (8.52)8  (4.11) $ (2.76)

Cash distributions per share
from paid-in capital $ 1.00 $ 1.00

* Not covered by accountants' report herein.
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NU-NACHK PIT, INC.
CONDENSED SUMMARY OF OPERATIONS

for the five years ended December 31, 1979 and
the six months ended June 30, 1980

Six Months
Ended
Years Ended December 31, June 30, 198
1975% 1976* 1977 1978 1979 (Unaudited)
Revenues:
Interest income $ 5,966 $7,125 $11,546 $ 14,603 $ 17,276 $ 17,539
Natural resource revenue
(7(i) income) 2,459 13,651 593
Total 5,966 7,125 14,005 14,603 30,927 18,132
Expenses and other:
Selling, general and admin-
istrative 8,191 5,150 11,931 50,199 11,654 11,677
Equity in income of Cape
. Chiniak joint venture (1,871) (1,492)
"Equity in loss (income) of
KISI1 1,662 (38,846) 385,960 38,596 275,890
Provision (credit) for
income taxes - - - 100 (100) =
Total - 8,191 ° 6,812 (26,815) 436,059 48,379 286,075
Net income (loss) $(2,225) $ 313 $40,820 $(421,456)$(17,452) $(267,943)
Earnings (loss) per equivalent
common share - based on
20,300 shares (100 shares
for each of the 203 share-
holders enrolled at
June 30, 1980) $ (.11) $ .02 $ 2.01 $§ (20.76)$% (.86) $ (13.20)

* Not covered by accountants' report herein.
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OLD HARBOR NATIVE CORPORATION
CONDENSED SUMMARY OF OPERATIONS

for the five years ended December 31, 1979 and
the six months ended June 30, 1980

Six Months

Ended
Years Ended December 31, June 30, 1980
1975% 1976% 1977 1978 1979 (Unaudited)
Revenues:
Interest income $17,577 $ 20,628 $27,713 $ 32,816 $ 44,398 § 29,730
Natural resource revenue
(7(i) income) = 4,046 22,531 " 979
Total 17,577 20,628 31,759 32,816 66,929 30,709
Expenses and other:
Selling, general and
administrative 25,184 30,343 24,650 56,930 24,938 30,656
Plant project costs 159,822
Equity in income of Cape
Chiniak joint venture (3,087) (2,476)
Equity in loss (income) o
of KISI 1,662 (38,846) 385,960 38,596 275,890
Credit for income taxes._ - (618) - i - - -7
Total 24,566 32,005 (14,196) 442,890 220,269 304,070
Net -income (loss) $(6,989)$(11,377)$45,955 $(410,074)$(153,340) $(273,361)
Earnings (loss) per common - N
share - based on 33,500
shares (100 shares
for each of the 335
shareholders enrolled
at June 30, 1980) $ (.210% (.34)$ 1.37 $ (12.24)$ (4.58) $  (8.16)

o

* Not covered by accountants' report herein.
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KODIAK ISLAND SEAFOODS, INC.
CONDENSED SUMMARY OF QPERATIONS

for the five years ended March 31, 1980 and
the three months ended June 30, 1980

From
February 18,
1975 Three Months
(Inception) Ended
to March 31, Years Ended March 31, June 30, 1980
1976 (A) 1977 1978 1979 1980 (Unaudited)
Revenues: .
Seafood sales $1,852,881 $4,544,579 $ 1,984,226 $5,414,485 $ 7,292,651 $1,085,145
Interest income 20,494 7,839 12,815 7,720 30,764 10,553
Gain on sales of
fishing boats 193,596 .
Other 7,552 41,703 31,517 32,115 17,324
Total 1,880,927 4,552,418 2,038,744 5,453,722 7,549,126 1,113,022

Costs and expenses:
— Cost of seafood _
sales (B) - -1,670,422_ %,123,098 2,547,083 4,407,775 6,835,760 1,042,773
Selling, general - =
and adminis-

trative 77,440 126,674 421,204 731,698 1,273,265 176,569
Interest and other

financing

expense 138,051 143,609 270,836 481,044 632,366 141,960

Provision (credit)
for income
taxes 42,500 (42,500)

Total 1,885,913 4,435,881 _ 3,196,623 5,620,517 8,741,391 1,361,302

Net income

(loss) $§ (4,986) $ 116,537 $(1,157,879)$ (166,795)$(1,192,265) $ (248,280)

Earnings (loss)
per common

share $ (.01) $ .19 § (1.93)$ (.23)$ (1.20) $ (.25)

Average number of
shares out-
standing 600,000 600, 000 600,000 731,667 294,000 994,000

(A) Not covered by accountants' report herein.
(B) 1Including write downs of inventories to market value in fiscal year 1978

(undetermined amount due to change in method of pricing) and $1,015,264 in
fiscal year 1980.
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INDEX TO FINANCIAL STATEMENTS

This section contains the audited annual financial statements,
as originally issued, for each of the merger participants,
including an affiliated company which will be wholly-owned

upon merger.

The statements presented include the most recent

three fiscal year periods (four years in certain instances).

B-1

Afognak Native Corporation
Akhiok-Kaguyak, Inc.

Rarluk Native Corporation
Koniag, Inc.

Leisnoi, Inc.

Nu-Nachk Pit, Inc.

0ld Harbor Native Corporation

Rodiak Island Seafoods, Inc.
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Wi Touche Ross & Co.

April 10, 1880

Board of Directors
Afognak Native Corporation
Kodiak, Alaska

We have examined the consolidated balance sheet of Afognak
Native Corporation and subsidiaries as of December 31, 1979, and the
related statements of earnings, stockholders' equity and changes in
financial position for the year then ended. Our examinatlion was made
’in accordance with generally accepted auditing standards and, accord-
ingly, included such tests of the Accounting records and such other
auditing procedurcs as we considered nccessary in'the circumstances.

As disciissed in Note E, realization of the net carrylng value of
agsets held for resale is not currently determinable.

In our opinion, subject to the effects on the financial state-
ments of the ultimate disposition of the usscts held for resale, the
financial statements referred to above present fairly the financial
position of Afognuk Native Corporation and subsidiaries as of Decem-
ber 31, 1979, and the results of their operations and the changes in
thelr financial posltion for the year then ended, in conformity with
gonerally accepted accounting principlos appliod on & basis consis-
tent wlith that of the procodlng yoeny.

]

Tomide oo £8.

Certified Public Accountants

510 L STREET - SUITE 600 - ANCHORAGE, ALASKA 99501 - (907) 272-8462 :
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AFOGNAK NATIVE CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

¢ DECEMBER 31, 1979

ASSETS

CURRENT ASSETS:

Cash, includlng Lime certiticates
ot deposit of $1,162,331

Accounts receivable, net of »
allowance of $7,560

Alaska Native Fund receivable -
Current portion

Prepald expenges

TOTAL CURRENT ASSETS

ALASKA NATIVE FUND RECEIVABLE, less
current portion (Note A)

ASSETS HELD FOR RESALE, net of &ccumwl?ted
depreciation of $58,485 (Note E)

PROPERTY, BUILDING AND EQUIPMENT, net of
accumulated depreciation of $8§,783 (Note D)

TIMBERLANDS (Note A)

i
OTHER ASSUETS:
Investmenls (Note F)
Land selectlion und development (Note A)
Miscellaneous assets, at cost, net of
accumulated amortization

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES:
Note payable
Accounts payable
Accrued liabilities

TOTAL CURRENT LIABILITIES

TIMBER DEPOSIT

STOCKHOLDERS' EQUITY:
Common stock, $1 par value -
Authorized, 100,000 shares
Issued and outstanding, 51,800 shares
Contributed capital -
Alaska Nutive Fund
Natural resources
Hetalned earnings

See notes to consolldated financial statements.

$1,213,381
187,641

450,000
30,251

1,861,273
1,076,135
291,106

299,954
137,725

93,705
178,336

5,010

$3,044,234

$ 1,617
02,770

18,438
112,825

100,000

51,600

3,051,349
137,725
490,735

3,731,409
$3,944,234
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AFOGNAK NATIVE CONPORATION AND SUBSIDIARIES
— L)
CONSOLIDATED STATEMENT OF EARNINGS
YEAR ENDED DECLEMBER 31, 1979
Revenues:

Timbor revenue
AMr taxi services
Interest lncome
Other

Costs and cexpenses:
Cost of air taxi services
General and administrative
Interest expense

NET EARNINGS

Sec¢ notes to consolidated financial statements.

$1,683,350
436,309
33,856

__ 39,230

2,102,745

505,534
260,807

17,990

784,331

$1,408,414"

“Tonache Ross &Cin

AFOGNAK NATIVE CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

YEAR ENDED DECEMBER 31, 1978

Balance, January 1, 1979
Enrollment changes

lL.and conveyances (Note A)
Net earnings

Dividand ($5 per share)

Balance, December 31, 1979

Contributed

capital

Retained

Common Aluska Natural earnings
stock Native Fund resources (deficit)
$51,600 $3,006,199 S - $ (660,’ )

45,150
137,725

1,408,414
r— (257,000)
$51,600 $3,051,349 $137,725 § 490,735

See notes to consolidated financlal statements.
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AFOGNAK- NATIVE CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION

YEAR ENDED DECEMBER 31, 1979

SOURCE OF FUNDS:
Operntions - Nut earnings
Expenses not requiring worklng capital -
beprecintion
Amortlzutlon

Funds provided by operations

Recelpts and current portion of
Alaska Native Fund receivable

Disposals of property, building and
equipment, net

Timber deposit

Decrease in investments

APPLICATION OF FUNDS:
Land selectlon und development axpenditures
Payments on long~term.debt
Payments of deferred amounts payable for
Jolnt venture .
pDividonds pald !
Increase in working capital ,

CHANGES IN WORKING CAPITAL BY COMPONENT:
Increase in current assots -
Cash '
Accounts receivable !
Alaska Native Fund receivablo -
Curront portion
Prepald expenses !

Decreaso in current llabllities -
Notce pnyable
Accounts puyahle
Accrued liabilities

!

INCREASE IN WORKING CAPITAL |
|

. 1
Soe notes to consolidated financial statoments.

$1,408,414

49,827
1,920
1,460,161
514,260
19, 260
100,000
16,738

$2,110,419

$ 13,780
109,474

35,227
257,000

1,694,938

$2,110,418

$ 995,809
124,540

190,000
13,341

—_—

1,323,690

204,654
44,8331

31,961
371,248

1,694,938

.s;_'—‘-]-—_—".-_—.._
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AFOGNAK. NATIVE_CONPORATION AND SUBSIDIAWIES !

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 1979

NOTE A - ORGANIZATION AND SUMMARY OF ACCOUNTING POLICIES:
Organizatlon -

Atognak Nutive Corporatlon {4 u village corporation within the
Kontag region orgnnized pursuant to tho Alaska Native Claims Settle-
ment Acl. Under provieions of the Act, the Corporation will recelve
tha following:

1. Eantitlement to the surfuce estate of real property, totaling
approximately 230,400 acres. At DNecember 31, 1879, the Corporation
had reculved Lnterim conveyance to 137,713 acres and patent to 12
acres.,

2. Approximately 8% of monies distributed to Koniag, Inc. under
the terms of Section 7(J) of the Act.,

Capitalization -

Stockholders' equity includes receipts from the U. 8. Government
and the State of Alaska under provisions of the Alaska Native Claims
Settlomont Act., During 1978, the Corporation recorded the eatimated
umounts remuining to be received as an addition to stockholders'
equity, which in previous years was not detorminable. The long-term
portion will be received over a period of years as amounts are appro-
priated by the Congress of the United States and as the State of
Alaska or the U, S8, Government receives revenues from oil and mineral
production or leases as defined in Section 9 of the Alaska Native
Clalmy Scttlement Act.

Land conveyances -

Ay of Decembor 31, 1979, the Corporation had recolved conveyance
of 187,725 ucres of commercial timber and surface rights under the
Alaska Native Claims Settlement Act. Because of the significant
amount of land and surface rights conveyed through December 31, 1979
and to be conveyed in the future, it is not practical to determine
the value nf the lands and surface rights in the foreseeable future
through indcpendent appruisals or by other means subject to verifica-
tion, '

Because of this, the Corporation has adopted the accounting
policy that the value of land und surface rights conveyed under the
Act will be recorded at the nominal value of $! per ncre unless the
value can bhe datermined by independent appraisals, or by other means
subject to verification, at the date of conveyance.

My ﬁ

Tonwhe Rnse«Ca

No depletion of timber and surface rights has been taken for
financial statement purposes, since valuation hay not heen deter-
mlned.

Common_stock -

Stock dividends pald or other stock grants are restricted, and
the stock may not be sold, pledged, assigned or otherwise allienated,
except in certain circumstances by court decree or by death, until
January 1, 1992,

For operationul purposes, the Corporation has utiltzed a rotl
comprisged of 510 Alaskn Nallves eligible Lo receive stock certifi-
cates as certificed by Lhe Secretary of the Interior.

Stock tssued will be adjusted at the Uime enrollment 18 final-
tved.

Principles of consolidation -

The accompanying consolidated financial statements include the
accounts of Afognak Native Corporation and its wholly-owned subsidi-
arles: [Island Alr Service, Inc. and Northern Light Seafood, Inc.
All intercompany balances and transactions have boen eliminated tn
consolidation.

Land selection and development costs -

The Corporation has elected to defer expenses incurred for land
selection. Such deferred costs will he allocated to real property
when title to all land has bheen received.

Depreciation -

Depreciation is provided on the straight-line hasis over the
estimated useful lives of the assets.,

Alaskn Native Fund monies and real property tnterest recelved

" under provistons of tho Alaska Native Claims Scettlement Act are got

subjoct Lo Federal or state income taxes; however, any income carned
or derived from these after receipt 1s subject to Federal and state
income tax laws.

Investment tax credits are reflected as & rcduction of income
tax provisions in the year utilized.
NOTE B - MAJOR PURCHASEHN:

All timber ruvenues were received from onc contract with one
purchaser.,
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NOTE C - INCOME TAXES: i

\
The Corporation and subsidiaries file consolidated Federal and
gtate lncome tax returns.

As discussed in Note A, the financlal statements do not reflect
deplotion on timber conveyed under the Act. For income tax purposes,
depletion is recognized on timber s0ld based upon management's esti-
mite of the fair value of the timber at date of conveyance. Deple~
tion takun for tax purposes for the year ended December 31, 1078 was
$1,683,350, which resulted in no tax provision.

The Corporation has available net operating loss carryovers and

{investment tax credit carryovers to offset future taxable earnings
which, 1f not utilized, will expire as follows -

Investment
Yaar ending December 31, Net operating loss tax credit
1980 $ 13,146 $ -
1981 209,112 : 70
1982 18,806
1983 8,608
1984 154,808 7,072
1985 242,161 3,827
1986 272,994 10,042
892,219 $43,122

NOTE D - PROPERTY, BUILDING AND EQUIPMENT:

Property, building and equipment at December 31, 1879 consist
of the following - i

Operating Air taxi Total
Land $ - $ 15,000 + $ 15,000
Building and improvements 20,050 72,718 93,872
Vehicles and equipment 30,023 8,402 38,425
Alrcraft 202,055 202,055
FPurniture and flxtures 29,657 10,928 40,686

80,638 309,101 389,737
Less accumulated depreclation (13,419) (76,364) (89,783)

$67,217 $232,737 $209,054

Touche Ross &6Ca

NOTE E - ASSETS HELD FOR RESALE:

The floating procesaling plant, previously operated by the Cor-
poration's wholly-owned subsidiary, Northern Light Seafood, Inc., has
been llsted for sale with a marine broker. A sale is not expected In
the near future and management {8 pursuing other options for the use
of thesc assets. No depreciation was provided for the year ended
December 31, 1979, Management belleves that the Corporation will
ultimately recapture the net currying amount.

NOTE F - INVESTMENTS:

Investments as of December 31, 1979 consist of the following

Cape Chiniak Joint Venture (at equlty) $104,885
American Indian National Bank 5,500
Kontag, Inc. Common Village Investment Fund 1161590)

$ 93,795
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The Board of Directors
Afognuk Native Corporation
Kodiak, Alaska 99615

I have examined the consolidated balance sheet of Afopnak Native
Corporation and its subsidlarles as of December 31, 1978, and the
related consolidated statements of operntions, eapital and changes in
financinl position for the year then ended, My examination vas made
in accordance with generally nccepted auditing standards, aond accordingly
included such tests of the accounting records and such other auditing
procedures as I considered neccssary 1nlthe circumstances.

1

A3 discussed in notes 2 and 5 to the consolidated financial state-
ments, the Company has received and will receive in the future monies
and surface rights in amounts and dt times which are not presently
determinable. Such items will be material to the financial statements.

In ny opinion, mubject to the éffccts on the consolidated financial
statements of the matters discussed i{n the preceding paragraph, the
aforementioned financial statements present fairly the consolidated
financial position uf Afognak Native Corporation and its subsidiaries
at December 31, 1978, nnd the concolidated results of their operations
and changes in finaucial poniction for the year then endcd, in conlormity
with generally accepted accounting principles applied on a consistent

basis. ‘ I" (/’LOM Cﬁd{‘rﬂw

“ CENTIFIED PUBLIC ACCOUNTANT

Junuary 27, 1979 I



AFOUNAK NATIVE CORPORATION

CONSOLIDATED BALANCE SILET
Decuember 31, 1978

ASSETS
Current assets

Cash (Note 6)

Recctivables:
Trade $ 18,337
Current portion of long-term receivable 260,000
Luployceus 6,727
Accrued interest 37

305,101

__2,000

Less nllowance for doubtful accounts
Prepald expenses
Toral Currcnt Assets

Lung-term receivable, less current portion (Note 2)
Property and equipment, at depreciated cost (Note 7)
Other assuls ‘

Invesement in joint venture (Note 8) $105,030

Land selection and development costs (Nota 1) 164,556

Miscellancous aswets at cost net of amortiration 13,333
Ansctn in amountu to be determined (Note 5 & 13) -

The accompanying notes are an integral part of the consolidated

financial statements.

LIABILITIES
Current liabilities
Notes payable (Note 9)
Accounts payable
Trade § 66,092
Koniag, Inc. ATl S

Accrued cxpenses
Total Current lLiabfilities
Long-term Note payable (tote 9)
Deferred amounts payable - joint venture (Hote B)

Commitwments and contingent liabilities (Hote 12)

STOCKIIOLDERS® EQUITY

Common stock, $1 par value, 100,000 sharcs authorized,

51,600 shares fasucd and outstanding $ 51,600
Contributed capital (Notes 1 & 2) . 3,006,199
3,057,799

Accumulated deliclt __(660,679)

(3

$ 296,271

137,403
50,399

109,474

35,227




AFOGNAK NATIVE CORPORATION

CUNSOLIDATED STATEMENT OF STOCKIIOLDERS' EQULITY
for the year c¢nded December 31, 1978

Common Contributed

Stock Capital Deficit
Balance, bogiuntng of peariad §51,600 $3,006,199 §436,485
Net lons for the year 224,194
Balance, end of period §51,600 $3,006,199 $660,679

The nccompanying notes are sn integral part of the consolidated’
finaneinl stutements.

b

AFOGHAR NATLVE CORIORATION

CONSOLIDATEL STATEMFNT OF OPERATIONS
for the year ended December 31, 1978

Revenues
Mr taxi services

Intercst income

Expcnses
Alr taxi operations
Direct cxpenscs
Gennral operating expecuses
Other expunses

Other operating expunses
Peroonnel
Fees
Intcrest expense
.. Others

Opurating lons

Discontloued operotions (Note 11)

$226,265
71,761
- h.210

39,790
50,494
27,592
3,11

Loau on shindonment of cannery operat fonu,

less interest of other shurcholder

in losys ($20,048) before acquisition

of thelr common shares

NET LOSS

$ 241,380
..28,987

270,307

$302,230

151,383 _ 452,825

(18),558)

J40,736

$(224,194)

The accompun¥ing notes are an Integral part of the consol ldaced

financial statements,



AFOGNAK NATIVE CORPORATION

CONSOLTDATED STATEMERT OF CHANGES IN FIMANCIAL POSITION
for the yecar ended December 31, 1978 1

\

Working Capital Provided by:

Reccipt of Alaska Native Claims Settlement

Act funds and increase in current portion $ 272,168
Increasing long-term debt 109,474
381,642

Working Capital Used to:
Net loss (224,194)
Less depreclation and amortization not

requiring current expenditures 32,909

Add {ntereat of other sharcholder in loss

of consolidated subsidiary _(.20,048)

Working capital used in operations 211,333

Purchuse plant and equipment 179,692
Increase other assets 78,296
Purchnse of minority {nterest in subsidiary ___ 64,702
534,023

Decerease in Working Capltal $(152,381)

Changes in working capital compounents
Increase (decrease) in current asscta

Cash $(160,100)
Investments (188,823)
Receivables 89,796
Prepnid expenses i ( 1,57))
Rufundable deposits _(19,172)
(279,872)
(Increase) decrease 1n current 1labilities

Notew payable 154,771
Accounts payable ( 9,416)
Accrued cxpendcs ( 17,864)
127,491

Decrease in Working Capital §(152,381)

—_

‘fhe accompanylng notes are an. integral part of the consolidated ,
financial stalcwments. ,

U

AFOGHAK MATIVE CORPORATION

MOTES TO CONSOLTUATED FIMNANCIAL STATLMENTS
December 31, 1978

Stpnificaut Accounting Policies

The followlng is a summary of significant accounting policlus adopted
by the company.

Consolidation
The consvlidated financial statements include the accounts of the
company and 1ts subsidiaries below:

1sloand Alr Scrviee, Inc. is 100 percent owned by the company and
erngaged in the odr taxi business (Hote 12).

Horthern Lights Scafood, Inc. 18 100 percent owned by the coapany
(increasrd from 70% as of 11/15/78) and was engaged in fish processing
(Note 11). {

Island Expediting, Inc. and Island Leaslng Corporation, Inc. are
both 100 purcent owned by thu company. These subsidlarfes have been
incorporated Lot have not comnenced business operations,

All material intercompany accounts and transactions have been
eliminated.

Land selection and development costs
The company has elected to defer costs incurred in land selection
and development.  Such deferred costs will be allocated to real property

intereats as they are conveyed to the cumpany pursuant to the act (Notes
2 and 35).

Depreciation )

Depreciation is provided by the straight~1ino method. Expenditures
for maintenunce and repuir are cxpenscd, additions and betterments are
capitnlized. Catns and losues from ssset dispositions are included in
opcrntlng resgalto.

Tax credics

Investment tax credits and jobs tax credits arc accounted for by the
flow through method as a deductlon from fucome taxus in the year they are
uscd,
Receipts from Alonka Mative Fund

Recelptn and estimated future receipts of monies from the Alaska Native
Fund under the provisions of the Act are recorded as contributed caplual.
Future receipts have not been relflected at present value. Section 7(i)
revunues will be recorded vhen such amuunts beceme known. Real propurty
interusts will be recorded us determined 1o Note S.
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AFOGNAK NAT1VE CORPORATION

NOTES TO CONSOLIUDATED FINANCIAL STATEMENTS
December 31, 1978

Alaska Rative Claims Sertlement Act:

The Act entitles Alaska Natives to 40 wmillion acres of land of which
the company has selected and appliecd for patents to 230,400 cllgible acren,
some of vhich had been approved for conveyance by the Department of Interior
at Ducember 31, 1978 (lNote 5). Further, the company will Le eligible for
an interest in additlonal land under Section 12(h) of the Act (sre Note 4).
Konfag, Inc., will receive title to the subsurface estate in the lands
selected by the village corporatlon.

Monies totaling $962,500,000 ($462,500,000 from the United States
government and $500,000,000 from royalties and lease sales of minerals
owned by the State of Alaska and the Federal government) will be deponited
into the Alaska Native Fund for dfutribution to the regional corporatfion
established under the Act. Distr{bution to each regional corporation is
based upon the number of Alaska Natives enrolled in each region. The
$462,500,000 will be received in varylng annual amounts during the eleven
yeurs ending June 30, 1982. It is cstimated that the royalty intcrest
will produce the $500,000,000 by 1983,

The company's estimated share of the monies has been included {n the
financinl sctatements on the assumption that it will receive its .32 percent
share of the total. This is the percentage of the company's stockholders

to the total enrollces of all 13 regions. This is subject to change pending
resulta of the following:

n) posaible appeal of o decision reached in the United States District
Court for the District of Alaska vhich Jdisallows vescrvation nntives
from being included in the percentage caleulation, The decision in
question deleted 1,504 ¢nrollees to other regions,

b) the extension of the enrollment process until Deccmber 1976, Such
extenslon allowed Alawko Nutives who had not previously cnrolled to do
50. Management docs wot expect that the company's share will change
materinally as a rewult of such enrollment.

c) Apperals of administrative disenrollments. The Department of
Interior has instituted adninistrative procecdings sceking diasen-
rollment of certain persons enrolled to all Native Corporations
orpunfzed under the Act. Kesults of such procecdings could have an
etfect upon funds distributed to the company from the Alaska Native
Fund and under Sectiun 7(L) of the Act. Mianagement does not expect
the conpany's share will change materially as a result of such
dlsenrollment procecdingy.

U

N

AFOGNAK NATIVE CORPORATION

NOTES' TO CONSOLIDATED FINANCIAL STATEMUNTS
December 31, 1978

Alnska Native Claims Settlement Act, continucd

It is p;;scntly estimated that the company will receive the balance of
the monies under the Act as follows:

Year Ended Amount
December 31, 1979 § 260,000
December 31, 1980 to 1983 1,545,245

) $1,805,245

The timing of receipts as scheduled sbove 1s subject to change de-
pending on when the State and Federal governments receive lease and royalty
income,

In addition to the $962,500,000 provided by the Alaska Native Fund,
Section 7(1) of the Act provides that “seventy percentum of all revenucs
received by ecach regional corporation from the timber resources and sub-
surface estate patented to it pursuunt to (tha) Act shall be divtded
annually by the regloual corporation among all tvelve Alaskan reglonal
corporations”" in pruportion to the number of enrollees in cach.

Section 7(j) of the Act requires tlhiat each reglonal corporation dis-
tribute, from corporate funds received by the reglonal corporation (a) fronm
the Alaska Native Fund, (b) under Section ?(i) of the Act, and (c) [roa
"othur net income,” during the five yvars from December 18, 1971, not leus
than 10 percent to its stockholders. During that uame period, not luis
than 45 percent of funds received from (a) and (b) above must be disteibuted
by each regional corporation to the village corporations in the reglon and
to the at-large stockholders (those stockholders not also stockholdery
in a villapge corporativn). After the first five yvars, 50 percent of Tunds
reculved from (o) and (b) anbove, to the village corporation in the reglon
and to the at-large stockholders.

The company, as a village corporation organized under thie Act, is
subject to certain controls by Konlag, Inc., Regional Hative Corporation.
The Act provides chat:

a) Funds allocated to n village corpuration may be withheld until the

villape has submitted a plan for the use of the money that is satis-

factory to the regional corporation. The reglonal corporat lon may
require a village plan to provide for jolnt ventures with other
villages and for juint financing projects undertaken by the regtonal
corporation that will benefit the reglon generally.

b) Fur a period of ten years alter the date of cnactaent of the Act,
the regional curporation shall be afforded the opputtunity Lo review
and render odvice to the village corporations on all land sales,
1cases or other transactions prior to any final vorsttiment.
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AFOGNAK NATIVE CORPORATION

NOLES TO CONSOL IDATED FINANCIAL STATEMENTS
December 31, 1978 |

Projuct

The company has entered into an agrecment with the other Koniag Village

Carporations whereby all lands
(commonly called “second round

allocated under Section 12(b) of the Act
selections™) by Koniag, Inc., Reglonal

Hitt fve Corposatien will s <Hvided based on village corporation populations.
Further the company is comnitted for future expenditures under this agree-
ment for & projuct at Cape Chinfak (Note 8).

As

s in Amounts to be Determ

a) Surface estate and timber

The company has ruce
of 72,963 acres including
Depirtment of Interior.
for conveyance by the Dep

Renl property and o
at thetr fatr value when
uppralsats are avallable
valueg, Amounts uvltimate
recorded land selection A
capltal. The value and t
are conkidered by managuem
stalements,

b) Revenne from Resources

{ned
resources

ived interim conveyance to the surface estate
all the timber rcsources thereon from the

An additfonal 65,000 acres has been approved
artment of Interior.

mbur resource valucs (Nota 13) will be recorded
such fair valte can be determined, Ho current
{n ocder for manngcment to deturmine these

1y recorded for theso valucs, less previously
nd development costs, will increase contributed
he revenues wvhich will be realized therefrom
ent to be material to the consolidated financlal

As indicated in Note 1, Section 7(1) of the Act provides that

certaln roenource revennen
subject to redistribution

recnived by the reglonal corporatjons arc
to all of the Alaskan repional corporationa.

The praviafon covering such redistribution van the subject of litigacion
whiel deterntned tha mothod of computing the redi{strihutable amount.

The eomphny't tnterent fn such vedint ribut ton cannot bio determined untll
the reglunal corporationn make nvallable detatled informatlon regarding

sueh amounts. Publle sto

tements fusued by certatn reglonal corporations

fniliente that transoctlonz have been entered into which involve Section
7¢1) wonles. 1t Is management's opinion that the monies to be received

from the replonal corpora
financial statements.

Cath

The company has fundu in
depuntt amounting to $197,507

tiona eould be material to its conaolidated

paving institutions and time certificates of
and §8,783 and earninpg interest at n% und 3%

respeet leely o Ampunta lield on depoatit in one saving tnatitution ia pledped

apninat toans {rom that Inutlt

ution in the mmount of $155,918.

7.
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AFOCNAK NATIVE CORPORATION

NOTES TO CONSOLTDATED FINANCIAL STATEMENTS
December 31, 1978 7

Property and equipment at December 31, 1978 conuists of the followling:

Opurating AMr Taxi Cannery Total
Land $ 15,000 $ 15,000
Building and {mprovement 66,116 66,116

Flonting procussing plant

and cquipment §$384,657 JH4L,6
Vehicles $ 6,300 10,698 16,990
Alrcraft ' 279,096 ’ 279,096
Furnlture and equipment 11,334 7,984 684 20,002
17,634 §73,894 385,361 781,869

Less nccwmnlated depeeciation  _(6,771)  _(56,460) (58,545)  (121,722)

$10,86)  $322.428  §326,856  $660,140

Current depreciation expense 1,890 § 20,787 $ ~ $ 30,677

Investiment in Joint Venture

The company has a8 joint venture agrecment with Konfag, Inc., and other
village corporations in the Konlag region to develop a use for Cape Chintak.
Such lands were formerly used by the United States Alr Force as a satellite
tracking station. Manngement considers the focility to have OCS (outer
continuentnl shelf) oil development site potentinl, No current apprifsal fs
available. The value of such renlty ls dependent upon developlng a use for
the facility.

The aprecement pives Kontap, Tuc. a 50 percent tucome fnterest in the
Yoint venture and It propert len, with the rematnlng 50 pereent fnterest
hedng divided among the village corpurations la proportion to the number
of stockholders enrolled in the village cxeept for rentala of real property
which are for the account of the villapge venturers in thelr entirety. The
conpimy presently retains a 1001 percent income Interest in the Capue Chinfak
Joint venture. :

~ The company's share of the total investment at December 31, 1978 was
$105,010 of which the company owed Koniag, Inc. approxinately $35,227 as
a deferred amount.



AVYOGRAY. NATIVE Culhatarion AFOGNAR RATLVE CORPFOBATION
ROTLS 10 CONSOLYDNIED PERSNCTAL STATENENLS

| HOTES TO CONST.OIDATED FINANCIAL STATEMENTS
Decenber 31, 1978

December 31, 1978

9. Nates payable I 11, Caunery Operations

Hoten payable at becenber 31, 1976, connlats of the follavulag: The opevations of Northevn Lights Soatowd, o, have been annpended
due to the Jack of soffictent and addfidanad capfeal,  The fovthes opera by
continuance of this catity {8 dependent wion the obtalutng of el capital.
1t fa antlelpated by the eompany that 31 additionad capital bn not parovid 1
that a Cormal plan of disponnl wil) be vecomemembod,

Cunrent
Hoten payable te Alacka SN Federal Crowidr Dalon,
T g B0 dntonent, secwed by canh va deposdt with
Inntttur bog G14n, N

The cowpany acquived (e rematning 30% Lrow Onadpkie Natbve Corporat foa

Nute payable 1o ORCA-Tactfic Packing Company, fn for $64,702 of Northern Lights Seafoad, Tne. fu Hovewber 1970,

default, Lenving 10% dnrerest, sceenred by floatlng

rocessing plant knowa an “Smokwa’, 25,750 The company has determined that Lthe net realizable value of the assets

of Northern Lights Seafood, Inc, i3 in excess of {ts net fnvestirent and

Rote payable to Ratfenal laok of Alaslia Jue in thexefora no adjustment of its investment has Leen provided.

full December 1979, bearding 10,75% interest, sccurnd

by village covporation funds due ft fvom oha provislons Net book value of Northaera Lightu; Inc. at December 31, 1978 consisied of

of the Act, _ha, 602
! Assets $350,032
$206,21) ‘
, . - Lisbilities fncluding $199,603 duc

Joag~tern
Kote payable to Konlag, Inc., due Jamaavy 1, 1931,

beating d. 1% dnterest, without entlacersl, nere sub-

ordinated da favor ol Notdeoal Lanit of 2 0anbho note e,

Afognak Native Covvorulion

Net Look valus

12, Commiiments and Continpent Liohititlca

Total dnterest expense for the yoar wau $44,104, Mlﬂ

) At Decehber 31, 1978 the company had Viabilitles of wndeicermined
10, Ingome and Property Tanes omounte as follows:

Funds and propertbes recedved wnder the provludons of the Act arve not 1)
subject to any form of federal, state or local taxatfon at the tlue of
receipt.,

Thae compony 1s n co-sipgner on o $20,000 note 1o Firsye Natfonal Fonl
of Anchorage, Kodiak Branch, for the Eodlak Conventbon and Tour e Lurcaa.
Liability in the case of'dcfault s linlied to §2,000.

Read property dnterests vecedved wnder the Aot vhilch are not developad b)
or Yeased 1o third parties chall be exenpt from stare and loeal veal property
it vt 11 Decenber 10, 1801,

The compuny's 100 percent ouned nubsidiary Taland Alr Seevlew, lnz.
has sustadned recurring operating lonses nnd ft's abiliey to contlow an
a poing concern 4o dependent on thu company'n widllngness 1o provided
additional capitanl. The effect on the company as o whole {n nel aieg -

Jucome derdved from ceal property futervnt s mad from Investments and talnable but should not be material (Note 1)

operitfons of the conpany are tubject to applicable federal, state and

Joced taxation. 13, Subsequent event
The company has facurred substmt ial net apevid fng Jonses for incoun

tax purvposcs throuph Necermber 31, 1978, L0 such losses are feund to

constitite net operating lowses as defined wnder existing Lex statutes,

they will vaplre fn 1979 throupgh 1945,

The company entered into a contract with Afognak Logging, Inz. on
January 19, 1979 to sell 25,000,000 board feel of net Jop scale timber
from the company's properties. All timber contracted for must be reraved
by January 31, 1981.

y {
Vardous tax crediee are avajlable to offset future Jacoce tux, Lf any,
I an crount approzicating $99,006.  fach credion o)1) exptre, 37 not used,
primactly frow 19650 thoea 1985,
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R

Wa have examined the consolidated balance sheet of Afognak Hative
Corporation and itu subsidiarlen as of Nocember 31, 1977, and the related
consolidated stotoments of opurations, coapitnl and changes in financinl
poeition for the yeor Lthen ended., Our exomination was made in cccordance
with gencrally accepted auditciag gtandards, and accordingly included such
tests of the accounting records and such other suditing procedures as we
considered necessary in the circumstances.

|

As discussed in notes 2, 6 and 17 to the consolidated financial state-
uents, Ctho Company has ruceived and will veceive in the future wonies and
surface rights in amounts ond ot times which ave not presently determinable.
Such Ltues will be naterial to the financial staces:intd.

In our opinion, subject to the effeces on the consolidated financial
atotements of the matters discussed in the preceding paragraph, the afore-
mentioned financial statements present fairly the consolidated financial
position of Afognuk Hative Corporation end ito subsidiaries at December
31, 1977, and the consolidnted results of their operations and changes in
financial position for the year then ended, in confurmity with generally
accepted accounting principles applied on a consistent basis.

QA#LRV\
' CERTIFIED PUBLICYACCOUNTANTS

AFOGNAK NATLVE CORPORATION

REPORT ON EXAMINATION OF CONSOLIDATED FINANCIAL STATEMENTS

for the year ended Dece'i'qber 31, 1977



AFOGNAK NATIVE CORT'ORATION

CONSOLIDATED BALANCE SUEET
December 31, 1977

JASSETS LIABILITIES
]

Current asscte Current liabilities § 451,042
Cash (Note 7) $ 377,672 Notes payable (Note 12) ) ’
Investments held in trust by Koniag, Inc., Accounts payable

at coust, approximates market (Note 8) 188,823 Trade § 72,294 127.987
Receivables: Joint venture 55,693 32'535
Trade $ 29,931 . Accrued expenses —_—2%2s
Current portion of long-term receivable 190,000
Stockhiclders 16,150 0 Total Current Liabilities 6.
Other Village Corporation 14,494 -
Accrued interest 219 Deferred amounts payable - joint venture (Note 11) 35,210
250,794 o
Less allowance for doubtful accounts (Note 9) __Ql;ﬁﬁi 213,305 Equity of other shareholders in consolidated subsidiary 84,750
Prepaid expenses 18,483 Commitments and contingent liabilities (Note 17) =
Refundable deposits 19,172
Total Current Asscte 817,455
Long-term reccivable, less current portion (lHote 2) 1,817,413 STOCKHOLDERS' EQUITY
Property and ¢quipacut, at depreciated coat (Note 10) 511,132 Common stock, $1 par value, 100,000 sharcu suthorized,
51,600 shares issued and outstanding (Note 13) $ 51,600

Other asgpets
Investmeut {n joint venture (Note 11) $106,645 Contributed capital (Notes 1, 2 and 14) 3,006,199
Land sclection and development costs (Note 1) 90,131 3,057,799
Miscellancous assets at cost net of amortization 10,062 Accumulated deficit ( 436,485) 2,621,314
Asscts in awounts to be determined (Note 6) - 206,838

$3,352,833

The accompanying notes are an integral part of the consolidated
financial statcoents. g



AFOGNAK NATIVE CORPORATION
Iy AFOCNAK NATIVE CORPORATION
CONSOLLDATED STATEMENT OF STOCKHOLDERS' EQUITY
for the year cndcd December 31, 1977 Y CONSOLIDATED STATEMENT OF OPERATIONS
for the year endad December 31, 1917

Common Contributed
Stock Capital Deficit Revenues
Cannery sales (Note 16) $ 510,154
Alr taxl services 50,263
Balonce, beyinning of period, Interest income 34,447
as previously reported $3,057,799 $325,904 Others 5,269
Adjustment for §i par value common 600,133
ohares issued (Note 13) $51,600 (51,600)
Adjustoent for land selection and
development costs subsequently Expenses
capitalized (Note 1) (29,093) Cannery operations (Note 16)
Raw product purchases $313,608
Balance, beginning of period, . Other direct expenses 82,678
as restated 51,600 3,006,199 296,811 Ceneral operating expenses 124,575
Adninistrative expenses 54,934 $575,795
Net loss for the year 139,674
Adr toxi operations
Balance, end of period $51,600 3,006,199 §436,465 Direct expenses 23,628
' Ceneral operating expenscs 40,278
Administrative expenses 4,754 68,660
Other operating expenses 114,089 758,544
Operating lose (158,411)
i g
i Interest of other shareholder in loss
of congolidated‘aubsidiary 18,737
NET LOSS 31139 674)
| I
\ Net losa per common ehare outstanding $C_ " ‘%)
' 1
I
]
The occompanying notes are an integral part of the consolidated \ The accompanying notes are an integral part of the consolidated

financial statement, 1 financial statement.



AFOGNAK NATIVE CORPORATION

CONSOLIDATED STATEMENT OF CIIANGES IN FINANCIAL POSITION
for the year ended December 31, 1977

Working Capital Provided by:

Receipt of Alaska Native Claims Settlement
Act funds and increasc in current portion
Procceds from sale of trailers

Working Capital Used to:

Net loss
Less deprecistion and amortization not
requiring current expenditureo

net loss from sale of trallexs

Add  interest of other sharchiolder in loss
of consolidated subsidiary

Hotrking capital used i{n operations
Incresse fnvestment in joint venture
Increane plant and equipuent
Incraase olher nraets
Decrease long-term debt

Decrease in Working Capital

Changes in working capital components
Increcase (ducrease) in current assets
Cush
Inveestwents
Receivables
Frepalld expention
Tuvoutury

(Incrense) decrease in currcne liabilitics
Notes payable
Current portion of long-term debt
Accounts payable
Accrued expenses

Decrease in Working Capital

$ 195,482 .

5,300

200,782

(139,674)
50,852

299

(18,73

107,260
53,755
86,024
27,968

63,833

339,840

$(138,058)

$ 217,178
(216,080)
103,763

¢ 13,480)
_{  5,e16)

—_ 13,765

(184,327)
66,178

( 98,679)
7,295

(223,623)

<y

(138,058)

1

Tha accompanying notes are an integral part of the consolidated

financiul siotewent.

I
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AFOGHAX RATIVE CORPOMATION

NOTES 70 CONSOLIDATYED FINANCIAL STATNLIS
December 31, 1977

Significant Accounting Policies

The following 18 a summnary of significnaut accounting policles adopted by the
company?

Consclidation
The consolidated finuncial statements include the accounty of the cocpany
wnd ite subsidiaries below:

Irland Air Service, Inc. 18 100 perceat owncd by the company and engaged
the ailr taxi businesss

Norhtewm Lights Scafood,,Inc. 18 70 percent owned by the comieny and was
enpuged In fish provessing (Note 106).

Islend Expediting, Inc. and Inland Leasing Corpotazion, Inc. are both 100
percent owned by the company. Thase subsldlaries Law Lecn fncorpurated but
have not cvommenced busiucus operations.

All woterial fntevcompoany nceounts one transacticns have been edicinaed,

Lond ecelection und devalopment couts

The conpany hos elented to defev corty Lnentred dn Yocd redeation and
decalepment s Such deferved corts wll) be atlecrted el vt lued Gesn i,
Vit e fliut serurting revapee Lram o real pooprrey 3nG et Codaeton 1o L
cowprry puvsuant to the act.

‘e above yeprevents a chunge dn uccount hay mothes of tho woied cowpany
(Nuotes 13 enmd 14) that has no eurvent or retrecerbve  foct on the Yoss from
operationn sinca ne allocation hias been wade €9 renl Joperty Intersiis,  Tals
chaage in accovnting method 4o in conformity with tue ¢.ovating rathud adupted
by manapument proviously xeported to be a better nethy,

Depreclation

Depreecintion in provided by the ntriapgh=Ine yeved, Fxpeod! tures oy
matutetaee and repate aro experned, odditfar: and becs o0 pts are capital,
Gebe and Toneen from ause b dbapodtbona are Soeludod oy v ey e aln,

Investient tax credito
Tuventoment tax credity Lre accomuied for Ly the 1,00 reay e wethie d as o
deductlon from fncowe wiien in the year they are ured,

Recedpts from Adaska Native Fund

Recelpts aud estimated fucure receipts of montfes oo the Alaska Matlve
Fund under the provisions of che Act me recovded o eanteibuted caplual.
Future receipts have not been reflected at present valwe. Scetioa 7{(f) revemes
will be recorded whon such amounts becowe kuown, leal proepect o iaterests will
be recorded as determined n lote 6.



AFOGXAX NATIVE CORPORATION AFOGEAK PATLVE CORFOPATION

NOTES TO COHSCLIDAYTED JINANCIAL STATEMENTS NOTLS 0 CONSOLINAIED TTRARCIAL STATLLE g
Ducembey 31, 1977 . o Pecenber 31, 1977
1
\
Alaska lative Claims Settlement Act, cont!nued ! "5,  Project
In addition to the $¥62,500,000 providad by the Alanka Worive Fund, Saction 7(1) The compuny has cutoeved into an aprecoant with the orvor Ventan VINYaze
of the Act provides that "peyenty percentun of all revenues recoived by esch replonal Corporations wharchy ull 1ences alloc ted ender Seeticn 1201) of the Act (e e
covpuration frem the tieber renources and wuebtuvioce csrate poteated ko it pur= collad "pezond rewnd nulectlona®) by Reniag, e, Reptena) Hative Coapuatden
sunit to (Lhe) fct shal) be divided mmaus)ly by the replonal corpocation meong uil " will be dfvided hased e vill curpalation papulatjors, Furb e o 10 oa, 0ry
twelve Alaskan repional co:porntionn“ in proportlon to the nueber of curollees lu 1o ecmrdtted for furure exporiltures vater thi Foameat o & prujcei ot
each. cepe Chtntak (ilote 11).
Seccdon 7(3) of the rct requires that ench repionnl corporntion diutribuce, 6. Auunra in Aronp L to b Loy cdnad
from vorporate funds recstved by the reglownl corporation (a) from the Aleska B e i )
Katdwe Vuad, (b) nndex Fectdea 7(1) fa Lhe hee, and (e) from "othor nat T, " | a) Surface entate and tither reaourcen
darfap thr (ve yenrn femy Doeenher 18, 1971, not lesn than 10 perecut Lo iLe ) .
ctocl wols e, burdug that ssay perisd, nol leus than 45 percent of fuads ye- ! e compeny ho vecelva! Tnteria ced coro the torfie o tale T

ceived fora (0) ond (L) akeve wuat be distributed by each regional covpoavebing L2 69,307 peres dnclhvidiug adl e tlibar v 6 b e fram A1 1w
the viltaes covporations in the repdon and ro the at-larpe stucklioldara (choae of ipturior. fm alditienal 5 060 acres Ges beer e ol eon g
groedh dde s non alse utockheldoro fn # village corporation). Afuer the firsc by the Mapuy et of Julerier.

flve yervs, 50 peresat of tunds roacdvad from (2} and (W) sbove, to the villzge
corporaczon in the reglon eud Lo the pr=lurpe srockhiolders.

Rand propessy atnd tisher renouves walaen 11 e pesr g or

| valve when rueh Fadr vadue con ba dstes bty Bo cws o St
avallable dn ovder for weapjeont to dotsiaiae thes wrlaes o [Ag STt

Witdnstely 1ecorded for theoe wrlues, e previon (IR T O 1, T O R Tl R

Wl eompawny, % a » curporatlon orgenired uider the Act, Lla pubject v rnd deviiop st cesta, Wil dncvense ces dheied eyt

Lo rute o o1, by HOHPE HITIPN “",".:. el et Lo pm'nl"'.nn.. Bl At cevents 4 wheeh wll) o Le PORTTIHE B sl SR EES LY S T Ny

R YTY IR ETRAR W A

IR TITCOL B P O T e h,

providus thot: waterdnd ko the eoeaalfesed fipanets) ot Cnsmrt st Deovrber biy ot
1
a) Fendti nllecatad o a villape sorporution way be witliheld vutld Lhe w6 Tagpe b) Ruvenue from Resourceu i
s subrdcted 2 plan for the wwe vl rhe noney that Lo vatdufuceory to Lhd ,
restonnl e poration. The replons) corporatlen way requive & village plun to As Indleated da Bote 1) Sectlon (L) ef vie AL pro. 8 Wl enzral L
provids for Jolut wenturefi with other vilisges aud for joint financing projeeia rogovree rovanuves vecelved by the replonel COrporat i 1 ool jurt tu
undertston by the reglonal corporation that wlll beaefit the renlen genurally. redistribution to 211l of the Ak replona)d covpcad Los o It panvie boe
covering tuch reddntisbution var the sebject of Jitiearbon ulibel @ ooor |
B)  Yor r pertsd of ten vears after the data of enactment. of rhe Act, the tho nethoed of cosputing the retlatnibatahls: cesont,  The PR UISA I TS [ A ST
reglanal corperation ohiall ba afforded the opportunity to vevlow g vander | in sveh redistribution caanet he gotevmined wnitdil tlis 1] capor taae
advice to the village corporatlons on 011 lend sndas, leaped ot ather tronge make pvalleble detalled dnfurestaen repuiddag sueh 2ottt . Putdie mur i s
uctionn prioyv ke ony fiual cameltwant, u ments letued by certain rosionsl covpouratians Indicite thit vy vifens
hove been outered fute ulifeh fuvelve Seettim?{1) wrilow. L I8 wetagyiani
Iﬂ}jﬁgﬁy!)L)@4ggpgl_§g!ygjf£lgg § opinion that the monies to be received from the veplenal corpar b ewts

be material to its comsalidated [lnuuclal ulatewenrt.
Certnin of the compamy's former shaicholdera have hecome nembars of a

thirteonth repional corparation which has baecn entablishad by court decinion. 7. Cash

The comptny has no weans of estimating the effects of the thirtaenth regionul - '
corporation as of Daceaber 31, 1977 encdl fingl results of & recent electlen I The compuny hns funds in saviny institutions and time certiflcutes of dupo.ix
could be effected. amounting to $323,104 and $37,500 and earning interuvst at 7% ord SZ reepectlvely.

| 8. Investments held in trust by Roudap, Inc.

! Yhe conpany has funds belag held by Koulag, Inc. which hzs invested these ro.e .
in a jolnt investwent account comprised principally of federal ond corporate benlt
and notca carning various interest rates.
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AFOGNAX RATTVE CONPOIATLCN

HOTES TO CORSOLIDAZED TIRARCLAL &7 ATENEWIS )
Dacerber 31, 1977 . \

Allovauce for douhnfa) accounts

The swounte due frow Cusinkle Katsve Corporatian (§14,494), which vepvasants
awounts fovr tha Nortnern Villages Jodet Ventors ageeensns, and frem eroecslholens .
($12,925), witeh repoferli amoonte over paid by Yewlag, Tae,, heve beep .'.n:;llunu.d
fn In apdowanen Fox dochonl coceunte,  The rewchilng vepressota al)raconeas oy
doubt:lul trade xooeiimdden.

Property wnd agnl-wini

Prope1ty and Caudaooar ot Docenine 3 1377 carcadutr of the falieetop:

Crovoadag Al v Cuunury Torad
Lend ¢ 1S, nn 5 }F:.E."‘h
Dullding and o asetnd A 5es
Floot vy prioves dog, plone ) N .
$30A, 05T 384,07

AMror oo, )i, 559 140,005

Taraliuiv (nd eaudprat o ",_,_!:_l_{'l' . 'ﬁ"". L7 '\
200,124 60, 1%

Lora avgtvin o dayprac o0 g

Current depreasatiog cnpense

.

Mie carpoay hae o jefrt vehtere asreercuc w1th Xondag, Ty
corpoacamae do the Rondng replon to ceselap g
were foraoldy uied by the Bndted S0 Jue Ay Joree oo ot YHiie toseidug svalion,
Norayesrat ennatdag P Loefdity (o hewed OUS Ohatee cont iy o0 L) vlin1f) ol .
develep anr sdce potent 1L, Bo cevitan aproeb oL fo avaidarie, T wdoe of suh
realty S5 ctenenabat upon Coealapiig, o vne b e facidduy.

y b ether vy
une Lo Copa wiled. o0 Bueh 2ol

The ayprecnent phves Lovler, Tue, ¢ L0 poves ot Jucone Intereat da the Joheg
venLure sad g projerties, wlch (ha toadndasg 40 parcent Sntoscuss bedug dbcldod
among the v’ Llane corporutions Jo ; Lt ghe punbae of rteekloldes eavalld)!
in the sitlepe uxsape fer sumtals =) arty which asre Jor the acavunt of
the viliags veniurvers o theis enteicrs, s company proreeatly recadne o 10,1
percent Lpecwns Jutereat fn the Gy Crordck Joint vertura, |

The conpony®n thave of tiae tatu) dnvestizent ac Lacerdr 1), 1977 wanr §103,045
of which the cowpany oed Ronluy, e, spproxlictely $55,693 vo g cvrreat Yahility
aml $15,210 i & deferced crovat,

12,

-
»

AFOGNAK NATIVE CNHRPORAT1ION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1977

Notes puyable
Notes payuble at Dacember 31, 1977, consists of the following:

l'ote pzyable to Alaska USA Yederal Credit Union,
dua Muy 24, 1978, bearing B,1% interast, sccured by
cash on depoait with inztitution $150,020
Hote payable to ORCA-Pacifiec Packing Compouy
in guarterly luetalluents of §$15,95% plus interest
at 104, vevored by floating procecusing plant known
as “"Swolkwae". The Septenber and Decenber 1977 poyments
are delinquent - : 95,750
Note payable to Nutfonal Bouk of Alaska due in
full Necember 1977 (delinquent) banring S%% fnterest,
sccurcd by villape corporantfon funds due it from the
provinions of tho Act 78,715
Note rayahle to Kontap, Ine., in defaulc, benrieg
8% dnterest, without eollateral, wete subordiunted {in
favor of Batioual Bank of Alae)a note above 121,22
Fote payalle to Keniag, Ine. dus in full June 15,
1278, beuwrdng 9LT furerest, withour collateval S PR TR

§451.0.?

Totel interest cxp@nne for the yeur was $38,308
Soruaon_ Stock

The tharelolders and direcrora of Rntives of Afopnak, Ine, and Poeit Licna
Native Corporetion (hoth iavorperated under the provivtun of the Act) wvoied
for and approved the rarger of thoe two corporaticne iuto the predent cocpoviudun
(Afopnah Hative Cotpuxatien) te bue effecvive Dreerbor 19, 14977, The pren of
mevser provided that o share for shore exchange be effected to bave the we
corporation consish of £01 thareliolders from Natives of AMogak eud 115 share-
holders from Yort Lion Notive Corporatisa cach holding JOO vhores of §1 pasz
valuz common vtack.

Tie method of accounting for the coalinucion was the pooling interesey
method, which included all uubsidfaries of vach aeparata cowmpany.
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AFOCNAK NATIVE CONPORATIUN

ROTES TO CONSOLIDATED FINANCIAL STATEMENTS
Decouber 31, 1977

—~——

\

Common Stock, continued | 15.
Results of operations included in combined net loes for the veparate

compernics before corbination including elimination of siguificont intercompany

sccounts and transcciions.

16.
Nativea of Iort Lions !
Afognsk, Inc, Native Corp.
Revenues $ 04,029 $516,104 '
Expenues 165,012 592,932
Operating Jors (n1,5063) (76,828)
Minority interecat - 18,737
Net Lous $(81,583) $(58,091) \
Net loss per common rhore $C_2.03 $( _5.10)
————— i !
Aecumalrted deficlt, bepioning i
of prriod, oo restated § 82,027 $214,784 1
Pricr Vorlod Adjustpent
Capltedixetion of Yovl geiactior eonrt, An tha wmount of $29,083 waa [TRILAY
for 1977 Qote 1), ‘fhe restatcacnt affected the folloalng for December 31, 1977¢
Inerease ‘
Other Assete $29,093
Retalied Earnings (Deficlt) 29,093 YA

Jacoma cnd Peoperty Yaxcs

Fundo and properticn received undex tha provisiona of tha Act are not subject
to any fovm of federal, state or loeal Ltuxution at tha tima of receipt.

Renl property interests received under the Aet vwhich ara not developed or
leascd to tilrd parties shall be exempt from atate end loenl xeel property taxus
umbil Neeesber 10, 1991,

Incowe derived from veal property intereste and from investments and op2rations
of the company are fiubject to applicable rederol, state oud 1ncael taxation.

The conpany bag Incurred Josancs tlirough December 31, 1977, 1f such lornee aro
found te conAtilute nat operating lesaes an defined ador exlsting tox statutes, they
will expire In 1978 thravgh 1905. e determination of tax trestwant of certuln itecs
of Incowe cad expense fu tha vubjrct of lequeets for Lulings £iled with the Internal
Hevenue Seiviee on hehalf of the reglonul aud viliape native corporationn. Hhile
certain ton rulingo have haen insucd, othera -ore teill pending. In oaddition, some
of the imsues coniniued in the tax rulings chit hiave hecn ivRued pre presently being
contientud in Lhe Yederal “ax Courls by cercaln reglonsl oud village corpurotiona.
Therefore, no derersination can be wade, nt che prescnt time, ns to the nwount of
losnes ¢)nined whieh will eventually constitute not operating losses e defined
by xisting Lax ntorutes. 4

o

APOGNAK NATIVE CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
- December 31, 1977

Incoma and Property Taxes, continued

Variouo tax credits nre available to offset future income tax in an amount
approximating $17,500. Such credits will oxpire, 1f not uned, primarily in 13E2.

Connery Operations

Tho operations of Northerm Lights Seafood, Inc. have currently been suspended
due to the lack of sufficlent and additional capital. The further opexatiing
continuance of this entity io dependent upon the obtaining of such capitel. Afowne’
Native Corporation, vhich ouns 70% of tho cowmon shares, has indicated fts willi=g
ness to provida their proportionate amount. It is anticipoted by the coapany thet
1f additional capital is nol provided thut a formal plan of disposal will ba recor-
mended.

The company has determined chat the net realizable value of the as.ets of
Northern Lights Seafood, Inc. {s in exvcens of its net fuvestwent und therctore
no adjuntment of ito iunveuimant has bcen provided.

Net book value of MNortheru Lights, Inc. at December 31, 1977 consinted of:

Assets $373,346
Liabilicien including 45h,761 due

Afognak Native Corporation _ans 6l
Net book value $ 67,965

Commltwents and Contiugent Liabilities

At Decarlier 31, 1977 the company hud 1iabilitics of undeternincd awouvnts &o
folluua:

a) 'the company is a co-slgner on a $720,000 note tn Firat Mational Benk of Aacbierav.,
Kodiak Brouch, for the Kodinlk Convention and Tourinm Buxeau. Liobilley in tle cas
of defaulr i8 limited to $2,000.

b) FKonlag, Inc. has indicated thot Jt wants to prss certain portions of the land
selaction coste it has incurred on to the villape corpoxations. As of the date

of this report they have not mado a determwination as to the probable acrunt that
may be billed to tha company although 1t way be & materiul awount.
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COOPERS & UYBRAND

|
| CEMDPILD MUBLIC AUCOUNTANTS

' IN BRINGIPAL AREAY

OF THE Winup

The Stockholders *
Akhlok-Kaguyak, Inc. '
Akhiok, Alaska

We have examined the balance sheets of Akhlok-Kaguyak, Inc. as
of Decembor 31, 1979 apd 1978 (restated for the pooling of
inteorests of Natives of Akhiok, Inc. and Kayuyak, Inc.), and
the related statements of operatlons, stockholders' equity and
changes in financial position for the three ycars ended
December 31, 1979. Our examinations were made in accordance
with generally accepted auditing standards and, accordingly,
included such tests of the accounting records and such other
auditing procedures as we considered necessary in the circum-
stances.

As discussed in Note 3, the value"oﬁ surface rights in land to
be received cannot be determined.” Also, as discussed in Note 6,
the Company's interest in the redistribution of revenues under
Section 7(1) of the Act cannot be determined until litigation
concerning the computation thereof is settled. Any of these
items could create material changes in the financial statements.

In our opinion, swubject to the effects on the financial statements
of the matters discussed in the preceding paragraph, the afore-
mentioned financial statements present falrly the financilal
position of Akhiok-Kaguyak, Inc. at December 31, 1979 and 1978,

and the results of its operations and the changes in financial
position for the three years ended December 31, 1979, in conformity
with generally accepted accounting principles applied on a
consistent basls as restated (Note 2).

Anchorage, Alaska
October 13, 1980



AKILIOK=-KAGUYAK, 1INC.

BALANCE SHEETS, December 31, 1979 and 1978 N
ASSETS 1979 1978 LIABILITIES 1979 1978
Current: Current:
Cash $ 13,713 $ 9,303 Accounts payable:
Investments consisting of time certificates Trade $ 7,768
of deposit and federal and corporate Koniag, Inc., land selection costs
obligations; held in trust by Koniag, Inc., (Noto 10) $ 30,155 12,904
Reglonal Native Corporation; at cost plus Konlwg, Ine., olher 6,250 7,503
accrued interest; approximates market Joint venture (Note 9) 6,066 2,223
(Notes 2 and 7) 420,848 326,810 Other ‘ : 25 25
Receivables:
Current portion of ANCSA monies Total current liabilities 42,496 30,423
receivable (Notes 3 and 10) 405,397 81,586
Refundable income taxes 2,509 2,509 Accounts payable, joint venture (Note 9) 10,110
Stockholders 160 160 Koniag, Inc., land selection costs
Other 620 50 (Note 10) 23,047
Total current assets 843,247 420,418 Commitments (Notes 8 and 9)
ANCSA monies receivable, less current STOCKHOLDERS' EQUITY
portion (Notes 3 and 10} 29,569 446,052
Investment in joint venture (Note 9) 30,055 32,376 Common stock, $1 par value, 5,000 shares
Other 1,050 50 , authorized, 1,470 shares to be issued
Assets in amounts to be determined {Note 5)
(Notes 3 and 6) . Contributed capital (Notes 2 and 3) 887,257 887,257

(Deficit) (25,832) (51,941)

B61,425 835,316
, $903,921 $898,896

$903,921 §$898,896

The accompanying notes are a part
of the financial statements.

(2) |



STATEMENTS OF STOCKIIOLDERS' EQUITY

for the years ended December 31,

CONTRIBUTED CAPITAL
(Notes 2 and 3)

Balance, beginning of period

Adjustment for settlement of
Section 19B reserves

Balance, end of period

(DEFICIT)

Balance (deficit), beginning
of period

Net income (loss) for period

Balance (deficit), end of period

1979, 1978 and 1977

1979 1978 1977
$887,257 $874,697 $874,697
12,560
$887,257 $887,257 $874,697

$(51,941) $ (6,863) $(15,061)

26,109 (45,078) 8,198

£(25,832) 2(51,941) § _(6,863)

The accompanying notes are a part
of tho financlal statements.

(3)

STATEMENTS OF OPLERATIONS

for the years ended December 31,

Revenues:
Interest income
Natural resource monies received
R from other reqgions (7(i) income)
(Note 6)
Other

Expenses:
Board of Directors:
Fees
Per diem
Travel
Land selection costs (Note 10)
Administrative:
Professional fees
Travel
Amortization
Licenses and other taxes
Miscellaneous

Income (loss) from operations

Equity in income of joint venture
(Note 9)

i Income (loss) before lncome

taxes and extraordinary
credit

Refundable (provision for) income
taxes (Note 4)

Income (loss) before extra-
ordinary credit

Extraordinary credit - tax benefit from
prior years' losses

Net income (loss)

The accompanying notes are a part

1979, 1978 and 1977

1979 1978 1977
$32,906 $ 21,102 518,437
9,884 1,781
500
42,790 21,102 20,718
1,750 1,770 1,171
3,530 5,724 636
2.514 1.067 1,422
(2,322) 52,900 1,781
11,599 5,265 5,553
500 125
163 279
100 100 100
365 214 430
18,036 _ 67,328 11,372
24,754  {46,226) 9,346
1,155
26,109  (46,226) 9,346
(5,000) 1,148 (2,
21,109 (45,078) 6,998
5,000 1,200
$26,109 §(45,078) § 8,198

of the financial statements.

(4)



STATEMENT OF CqANGES IN FINANCIAL POSITION

for the years ended December 31,

Sources (uses) of working capital:

Operations:
Income (loss) before extraordinary
credit
Item not affecting working .
capital:
Amortization

Total

Extraordinary credit - tax benefit
from prior years' losses .

Working capital provided by
(used in) operations

pecrease in long-term receivable,
less current maturities

Contributed capital received or b
to be received from ARlaska
Native Fund

Decrease (increase) in investments
in joint venture

Decrease {(increase) in long-term
accounts payable |

Other

Increase in working capital

Changes in components of working

capital which increased (decreased)
working capital:
Cash
Recelvables |
Investments |
Other assets, o
Accounts payable
Income tax payable

Increase in working capital

1979, 1978 and 1977

The accompanying notes are a part
of the financial statements.

(5)

1979 1978 1977
$ 21,109 $(45,078) $ 6,998
162 280
21,109 (44,916) 7,278
5,000 1,200
26,109 (44,91€) B,478
416,483 68,254 59,794
12,560
2,321 (2,224) {13,079)
(33,157) 23,047
{1,000)
§410!756 $ 56,721 §55!19g
$ 4,410 $§ 7,941 $(1,506)
324,381 22,771 30,650
94,038 28,714 28,682
(50) 100
(12,073) (6,266) (2,350)
3,611 (383)
$410,756 §.56,721 $35,193
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NOTES 10 FINANCIAL STATEMENTS

Maska Native Claims Settlement Act (the Act):

The Act entitles Alaska Natives to 44 million acres of

land and monles totaling $962,500,000. The monles,

$462,500,000 from the Federal government and $500,000,000

from royalties and lcase sales of minerals owned by the

State of Alaska and the Federal government in Alaska, will

bu deposited with the United States Treasury in the *
Alaska Native Fund in accordance with Section 6 of the

Act.,

The Act provides for division of the State of Alaska

into twelve regional arcas, cach of which is represented

by a reqional corporation. Further, a thirteenth regional

corporation was cstablished for Alaska Natives residing

outside of Alaska. Each regional area has, in turn, a

number of village corporations which were also established

by the Act. ’ i

Enrollees to reglonal and village corporations become

sharcholders of such corporations and are required to be

Alaska Natives as defined in the Act. Under Section 6,

monics provided by the Act are distributed from the

Alaska Native Fund to the regional corporations based on |
enrollment percentayes. TLand provided by the Act is
allocated to the reglonal areas based on a formula which
Includes both enrollment and land area. All subsurface
rights in the land will vest with the regional corporations,
while surface rights will be allocated between regional

and village corporations.

Section 7(i) of the Act provides that 70 percent of revenues A
received by each regional corporation from timber resources
and subsurface estate patented to it under the Act,shall

be divided annually among the twelve Alaska regional
corporations in proportion to the number of enrollees in
eiich (Note 6).

Scction 7(j) of the Act requires that, five years after
enactment (December 18, 1971), cach regional corporation
must distribute not less than 50 percent of funds received
under Sections 6 and 7(i) to the village corporations in
its region and to its at-large shareholders.

(6)

NOTES TO FINANCIAL STATEMENTS, Continued

Incorporation and Accounting Policies:

Akhiok-Kaguyak, Inc. was incorporated June 29, 1979
resulting from the merger of Natives of Akhiok, Inc.
Kaguyak, Inc., both incorporated in 1973 as village
corporations pursuant to provisions of the Act.

and

The merger has been accounted for as a pooling of interests
involving the combining of account balances of the two
companies. Accordingly, the accompanying prior years’
financial statements have been restated for the combination
as if the two companies constituted a single entlty for all
such periods. g

Each stockholder continues to own the same number of shares
of stock in the new corporation as was owned in the
respective companies before the merger. Revenues, income
before extraordinary credit and net income of the companies
for the period January 1, to June 29, 1979, follows:

Natives of

Akhiok, Inc. Kaguyak, Inc. Total
Revenues $9,324 $6,156 $15,48B0
Income before extra-
ordinary credit $5,957 $2,001 $ 7,998
Net income $7,446 $2,501 $ 9,947

The Company is subject to certain controls by Koniag, Inc.,
a regional corporation organized under the Act. The Act
provides, among other things, that:

a) Funds allocated to a village corporation may
be withheld until the corporation has submitted
a plan for use of the moncy that is satisfactory
to the reglional corporation. The regional
corporation may require a village to enter jolnt
ventures with other village corporations and
jointly finance projects undertaken by the
regional corporation that will bencfit the
region gencrally. In the event of disayrcement
over provisions of the plan, issues in dis-
agreement shall be submitted to arbitration as
shall be provided for in the articles of
incorporation of the regional corporation.

b) For a period of ten years after the date of
enactment of the Act, the regional cornoration
shall be afforded the opportunity to review
and render advice to village corporations on
all land sales, leases or other transactions
prior to any final commitment.

Continued
(7)
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NOTES TO FINANCIAL STATEMENTS, Continued \

Incorporation and Accounting Policies, Continued:

Following is a summary of significant accounting policies
adopted by the Company:

Receipts and estimated future receipts of
monles from the Alaska Native Fund under
provisions of the Act are recorded as
contributed capital. Future receipts have
not been reflected at present values ({(see
Note 3).

Expenses of selecting land under the Act
are charged to operations as incurred.

Monies and Land Received and to be Received as a Result
of the Act:

The Company's share of the monies has been included in

the financial statements on the assumption that Koniag, Inc,
(regional corporation related to the Company) will receive
4,247 percent of the total (see Note 1). This is the
percentage of enrollment in the Koniag region to the total
entrollment of all 13 reqions (3,328 to 78,361). The Company's
share is the percentage of the Company's enrollees to total
enrollees of Koniag region.

The Company estimates it will receive $405,397 of these monies
in 1980 and $29,569 in 1981.

In additlon to the monies discussed above, the Company will
recelve surface rights to 138,240 acres of land, subsurfoce
riqhts being owned by Koniaq, Inc., Regional Native Corporation.
such lamd will bo recorded at fair value when interim con-
veyances are received or when fair values have beon determined,
whichever event occurs later. As of December 31, 1979, the
Company has received interim conveyance to 63,358 acres; fair
value has not been determined for this acreage. The value of
surface rights are considered by management to be material

to the financlal statements. Further, the Company may be
eligible for an interest in additional land under Section 12(b)
of the Act (see Note B).

Monics and land recelved or to be received are considered to
be comtributed capital and are shown as such in the financial

statements.,
|

NOTES TO FINANCIAL STATEMENTS, Continued

Income and Property Taxes:

Funds and properties received under provisions of the
Act are not subject to any form of Fedecral, state or
local taxation at time of receipt.

Real property interests received under the Act which

are not developed or leased to third parties are excmpt
from state and local real property taxes until December 18,
1991. :

Income derlved from real property interests and from
investments and operations of the Company are subject
to applicable Federal, state and local taxation.

At December 31, 1979, the Company has a net operating
loss carryforward of $24,561 for Federal income tax
purposes available to reduce future taxable income, if
any, expliring in 1985,

Capital Stock:

As provided in the articles of incorporation, 100 shares

of common stock are to be issued to each Native enrolled

to the Company. No shares have been issued as of December 31,
1979, although 147 qualified individuals have been recorded
as stockholders in the Company's records for voting

purposes and to establish a distribution roll.

Por a period of twenty years from December 18, 1971,
gstock dividends paid or other stock rights are restricted
pursuant to the Act. Such stock may not be sold, pledged,
assigned or otherwise alionated except in certain clr-
cumstances by court decrce or by decath. For the twenty
year period stock shall carry voting rights only if

the holder therecof is an eligible Native. On January 1,
1992, all stock previously issued shall be deemed to

be cancelled and shares of stock will be issued to each
s;ockholder of record, without restriction, share for
share.

Assets in Amounts to be Determined:

As indicated in Note 1, Section 7(i) of the Act provides
that certain resource revenues received by regional
corporatians are subject to redistribution to all of
the Alaskan regional corporations. This Section of the
Act is the subject of litigation to determine the method
of computing redistributable amounts. The Company's

Continued

(9)



NOTES TO FINANCIAL STATEMENTS, Continued )

\
Asscts in Amounts to be Determined, Continued:

interest in such redistribution cannot be determined
until such litigation is settled. To date, the
Company has rcceived $11,665 of Section 7(1) revenues.

1t is management's opinion that Section 7(i) monies to
be received may be material to its financial statements.

Investments: Coe

Investments in securities consist of the Company's financial
interest in the net assets of a joint investment account

formed for the benefit of village corporations in the Koniag
region. Amounts received under Section 6 of the Act by

Koniag, Inc., Regional Native Corporation in trust for sub- |
sequent distribution to village corporations have been

deposited in the joint investment account.

10.

Projects:

The Company has entered into an agreement with other 11
Koniag area village corporations whereby all lands allocated Ay | )
under Section 12(b) of the Act (commonly called "“second

round selections") by Koniag, Inc. Regional Native Corporation
will be held in trust and income from such lands will be
divided based on village corporation populations. Further,
the Company is committed for future expcnditures under

this agreement for a project at Cape Chiniak (Note 9).

Investment in Joint Venture:

1979 1978

Cape Chinlak Impact Centcr v
Joint Venture, 2.9% equity
interest:

Investment at December 31
Equity in income for the

$30,055 $32,376

period $ 1,355
Related acounts payable:
Current $ 6,066 $ 2,223
Noncurrent $10,110

During 1976, the Company entered into a joint venture with

Koniag, Inc., Regional Native Corporation and other village
corporantlons in the Koniaq reqion to develop a use for Cape
Chinlak. Such lands were formerly uscd by the United States

Alr Force as a satellite tracking station. Management

considers the facillty to have multiple use potential. !

Continued

(10)

NOTES TO FINANCIAL STATEMENTS, Continued

Investment in Joint Venture, Continued:

The agreemcnt gives Koniag, Inc., Reglonal Native Corporation
a 50 percent income interest in the joint venture and its
propertices, with the remaining 50 percent interest being
divided among the village corporations in proportion to the
number of stockholders enrolled except for rentals of rcal
property which are for the account of the village venturers
in their entirety. The Company presently retains a 2.9
percent income interest in the Cape Chiniak joint venture.

Land Selection Costs:

Koniag, Inc. billed the Company $52,900 in 1978 and $1,781
in 1977 (and a credit of $2,322 was given in 1979) for land
selection costs incurred in assisting the Company in its
selection of lands to be received under the Act (Notes 1 and
3). The unpaid balance will be repald by allocating 25
percent of future ANCSA monies distributed to the Company.

Subsequent Event:

The Company's Board of Directors on September 29, 1980

approved a plan for the merger of the Company with Koniag, Inc.
and certain other Koniag region village native corporations
(Afognak Native Corporation, Karluk Native Corporation,
Leisnoi, Inc., Nu-Nachk Pit, Inc., and 01d larbor Native
Corporation). The plan of merger is subject to the affirmative

vote by a majority of shareholders of the Company and Koniag,
Inc.

(11)
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KARLUK NATIVE CORPORATION

tlotes to Finqncial Statements

The Company togecher with the other stockholders of KISI have enterad Llnto
aprecments with hanks whereby thuy have {ndividunlly and severally puaran=
cevd indebtedness of KISI tn an amount not tn exceed $7,060,000, Noncom-
pYeunce by KIST with cercaln of the loan provisfons as they purtaln to
$2,060,000 of the dubc outstanding ac Mareh 31, 1980 hava cesulted bn
eventy of default, The lendur has chowen nut to uxeredina fes vipht tw
declare che loan dua and payable, pendlng analysis of future pecformonce of
the Company.

on July 22, 1980, KISI reached a sectlement of litigation which had commenced
in 1978. KISI's financlal statements include provision for such settle-
ment, $35,000 of which was charged co operations during the year ended
March 31, 1980.

During 1978, KISI issued 39&,000'shares of stock for $3.50 a share, the result
of which was to increase the carrying value of the Company's ownership

2 {nterest in KIST by $348,282, This increase in carrying value was not

reflected in Karluk's December 31, 1978 financial statements as they were
originally tssued. The 1978 financial atatemencs as presenced harein have
been rescated to raflect the correction of che above as follows:

Previously
staced Restaced
Investments ST Y% T S & 1% X
Provision for decline in
value of investment $ 195,107 -
Paid-in capital $ 1!129,280 1!427!562

(6) Land Conveyances
In accordance with the Act, 83,767 acres of land located on Kodiak Island in

the general viclinity of the Village of Karluk weru conveyed to the Company
in 1978. It was not practical to determine the falr value of the land at
December 31, 1979. Accordingly, no value has been included in the finan-
cial statements for the conveyance.

(7) Contingencies
Koniag, Inc. has assessed the Eoppnny approximately $26,000 for assiscance

with land selections provid di'tn prior years. Compuny management does not
agree with this assessment and intends to contest it. A provision for this
obligation, if any, has not baen recorded in the 1979 or 1978 Einancial
stacements.
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8card of Diractors
Xarluk Nacive Corporacion:

We have examined the balanca sheets of Kurluk Native Corporation as of Decem-

ber 31, 1978 and 1977, and cha related stacemencs of loss, stockholdars' equicty
and changes in finanmcial posiclon for the years chen ended. Our examinacions were
made in accordance with gzenerally accepted audicing standards, and accordingly
included such tasts of tha accounting records and such other audicting procesdures
as va considered nacessary in che circumscances, except as explained in the fol-
lowing paragraph.

e did not examine tha financial scacemencs of Kodiak Ialand Seafoods, Inc.
(KIST), a 20% and 33-1/3% owuned corporation at Decembar 31, 1978 and 1977, respec~
tively. The Company's liability valated to XIST at December 31, 1978 and 1977 was
§195,107 and $148,775, respectivaly, and 1its share of losses of KIST for che years
chen ended was $46,332 and §347,113. The financial statemancs of KISI were exam-
fned by orher auditors whose report chereon has been furnished to us. As dis-
cussed more fully ia note 5, the auditor's report on those financial statemencs as
of March 31, 1979 and 1978 was qualified as subject to ghe outcome of licigacion
against KISL, and except for the effacts on the resulcs of operations for che year
ended March 31, 1978 of an inconsistency in the mecthod of determining inventory
carrying amouncs.

In our opinion, based upon our examinacions and the qualified report of other
auditors, axcept for tha affaccs of such adjustnents, if any, as mighz have been
required had we been able to datermine the -affects on che resulcs of oparations
for the year ended March 31, 1978 of the change in the mechod of valuing invencory
of KIST and subjecc :co the oucccme of cthe previously discussed licigazion, the
aforemencioned financial scacemencs presant fairly the financial position of
Rarluk Nacive Corporation ac December 31, 1978 and 1977 and the resulcs of ics
opaerations and ths changes in its financial posicicn for che years then ended, in
confornity with genarally akcepred accounting principles applied on a consistant

March 28, 1979, axcept for
financial informacion for
KISI, as of and for the
years ended March 31, 1979
and 1978 as to which the o
dace is June 15, 1979.



\ KARLUK NATIVE CORPORATION

Noces to Financial Scacements

Summary of Significanc Accouncing Palicies
Proverty and Deprecilation

Depreciacion of furniture and equipment 1s provided ovar thair escimated
useful lives of three years using the straight-line mathod.

Resource Revenua Distributions

Resource revenues distribuctable to the Company under tha cerme of tha Act
are recorded vhen the amount thereof is daetermined and its receipt is

reasonably assured.

Amorcizaction

Orzanization costs are amorctized by use of the straighc-line method over
five years. Ac December 11, 1978, organization costs are fully amortized.

Inves:zent in Business Venctures

The Company's investmenc in Kodiak Island Seafoods, Inc. (KISI) is scated
at cost less the Company's shars of losses since acquisition, limiced to
the carrying valua thereof plus che amount of guarantaeed debe.

(2) Investoments
Tha folloving is a summary of invascment activicy for

the Company during the

period Augusc 16, 1973 (incepcion) through December 31, 1978:

Receipts from Alaska Nacive Fund invesced
Investment income

Resource revenues

Lass withdrawvals

Balance, December 31, 1978

These funds are held in trust by Koniag, Inc. and are
icates of deposit and faederal and corporate notes.

5 453,451 Cle

34,132 P
553
488,136

358,238
$°129,898

invesced in tima cevcif- !

(Continued)

KARLUK NATIVE CORPORATION

Notas to Financial Scatements

(3) Alaska Native Fund Receivable
As discussad (n nota L, the Company i3 to receive a proportionace share of
future distributions from the Alaska Native Fund. A summary of amocunts and
anticipated year of veceipt is as follous:

1979 $ 150,690
1980 108,390
1981 99,925
1982 126,708
1983 128,370
1984 60,172

5 §76,252

The above escimates are based upon the schedule of faderal appropriacions as
providad for in the Act, and cthe State of Alaska's projected raceipc of
state mineral royalties and scockholders' aligibility as of Decembar 29,
1978,

(4) Income Taxes
Funds receivaed under provisions of the Act from che Alaska Native Fund arq noc
subjact to faderal, stace or local income taxes, Real property intarasts
raceivad pursuant to the Act are also not subject to income taxes; howevar,
incoma derived from the real property interest and ocher operacions of the
Company are subject to federal, state and local income taxes.

The Company has available to reduce taxable earnings of future periods net
operating loss carryforwards as follows:

Nec operating loss axpiring in:

1979 $§ 9,512
1980 20,152
1983 3 19,630
1984 11,392
1985 13,910

$ 14,396

Net cumulative operacing loss carryforvards for income tax purposes differ
from cumulative financial statement losses primarily as a resulc of record-
ing the Company's proportionate share of che undiscribuced losses of KISI
and the decline in the net realizable value of the investmenc in Cape
Chiniak joint venture.

Investment tax credits are accounted for by use of che flow-through method,
whereby such credits are recorded when raalized.

(Continued)



KARLUK NATIVE CORPORATION
Statements of Changes in Financial Positioen

Years anded December 31, 1978 and 1977

1978 1977
Sources of working capital:
Increase Ln contribucad capital $ 5,382 19,185
Decresse in noncurrent Alaska Nactive Fund receivabla 82,311 125,309
Provision for decline in value of investmanc transferrad Y
to noncurrent liabilittes 148,775 -
Total sources of working capital 236,668 144,494
Uses of working capital:
Nat loss 60,268 406,388
Less {tems vhich do not use working capital:
Depreciation and amortizacion 287 662
Share of losses of investee, net of resuleing current |
liabilicy of $148,775 in 1977 46,332 198,338
Decline in escimaced realizable value of igvestment,
net of current year's investment - 21,783
Working capital used by operations 13,649 185,605
Increase in Alaska Nacive Fund receivable 5,182 -
Investzent in Kodiak Island Seafoods, Iac. - =
Investxent {n Cape Chinjiak joint venture 3,372 -
Transfer of receivabla from stockholders to long-term
assets - 9,110
Total uses of working capital 22,403 194,713
Increase (decrease) in working capiral § 214,365 50,221
Changes in components of wotrking capital:
Increase (decrease) in current assets:
Cash 1,787 3,837
Investments 42,396 3,661
Recelvables 7,258 86,576
Prepaid expenses (254) 254
51,187 94,328
Increase (decrease) in curreanr liabilicies:
Accounts payabla 2,709 1,551
Koniag., Inc., Regional Nacive Corporacion (582) (8,39)
Due to' joinc venture (16,430) 10,919
Accrued and withneld payroll taxes - (4,202)
Provision for decline in value of {avestment (148,775) 148,773
(163,078) 144,349
Increase (decraase) in vorking capital $ 214,265 Lég¢£%3k

See accompanylng noces o0 financial scataments.

KARLUK NATIVE CORPORATION
Notes to Financial Statements

December 31, 1978 and 1977

(1) Historv and Significant Accounting Policies

History
Karluk Native Corporation (tha Company) was incorporated pursuant to the

Alaska Macive Claims Sectlemenc Act (cha Acz), which resolved the Alaska
native land claims. Under cthe provisions of che Act, the narives and
various ragloral and village corporacions are to raceive diatribuciva
shares in the setclument which includes 40,000,000 acras of land and cash
totaling $962,500,000 (cha Alaska Native Fund).

Management ascimeces that the Company's share of discribucions received and to

In

be received under the Act will be approximataly §$1,130,000 and che surfaca
sstate of approximacely 92,160 acres of land. The regional corporation
wvicthin whosae cesignated boundaries tha Company is locatad will raecelve
title to the subsurface astace of this land,

addition to the basic settlemenc under the Act, as described above, undar
Section 7(1), regional corparations organized pursuant to cthe Acc are
required to distributa certain portions of any revenues darivad from ctimber
resources and the subsurface escace patented to such corporacions, The
Company will share in such distribuced revenuss to the axcant of L2ULTN.

At December 31, 1978, amounts dua the Company from chase sources, Lf any,
have not been determined and araz cherefore not recordad in the accompanying
financial scazements.

The authorizad capital stock of the Company consiscs of 2,500 shares of non-

assassabla ccmmon stock with $1 par valua.
stock had been 1issued.

As of Decemper 31, 1978, no

Distriburions received by the Company as of December 31, 1978, have been basad

upon scockholder eligibilicy as compiled by the United Scacas Deparsmant of
Interior at Dacember 29, 1978. These figures ara subjecc o Iurther
ravision,

Under the provisions of the Act, for the period of twenty years iTom Jecam=

ber 18, 1971, the stock issued, dividends to be paid or ocher stock rights
may not be sold, pledged, assigned or otherwise alienatad except 1ln certaia
circumstances by court decree or by deach. For the cwentv-vear periad, che
atock shall carry vocing rights only if the holder thereof i3 an eligible
Alaska nacive.

(Concinued)



\i
!
KARLUK NATIVE CORPORATION

Noces co Financial Stactements

At December 31, 1976, the Company recorded its share of che loss of KISL basad
on financial statemencs as of KISL's prioc year-and, March 31, 1976. To
provide a more currenc reflection of XIS1's oparations, at December 31,
1977, tha Company recorded its share of KISI's loss through March 31, 1978.
Had the Company recorded its share of XISL's operacions in a similar manner
i{n the prior years, the Company would have increased its 1976 earnings by
540,508 and dacreased 1975 earnings by $1,662. Since these amounts ware
not considered material to :Ee financial scacements of tha Company, the net
effect (538,846) was include i che Company's operacions for the year
ended 1977.

For years anded March 11, 1977 and prior, che invencovies of canned salmon of
XIST were scated at tha lower of cosc (Eirsc-in, first-ouc) or markeac. For
the years ended March 31, 1979 and 1973, cthe inventory was statad ac the
lowar of average cost of production or markat. KIST beliavas ctha change in
accounting in 1978 results in a mora vepresentacive allocation of coscs to
canned salmon produced. However| the Company has not determined che af-
facts oo carrying amounts of invencories and on operations that may have
resulced from the change. Accordingly, the Company cannot derermine the
effect of such changa on its share of the losses of YISI.

KISI is defendant in a lawsuit commenced in September 1978, alleging chat KISI
owes plainctiff $222,000 plus interesc for goods and services furnished by
plainciff; chac KIST breached a contracc for sale of ics 1977 canned salmon
pack (the amount of claimed damages tor which is unstaced), and thac KISI
owes plaineiff §13,000 under termy of a concract agsigned to plalnciff.
KIST has counterclaimed for $154,000 (plus ocher damages, the amount of
which i1 to be dacermined), alleging chac plainciff breached its Technical
Services Agreement wich KISI.

A liabilizy has been recorded in the financial statements for a porcion of tha
plainciff's claim. The final outcome of chis litigacion is noc presently
decerninabla. | @ ’

The Company has guaranteed a partien of a §2.1 million loan made to KISI by a
financial inscitucion; accordingly, the provision for decline in the value
of che investmant has been reclassified to noncurrent liabilicies,

[
(6) Land Convevances

In accordance with che act, 83,767 acres of land located on Kodiak Island in
the general vicinigy of the village of Karluk were conveyed to the Company
{n 1978. It was not practical to determine the fair value of the land at
December 31, 1978. Accordingly, no value has been included in the financial
statements for the conveyancg.

I

’ I



KARLUK NATIVE CORPORATION

Notes to Filnancial Statements

(S) Iavesroents In Business Ventures

The following is a summary of che Company's investments (provision for decline

in value) in business ventures:

1978 1977 |

Capa Chintak Impact Cencar
Joint Venture S 3,172 -

Kodiak Island Seafoads, Inc. § (195,107) (148,775)

In 1976, the Company entered into a joint venture with Koniag, Inc., a ragion-

al nacive corporation, and other village corporations in the Koniag region
to develop a usa for land and buildings ac Cape Chiniak, Alaska. The
property was formerly used by tha United Staces Alr Force as a sacallice
tracking stacicn. Hanagemenc considered che facility co hsve 0CS (oucar
continancal shelf) ofl development 9ite pocencial,

The agreement providas for ownership based on proporticnats stockholder

enrollment as follows:

Koniag, Inc. 50.02
Nacives of XKodiak, Inc. 10.3
Afognak Natives, Inc. 7.9
Nactives of Akhlok, Inc. 1.9
Karluk Native Corporation 3.7
Nu-Nacak-?1ic, Iac. 4.0
01d Harbor MNacive Corporation 6.6
Ouzinkie Native Corporation 6.6
Port Lions Nacive Corporation 2.2
Leisnoi, Inc. 5.8 h'w
Kaguyak, Iac. 1.0
100,02

The Company has a currenc liabilicy of 53,372 and $19,802 and a long-~cerm

tiabilicy of $12,900 as of December )1, 1978 and 1977 payabla to the joint
vantura.

Ia 1977, it was determined thac the OCS ucilization potential was limited and

significanc alcernacive uses for the property had not been davaloped.
Accordingly, deferred development coscs cocaling 538,466 were included as
an expense in che scaremenc of loss for chat yaar.

(Cancinuad)

KARLUK NATIVE CORPORATION

Notes to Financial Stacaments

In 1975, che Company acquired one-third of che capital stock of KISI, which
owns a cannery located in Larsen Bay, Alaska. During 1978 the isguance of
stock by KISI resulced in the reduction of the Company's investment co 0%
of the outstanding common stock. The Company has recordad its share of cthe
KISI losses as follows:

Decembar Jl:

1978 $ -

1976 1,662
1977 347,113
1978 8,332

A summary of the balanca sheats cf KISI ac Mareh 31, 1979 and 1978 and the
statements of oparactions for the yeurs chen ended follows:

Balance Sheats

1979 1978
Currant assets $ 5,626,967 2,726,979
Other assets 1,328,772 1,449,595
Total assacs 9 6,783,739 4,176,374
Current liabilicies 4,337,862 4,622,902
Other liabilicies 1,700,000 -
Stockholdess' equity (deficit) 715,877 _(%46,328)

Total liabilicias and
stockholders' equicy $ 6,753,739 4,175.3

Scatements of Operations

o 5,614,485 1,984,226
Cost of sales 4,407,775 2,547,083
1,006,710 (562,857)

Selling, adminiscracive and ocher income J
and expansas 1,173,305 595,022

dec loss S 166,795 1,157,879
(Continued)
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Notas to Financial Statements

Resource Revenue Distribucions

Resource revenues discributable to the Company under tha terms of the Act
are recorded when the amount thereof 1s determined and its receipt is
reasonably assured.

Investment in Business Ventures

The Company's investment in 20% of the outstanding stock of Kodiak Island
Seafoods, Inc. (KISI) is stated at cost less tha Company's share of
losses since acquislition, limited to the carrying value thereof plus thé
Company's share of outstanding guaranteed debe.

The tollowing is s summary of investment activity for the Company during tha
perlod Augusec 16, 1973 (inception) through December 31, 1979:

Receipts from Alaska Native Fund invested § 570,707

Resource revenues recelved 13,061

Investment income 48,647

632,415

Less withdrawals 381,546
|

Balance, December 31, 1979 $ 250,869

|
These funds are held in trust by Koniag, Inc. and are invesced in time certif-
tcates of deposic and federal and corporate noces.

(3) Alaska Vative Fund Receivable
As discussed in note 1, cthe Company is to receive a proportionate share of
future distributions from the Alaska Native Fund. A summary of amounts and

anticipated year of receipt is as follows: “

1980 § 524,525 !
1981 35,610
$ 560,135

(%) Income Taxes
Funds received under provisicns of the Act from the Alaska Narive Fund are not
subject to federal, stace or local income taxes. Real property interests
recelved pursuant to the Act are also not subject to income Caxes; however,
{ncome derived from the real property interest and ather operations of the
Company are subject to federal, state and local income raxes.

(Continued)
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KARLUK NATIVE CORPORATTON

Notes to Financial Statements

The Company has available to reduce taxable earnings of furure periods net
operating loss carryforwards as follows:

Net operating loss expiring in:

. 1980 $ 20,152
1983 19,630

1984 11,392

1985 13,910

§ 63,084

Net cumulativa operating loss carryforwirds for {ncome tax purposes differ
from cumulacive finanecial statement loswes primarily as a result of record-
ing in the Einanclal statements the Company's proportionate shara of the
undistributed losses of XIST and the decline in the net realizable value of
the investment in Cape Chiniak joint venture.

Investment tax cradits are accountad for by use of the flow-through method,
whereby such credics are recorded when realized.

(5) Investments in Business Ventures
The following is a summary of the Company's investments in (provision for

decline in value) and earnings (loss) from business ventures as of Decem-
bar 31, 1979 and 1978:

Investment Earnings (loss)
1979 1978 1979 1978
Cape Chiniak
Impact Center
(4% ownership
interest) H] - 3,372 1,714 -

Kodiak Island

Seafoods, Inc. $ (85,278) 153,175 (238,453) (46,332)

$ (236,739)  (46,332)

In 1976, the Company entered into a joint venture with Xoniag, Inc., a reglon-
al native corporation, and other village corporations in the Koniag region
to develop a use for land and buildings at Cape Chiniak, Alaska. The

property was formerly used by the United States Alr Force as ‘a satellite
tracking station,

(Continued)



During 1978, the joint venture ent

KARLUK NATIVE CORPORATION

Nores to Financial Statements

ered into a lease agreement with the United

States GCovernment for the use o

€ the building facilities at Cape Chinlak.

The lease provides for an initial twency mont

h term, commencing February 1,

5

KARLUK NATIVE CORPORATION

Notas to Financial Statements

and 1978 follows:

A summary of the Company's liability to the joint venture at December 31, 1979

1979 with options to renew for elght comsecutive one year periods. As full 1979 1978
compensicion for the lease, the joint ventura recelved tizle to a hotel in —l ==
ttew Jursey. Duriag 1979 the joint venture gold the hotael which resulred in
net cash proceeds to the joint venture of spproximately $180,000. The
terms of the lease specify that che net cash proceeds are to be earned by
the joint venture over the sixty month period beginning Fabruary 1, 1979,

Currently due $
Long-term payable

- 3,372
7,878 12,900
$ 1,878 16,272

A summary of the balance sheets of KISI at March 31, 1980 and 1979 and the
scacements of cperations for the years then ended follows:

Total

Subsequent to year-end, the government informed the joint venture chat they
would be terminacing the lease affective September 30, 1980, It is antici-
pated that the joint venture will have to remit approximarely $120,000 of
the cash received from the sale of the hotel to the govermment. Balance Sheets

A summary of tha unaudited financial data of the joint venture as of and for | Iy 1980 1979
the year ended December 11, 1979 follows: Eriid A5 2

Current assats $ 3,773,657 5,624,967
Balance Sheet Other assety 1,583,368 1,328,772
1979 Total
- otal assets $ 3380028 &332
. Current liabilities 5,703,413 4,337,862
Assats: Other liabilicies 80,000 1,700,000
Due from village participants $ 189,754 Stockholdars' equity (deficit) (426,388) 715,877
Deferred charges 1,046,386 ==
Tocal liabilities and
§ 1,236,140 stockholders' equity $ 5,357,025 6,753,739
Lisbilicies and venturers' agents: Statements of Operations ~
Deferred leasa income 134,868
due to Koniag, Inc. 54,883 Salas $ 7,292,651 5,414,485
Vencurers' equicy 1,046,385 Cost of sales 6,835,760 4,407,775
456, ,006,
s 1,226,140 56,891 1,006,710
Salling, administractive and other
Statement of Net Earnings incoma and expenses 1,649,156 1,173,505
Lease income $ 18,227 Net loss $ 1,192 265 166,795
Interést income 5,333 |
H 23,580 ; (Continued)

(Continued)



KARLUK NATIVE CORPORATION
Statements of Loss

Years ended December 31, 1979 and 1978

1979
Revenues:
Intereut income $ 14,515
Rugsourcae ravenuey 13,30}
Intecest received from the Alaska Nacive Fund 3,139
30,957
Expunses:
Board of Directors:
Fees 2,900
Per diem 4,824
Travel ] 3,848
Accounting and consulting fees 5,576
Legal fees 1,022
Payroll and payroll taxes 1,680
Licenses S0
Depreciacion 40
Rent e
Office supplies B
Amortization e
Other 655
20,595
Yet loss from invescees (nore 3) 236,739
257,335
Net loss < 7§ 226,377

See accompanying noces to financial statements.

KARLUK NATIVE CORPORATLON

Statements of Stockholders' Equity

Years endad December 31, 1979 and 1978

Paid-in caplcal:
Balance at beginning of year
Changes in Alaska Native Fund recaivable (nota 3)
Increase in invescment carrying value resulting Exom
stock issuance by investee (noce 5)

Balance at end of year
Deficic:
Balance at beginning of year

Net loss for the year

Balance at end of year

See accompanying notes to financial statements.

§

$

1979 1978
1,477,562 1,123,898
= 5,382
- 348,282
1,477,562 1,477,562
519,317 459,049
226,377 60,268
745,694 519,317




KARLUK NATIVE CORPORATION

Stutements of Changes in Financial Position

Years ended December 31, 1979 ond 1978

Gourved of working capical:

Rucetpti and change (n amuunt due from Alaska
Native Fund within one year

Increase in concributed capical

Reclissification of provision for decline {n value
of investment

Decrease {n investment in jolnt venture

Total sources of workiny capical

Uses of working capital:
det loss
Less jtems which do not use working capital:
Deprectacion and amortization ,
Share of losses of {nvestees, net of resuleting
current liabilicy of $85,278 in 1979
Working capital used by operations

Increase in Alaska Nacive Fund receivable
Decrease in long-term amounts due to joinr venture
lavestment in joint venture
Increase in investment carrying value resulting from
{ssuance of stock by invegtee
Toral uses of working capical

Increase fa vorking capical

Changes in components of working capital:
Increase (decrease) in current assets:
Cash
Investments
Receiviables
Prepaid expenses

Increase (decrease) in current liabllities:
Aczounts payable
Xonjaw, Inc., Regional Native Corporation
Due to joint venture
Provislon for declina in value of investment
Othec

Increase in working capital

Sce accempanying notes to financial statements.

il

1974
rustated
1979 (note 5)
§ 487,952 82,511
. 153,664
L 148775
5,086 -
293,038 584,050
226,377 60,268
40 287
151,461 46,332
74,876 13,640
- 5,382
5,022 -
s 3,372
- 11348282
75,898 370,685
$ 413,140 214,265
]

(358) 1,787
120,971 42,396
374,630 7,258

- (254)
795,243 31,187
|

(1,218) ' 2,709
593 (582)
(3,372)  (16,430)
§5,278  (148,075)

822 -
82,103 (163,078

§ 413,140

214,265

KARLUK NATIVE CORPORATION
Notes to Financlal Statcwments

Decembuer 31, 1979 and 1978

(L) Mturory and Stunilicane Acgounting Polfcien

Litory

Kirluk Marive Corporation (Company) was Incorporated pursuent to the Alaska
Natlve Claim: Settlemene Act (Act), which resolved the Alaska aarlve Land
clalmn. Under the provisions of the Act, the naglves and varclons reglonal
and village corporations are to receive discribuciva shares in the sattle-
ment which includes 40,000,000 acres of lund and cash totaling $962, 500,000
(the Alaska Native Fund).

Manogement estimates that the Company's share of distributtons received and to
be received under tha Act will be approximaccly $1,130,000 and the surface
estate of approximately 92,160 acres of land. The reglonal corporation
withln whose deslgnated boundaries the Company is located will recelve
title to the subsurface estate of this land.

In uddition to the busic settlement undor the Act, as described above, under
section 7(1), regional corporations organized pursuant to tha Act are
required co distribute certain porctions of any revenues derived from timber
resources and the subsurface estate patented to such corporations. The
Company will share in such distributed revenues to the extent of .1187%.

The authorized capital stock of the Company consists of 2,500 shares of non-
assessable common stock with $1 par value. As of December 31, 1979, no
stock had been issued.

Distributions recelved by cthe Company as of Dccember 31, 1979, have been based
upon stockholder eligibility as complled by the United Stactes Department of
Incerior at Decembar 31, 1979. These figures are subjecc to further
revision.

Under the provisions of the Act, for the period of twenty years from Dacem-—
ber 18, 1971, the stock issued, dividends to be paid or other stock rights
may not be sold, pledged, assigned or ocherwise allenated except in cercain
circumstances by court decree or by death. For the twenty year period, the
gtock shall carry voting rights only 1f the holder thereof 1s an eliglble
Alaska native. ,

Summary of Significant Accounting Policies
Property and Depreciacion
Depreciacion of furniture and equipment is provided over thelr estimaced
useful lives of three years using tha straight-line method.

(Continued)



Certified Public Accounn}nls

| S—
Peat. Marwick, Mitchell & Ca

Aliska Mutual Bank Building
601 West Sth Avenue, Sulie 700
Anchorage, Alashi 99501

Buard of Directors
Karluk Native Corporation:

We have examined che balance sheecs of Karluk Mative Corporation as of Decem-

ber 31, 1979 and 1978, and the related atatements of lows, stockholdurs' equlty
and changes In financial position for the years then ended. Our examinations were
made in gccordance with generally accepted auditing standards, and accordingly
included such tests of the accounting records and such other auditing procedures
48 we consldered necessary In the efrcumstances, except as explained in the fol-
lowing paragraph.

We did not examine the financial statements of’ Kodiak 1sland Seafoods, Inc.

(KISI), a 20% owned corporation at December 31, 1979 and 1978. The Company's
investment (liabflity) related to KISI at December 31, 1979 and 1978 was $(85,278)
and $153,175, respectively, and its share of losses of KISI for the years then
ended was $238,453 and $46,332. The financial statements of KISI were examined by
other auditors whose report thereon has been furnished to us. As discussed more
fully in note 5, the audicor's report on those financial statements as of March 31,
1980 and 1979 was qualified subject to the Company's ability to continue as a

going concern which {s dependent upon continuing postponement of demand for payment
of term notes pavable or the obtaining of alternative financing, and the ability

of the Company to generate profitable operations which, among other faccors, is
dependent unon the strength of the 1980 galmon runs and quancities of fish deliv—
ered to the Company to be packed.

The Company has guaranteed bank loans of KIST who has not complied with certain
loan conditions as more fully described in note 5. The bank has chosen not to
declara the loans due and payable. The effect on the financial posicion of the
Compuny 1in the event that the bank were to declare the loans due and payable is
not presently decerminable.

In our report dated March 28, 1979, our opinion on the 1979 financial statements
was qualified subjact to the outcome of litigation against KIST. As is explained
{n note 5, this litization was settled on July 22, 1980. Accordingly, our present
opinfon on cha 1978-financilal statements, as presented herein, is different from
that expresyed in our previous reporc.

i

| Teat Marwick, Maenell & Ca

Board of Directoruy
Karluk Native Corporation
d

In our opinion, based upon our examination and the report of the other auditors,
subject to the effects, if any, of ultimate resolution of che uncertaincles as
digscussed in the second and third paragraphs, the aforementloned financial setate-
ments present fairly the financial position of Karluk lative Corporation at Decem-
ber 31, 1979 and 1978 and the results of irs operations and the chanzes in its
Einancial position for the years then ended, {n conformity with generallv accepted
accounting principles applied on a consistent basis.

Fnts Ponunelly ele 00 £ (5

April 1, 1980, except for
financial information for
KISI, as of and for the
years ended March 31, 1980
and 1979 as to which the
date {s July 30, 1980.



KARLUK NATIVE CORPORATION
Balance Sheuts

December 31, 1979 and 1978

Assets

Current asaecs:
Cash
Investmencs, plus accrued interest, at cost, which
approximates market (note 2)

Receivables:
Alaska Native Fund, to be received within one
year (note 3)
Resource revenues receivable
Notes from stockholder
Karluk Village Council - fuel tank

Less allowance for doubtful receivables
Net receivables

Total current assets

Office furniture and equipment, at cost
Less accumulated depreciation
Net office furniture and squipmenc

Due from stockholders

Alaska Native Fund, excluding smounts to be received
within one year (note 3)

Investments (note 5)

See accompanying notes to financial statements.

1978
) restated
1979 {note 5)
$ 7,225 7,583
250,869 129,898
524,525 150,690

795 -

- 6,179
- 3,840
525,320 160,709
- 10,019
525,320 150,690
783,416 288,171
- 1,633
= 1,593
40
9,110 9,110
35,610 523,562
- 156,547
$ 828,134 971,430

M

Lisbilities ard Stockholders®' Equity

Current liabilities:
Accounts payable
Koniag, Inc., Regional Native Corporation
Due to joint venture (note 5) X
Provision for decline in value of investment (note 5)
Other
Total current liabilities

Due to joint ventura, eucluding current porcion (note 5)

Stockholders' equity (ncce 1):
Common stock of $1 par value.
shares; none issued
Paid-in capital (note 5)
Deficit

Authorized 2,500

Total stockholders' equity

Contingencies (notes 5 and 7)

1978

resctated

1979 inote 5)

$ 1,698 2,913
593 -

- 3,312
85,278 -
822 -

88,388 6,285

7,878 12,900

1,477,562 1,477,562

745,694 519,317

731,868 958,243

§ 828,134 377,430



KARLUK NATIVE CORPORATION
Balance Sheets

December 31, 1978 and 1977

Assects

Current assecrs:
Cash
Invescuants, plus accrued inceresc, at cost, which
approxinates aarkat (noca 2)

Recelvacles:
Alaska Macive Fund, to be received within one year
(noce 3)
Notes from stockholder
Karluk Yillage Ccuncil - fuel cank

Less allowance for doubtful receivablas
Net raceivables

?repaid expenses
Tocal current assers

Office furnitura and equipment, at cost
lass aczumulared depraciacion
Net offize furniture and equipmenc

Due {rom stockholders
Alagska Yative Fund, excluding amouncts o be received
4ithin one year (noce 3)

Invescuens in joint vencure
Orgzanization coscs, net of accumulated amortizazion

See aczomparving noces to financial scacements.

1978 1977

S 7,583 5,796
129,898 87,5

) ) P?W
150,690 141,622
6,179 6,179
3,840 5,650
160,709 153,451
10,019 10,019
150,690 143,432
- 254
788,171 _ 236,984
1,633 1,633
1,593 1,624
20 309
9,110 9,110
523,562 600,691
332,672 609,301

3,372 =
- 118

$ _ 824,255 _ 847,112

Liabiliries and Stockholders' Equity

Current liabilities:
Accounts payabla
Koniag, Inc., Regional Nacive Corporation
Dua to joint vanture (noce 5)
Provision for decline in value of {nvestment (note 5)
Total currenc liabilicies

Provision for dacline in value of invesctment (note 5)
Due to joinc vencure, axcluding current portian (note 3)

Stockholders' equity (noca 1):
Common sctock of Sl par valua.
none issued
Paid-in capical
Daficit

Authorized 2,500 shares;

Total scockholders' equicy

Contingencies (noce 5)

1978 1977
2,913 294
- 582
3,372 19,802
- 148,775
6,285 169,363
195,107 -
12,900 12,900
1,129,280 1,123,898
319,317 439,049
509,963 864,349
824,253 347,112




KARLUK NATIVE CORPORATION

Stacements of Loss

Years anded December 31, 1978 and 1977

Revenuus @
Incerest income
Rasource revanues
Othar

Expensas:
30ard of Directors:
Fees
Per dies
Travel
Accounting and consulcing fees
Legal fees
Rent
Office supplies
Land se¢laccion costs
Depreciation
Amorcizacion
Licenses
Pavroll taxaes
Qther

Provision for doubtiul receivables

Share of losses of invescee (noce 5)

Decline in astizaced csac realizable value of investment
(roca 5)

Net loss

See accompanying notes to financial statements.

1,830
3,600
6,191 Iy
5,968

1,752
642
553
481
131

50
42
81
19,371

10,019
347,113

38,469
414,972

406,288

KARLUK NATIVE CORPORATION
Statements of Stockholders' Equicy

Years ended December 31, 1978 and 1977

1974 1977

Paid-in capital:

Balance at beginning of year $ 1,123,398 1,104,713

Alaska Native Fund discributions (nmoce 3) 5,382 17,608

Othar - 1,577

Balanca at end of year $ 1,129,290 1,323 39
Deficic:

Balance at baginning of year 459,049 52,661

Net loas for che year 60,263 406,388

Balance at end of year § 519,317 259,049

Saa accompanying notes co financisl scactements.
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The Stockholders
Koniay, Inc., Regional
Native Corporation

Kodiak, Alaska

We have examined the consolidated balance sheets of Koniag, Inc.,
Regional Native Corporation, and subsidiaries as of June 30,

1980 and 1979, and the related consolidated statements of
operations and changes in financial position for the years then
ended. Our examinations were made in accordance with gencrally
accepted auditing standards and, accordingly, included such

tests of the accounting records and such other auditing pro-
cedures as we considered necessary in the circumstances.

As discussed in Notes 3 and 7 to the consolidated financial
statements, the Company will receive monies and subsurface rights
in the future in amounts and at times which arc not presently
determinable. Such items will be material to the consolidated
financial statements.

In our opinion, subject to the effect of adjustments which might
have heen required had the m3qtiters discussed in the preceding
paragraph been resolved, the aforementioned financial statements
present fairly the consolidated financial position of Koniag, Inc.,
Regional Native Corporation and subsidiaries at June 30, 1980

and 1979, and the consolidated results of thelr opcrations and
changes in fipancial position for the yrars then ended, in con-
formity with generally accepted accounting principles appliecd on

a consistent basis, =

,;;7,«, /..?v;/«w

Anchoraqge, Alaska

August 30, 1980, except for
matters discussed in Notes 10,
3 and 14 for which the date is
October 1, 4 and 6, 1980,
respectively



Alaska Native Fund receivable,

KONIAG, INC.,

CONSOLIDATED BALANCE SHEETS, June 30,

ASSETS
Current:
Cash
Investments in securities, at cost
(approximates market) (Note 5)

Receiviables:

Alaska Native Fund

Notes

Village corporations

Trade, less allowance,
and 5120,000 (1979)

Advances to fishermen

Other

(Notes 3 and 9)

$36,834 (1980)

Inventories . (Notes 2 and 10)
Other current assets
Total current assets

noncurrent

portion (llotes 3 and 9)

Cape Chiniak Impact Center Joint Venture

receivable (Note 4)

tNotes receivable
Property and equipment, at depreciated

cost (Notes 2, 6 and 10)

Other asscts:

Land selection costs (Note 2)

Investment in Cape Chiniak Impact Center
Joint Venture, at cost (Note 4)

Investment in Kodiak Island Scafoods,
(Notes 2 and 4)

Investment in American Indian National
Bank, at cost

Investment in oil,
leases (Note 8)

Land and land improvements held for
development, at cost

Exploration costs (Note 7)

llistorical library, at cost

Miscellaneous

Asscts in amounts to be determined
(Notes 3 and 1)

Inc.

gas, and hydrocarbon

REGIONAL NATIVE CORPORATION

1980 and 1979
(]
1980 1979

$ 177,580 § 67,427
]
7,763,907 188,209
636,870 3,000,000
6,156 129, 451
52,275 134,676
369,189 558,546
203,388 N
119,861 14,719
L)
1,387,739 3,837,392
919,244 746,315
111,076 63,669
10,359,546 4,903,012
636,841 7,831,777
326,180
42,477 45,019
6,855,241 3,706,720
871,966 763,213
523,193 564,558
477,917 799,670
55,000 55,000
1,287,700 |
189,201 189,291
49,093 49,093
11,218 11,218
84,604 69,879
$21,444.087 $19,314,640

The accompanying notes are a part of the
consolidated financial statements.

(2)

v

]

LIABILITIES
Current:
Notes payable, banks (Note 9)
Current portion of long-term debt
(Note 10)
Accounts payable
Customer deposits
Exploration monies including accrued
interest (Note 7)
Accrued expenses:
Payroll, pension and payroll taxes
Property and other taxes
Interest
Other

Total current liabilities
Long-term debt (Note 10)

Commitments and contingencies
(Notea 4, 7, 8, 13 and 14)

CAPITAL
Common stock (Note 11)t
Authorized:
5,000,000 common shares in two
classes, A and B
Issued and outstanding:
Class A, 1 cent par valuo; 225,200
shares in 1980; 224,500 shares
in 1979
class B, 1 cent par value; 107,900
shares in 1980; 103,400 shares
in 1979
Contributed capital (Notes 2, 3 and 11)
Accumulated deficit

1980 1979

$ 1,076,340 100,000
1,592,837 156,348
289,349 267,732
33,026 72,955
602,736 719,338
66,438 73,405
71,396 51,512
134,761 24,200
4,683 9,711
3,871,566 1,475,201
2,084,301 1,621,572
2,252 2,245

1,079 1,034
19,930,069 19,415,906
(4,445,180) _(3,201,318)
15,488,220 16,217,867
$21,444,087 £19,314,640
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CONSOLIDATED STATEMENTS OF OPERATIONS

for the years ended June 30, 1980 and 1979

1

h 1980 1979
Revenues:

Merchandise sales $ 1,901,140 S 2,749,824
Seafood sales : 527,184
Rentals 440,533 474,826
Intecrast and lnvestmont incoma 157,642 133,023
Natural resource revenue (7(i) income)

received from other reglonal

native corporations (Note 7} 254,623
Other 23,726 41,920

3,204,848 3,399,593

Operating expenses:
Cost of merchandise sales' 1,669,438 2,698,156
Cost of seafood sales 614,520
General and administrative (including
direct costs of rental properties):

Personnel 514,076 470,717
Directors' fees and expenses 36,973 92,928
Professional fees and expenses:

Legal 154,875 90,021

Accounting 60,312 48,470

Other 47,870 119,894
Rental, utilities and janitorial 175,392 135,198
Travel 59,638 73,222
Provision for bad debts 16,984 54,505
Depreciation and amortization 168,311 125,203
Interest 344,720 265,733
Insurance 53,548 36,871
Taxes 45,877 44,533
Other 205,605 180,189

4,168,039 4,435,640

l.oss from operations (963,191) (1,036,047)

Equity in loss of investee (KIST) . (280,671) (16,330)
Net loss (1,243,862) (1,052,377)
Accumulated deficit, beginning of year (3,201,318) (2,148,941)
Accumulated deficit, end Jf'year $(4,445,180) §(3,201,318)
Loss per common share $ (3.73) § {3,21)

The accompanying notes are a part of the
consolidated financial statements.

(3



CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

for the years cnded Junc 30, 1980 and 1979

Sources (applications) of working capital:

Operations:
Het loss
bBepreciation and amortization
Equity in loss of Kodiak Island
Scafoods, 1nc.
Goin on sales of property and c¢quipment

Working capital used in operations

Collection and current maturities of
noncurrent recceivables:
Alaska Native Fund
Village corporations
Notes
L.ongy=-term borrowinas
Allocation of land selection
costs to village corporations
Contributed capital ($514,163) and common
stock (552) adjustments (Notc 11)
Proceeds on dispositions of property
and equipment
purchases of property and equipment
Decrease (incrcase) in Cape Chiniak
Impact Center Joint Venturc:
Investment
Receivable
Land selection costs incurred
Investment in oil, gas and hydrocarbon
leases
Investment in Kodiak Island Secafoods, Inc.
Ixpenditurcs on land and land improvements
held for development
Payments on Jong-term debt
Increase ‘in other miscellancous asscts

Increase in working capital

Continued

(4)

Pl

A}

$(1,243,862)%$(1,052,377)

258,660 160,339 .
280,671 16,330
(4,313) (3B8,668)
(708,844)  (914,376)
7,194,936 3,471,217
85,000
2,542 118,238
637,395 700,422
24,903 [
514,215
95,621 43,045
(3,453,977)  (224,912)
41,1365 {(6,348)
326,180 182,849 |
(133,646)  (134,347)
(1,287,700)
(819,000)
(101,848)
(174,666) (218,191)
(18,155) {35,251)

5, 3,060,269 §, 2,146,498

CONSOLIDATED STATEMENTS OF CHANGES IN
FINANCIAL POSITION, Continued

for the years ended June 30, 1980 and 1979

Changes in componants which increased
(decreased) working capital:
Cash
Invoestments
Receivables
Inventories
Property held for sale
Other current assets
Notes payable .
Accounts payable and customer deposits
Exploration monies
Accrued expenses

Increasa in working capital

1980 1979
$ 110,153 § (57,219)
7.575,698 42,560
(2,449,653) 1,439,024
172,929 (269,099)
(57,828)
47,407 (2,540)
(2,412,829) 961,243
18,312 145,500
116,602 (55,297)
(118,450) 154

$3,060,169 2,146,498

The accompanying notes are a part of the
consolidated financial statements.

(5)



HOTES TO CONSOLIDANTED FINANCIAL STATEMENTS

Alasika Native Claims Scltlement Act (the Act) s

The Ack entitles Alaska Natives to 44 million acres of
lund and monics totaling $962,500,000. The monics will
b leepost i ted i thee Alaska Nalive Fund, $4062,500,000

by the Federal government and $500,000,000 from royalties
amd Teasie sales of minerals owned Ly Lhe State of Alaska
aind the Federal government in Alaska,

The Act provides for division ofF the State of Alaska

into twelve regional arcas, cach of which is represented
Ly a regional corporation. Further, a thirteenth regional
corporation was cstablished for those Alaska Natives
ruesiding outside of Alaska. Bach regional area has,

in turn, a number of villaye corporations which were also
cstablished by the Act.

Lnrollees to regional and village corporations become
stockholders of such corporations and are required to be
Alaska Natives as defined in the Act. Monies provided

by the Act are distributed from the Alidska Native Fund

Lo reqional corporationn based on cnrollment percentages,
Land provided by the Act {5 allocated to roglional arcvas
batad on a formula which includes both enrol Iment and
lLaml arca.  All subsurface rights to land will vest

with the regional corporations, while surface rights will
be allocated Lotween regional and village corporalions.

Section 7(1) of the Act provides that 70 percent of roevenues
received by cach regional corporation from timbor resounrces
and suhgsurface estate patented to it under the Act shall

b divided annuially among Lhi: ewelve Alaskan regional
corporations in proportion to the number of enrulleces in
vach (sce Note 7).

Section 7(j} of the Act requires that each regional corpor-
ation distribute certain portions of funds received by the
regional corporation:

{a)  from the Alaska Native Fund, and
(L) under Scction 7(1) of the Act.

Not less than 555 of the funds, in the above two categories
which age received after Decombor 18, 1976 must be distri-
buted Lo the villaqe corporations in the region and to
"al-lurge" sLockholders (those stockholders not also stockr
holders in a village corporation). Prior to December 18,
1976, a different basis of distribution was applicable,.

(n)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued

Incorporation and Significant Accounting ro)fcics:

Koniag, Inc., Regional Native Corporation, wa:s yncorpn ated
on June 23, 1972 under provisions ot Lhe Act.

The following is a summary ol signilicant accounting policies
adopted by the Company:

Consol idation

The consolidated financial statemonts include the accounts

of the Company and its wholly-owned subsidiarics, The Kazim
Company, Kodiak Swiftsurc Corporation (Formerly Southcentral
Ocean Resources Enterprises, Inc.), Shellkof Net Company

(owned by The Kazim Company), and Cook Tnlet Constructors, Inc.
(owned by The Kazim Conpany and currently inasctive). Inter-
company transactions and accounts are eliminated in
consolidation.

The Company is engaged in the busincsses of gencral invest-
ments, seafood processing, commercial and residential real
property investment and development, and fishing supply
merchandise sales,

Scafood processing is condueted by Kodiak Swiltsure Corporation.
The operating ansnots of o processing plant Yocated an Baliak,
Alaska were purchased in March, 1980 for cash and notes,
Swiftaure's operations in Fiscal TOHO were Dimitesd te i
horring flshery scason. Firhing supply sales are comdueted

by Shalikal Nel. Company.  “Pransactions arve comlueted in tlee
normal course of Shelikol's and Swiltsure's business with
stockholders, directors and officers of the Company.

Investments in affiliates 20% to 50% owned are recorded at
cost, adjusted for Konlag's equity in undistributed earnings
or losses since acquisition. Investments in companies in
which the ownership interest is less than 20% are carriced

at cost.,

See Note 4 with respect to the Compuny's jolnt venture )
operations.

Receipts from Alaska Native Fund

The Company's share of receipts and estimated future receipts
of monies from the Alaska Native Fund under provisions of

the Act are recorded as contributed capital. Futurc receipts
have not been reflected at present value (see Note 3).

Continued
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, antinued i
\

Incorporation and Significant Accounting Policies, Continued:

Inventories

Inventories are priced at the lower of cost (first-in,
first-out) or market.

Land Selection Costs

The Company has elected to defer expenses incurred for land
selection. Such deferred costs will be allocated to real
property interests as they are conveyad to the Company

(sce Notes 1 and 3).

bDepreciation and Amortization

Depreciation and amortization of property and equipment is
provided by the straight-line method over the estimated
uscful lives of the assets (or terms of related leases for
leasehold improvements, if shorter). Gains and losgsses from
asset disposals are included in operating results.

Investment Tax Credits

Investment tax credits will be accounted for as a reduction
of Income tax expense in periods allowable as credits to
taxes payable (the "flow-through mothod").

Monies and Land Received and to be Recelved as & Result
of the Act:

The Company's share of the monies has been included in the
financial statements on the assumption that the Konlag region
will receive 4.246 percent of $962,500,000 (see Note 1). This
is the percentage of enrollment in the Koniag region to the
total enrollment of all 13 regions (3,331 to 78,454). This is
subject to change pending results of an extension of the
enrollment process which closed December, 1976. Such
extension allowed Alaska Natives who had not previously
enrolled to do so. The Bureau of Indian Affairs has not

yet certified the final enrollment. Management does not
expect that the Company's share will change materially

as a result of final determination of such enrollment.

It is presently estimated that the Company will receive the

. balance of monies from the Alaska Native Fund as follows:

$636,870 in Fiscal year 1981 and $636,841 in fiscal year
1982.

Continued
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued

Monies and Land Received and to be Rececived as a Result
of the Act, Continued:

In addition to monies discussed above, the Company estimates
that it will receive subsurface rights to a minimum of
approximately 1,101,000 acres of land, of which approximately
185,000 acres will be restricted to oil and gas rights, and
of which approximately an additional 68,438 acres are for

the time being restricted to oll and gas. Surface rights
will be owned incipally by village corporations in the
region. Subsuxface rights will be recorded at fair

value upon interim conveyance, but not before such fair value
has been determined. The value of subsurface rights, and
revenues which will ultimately be realized therefrom, are
considered by management to be material to the financial
statements. Amounts ultimately recorded for surface and sub-
surface rights, less previously recorded land selection costs,
will increase contributed capital.

The Company and village corporations have requested the Congress
of the United States to make certain modifications in the
selection of both surface and subsurface lands whereby entitlement
to gsurface and/or subsurface estate on the Alaska Peninsula
would be exchanged for surface and subsurface estate in lands
located on Afognak Island. Provisions embodying this request
are included in the D-2 legislation (HR 39) which, as of

August 1980, had been passed by both the House of Representatives
and the Senatoc. While the provisiona respecting the Koniag
Exchange proposal are identical in the Versions of HR 39 as
passod by the House and Senate, there are differences in other
agpects which must be reconsidered. The legislation therefore
remained pending before Congress when it recessed temporarily

on October 4, 1980. If the Exchange proposal is adopted by

the Congress, the Company estimates that it will own
approximately 1,094,000 acres of subsurface estate, of which
approximately 393,000 acres will be oil and gas rights only.

In addition, the Company estimates that if the Exchange proposal
is adopted it will own a fractional interest in a land ownership
and timber joint venture on Afognak Island (the other venturers
being the villaye corporations) based on the Company's entitle-
ment of approximately 53,000 acres.

Investments in Affiliates and Joint Venture Operations:
Investment in Affiliates

In November, 1978, the Company acquired 234,000 shares of
common stock of Kodiak Island Seafoods, Inc. (KISI), re-
presenting a 23.54% equity interest. KISI operates a
cannery, fishing vessels and a store and is located in
Larsen Bay, Alaska.

Continued
(9)



NOTES TO CONSOLIDATED FINANCIAL STATEMENYS, Continued

\

Investments in Affiliates and Joint Venture operations,
Continucd:

Investment in Affiliates, Continued

KISI was formed in 1975 by three village corporations,
Nu-Nachk Pit, Inc. (Larsen Bay), Old Harbor Native
Corporation and Karluk Native Corporation, In 1978,
Leisnoi Native Corporation also invested in KISI.

KISI reported a net loss of $1,192,265 for the year ended
March 31, 1980. At that date, it had an accumulated deficit
of $2,405,388 and total stockholders' equity deficiency of
$426,388. The Company's equity in KISI's net loss for fiscal
1980 was $280,671.

The cost of the Company's investment was $622,343 in excess
of its equity in KISI's underlying net assets at date of
acquisition. This excess cost (goodwill) is being amortized
over 20 years on a straight-line basis. Amortization for
1980 and 1979 was S$41,082 and $3,000, respectively.

The Company has guaranteced certain bank loans of KISI
which amounted to $473,000 at June 30, 1980.

The Company and the remaining shareholders of KISI have
jointly and severally guaranteed a line of credit from a
bank of up to $4,700,000, but not in excess of the borrowing
pase which is an amount calculated from stipulated per-
centages of eligible trade accounts receivable and canned
salmon inventories ($361,743 in related loans outstanding

at June 30, 1980).

Also, the Company has quaranteed a line of credit from a
KISI supplicr, not to cxceed $85,000, to December 31, 1980.

Cape Chiniak Impact Center Joint Venture

The Company selected, for a village corporation in its area,
under Section 12{(b) of the Act, certain lands located on
Cape Chiniak, Alaska. Situated on the lands are commercial
quantitics of timber, numerous buildings, and some personal
property. The village corporation entered into a joint
venture agrecment with certain other village corporations in
the regional area and the Company. The agrecement calls for
the joint development of the property and, in effect, gives
the Company a 50 percent income interest in the joint venture
and its properties except for rentals of real property which
are for the account of the village venturers in their
entirety. The Company has been retained by the joint venture
to manage the properties.

Continued
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued

Investments in Affiliates and Joint Venture Operations,
Continucd:

Cape Chiniak Impact Center Joint Venture, Continucd

Effective February 1, 1979, the joint venture leased a
portion of the facilities to the U.S. Department of Labor,
Job Corps for operation of a Job Corps Center. The lease
has been terminated by the Job Corps effective September 30,
1980.

Through June 30, 1980, the Company has advanced funds in

its management function and allocated certain general and
administrative expenses. The Company's share of the joint
venture net expenditures ($523,193) has been included in the
balance sheet as an investment. Unreimbursed advances of
$46,099 at June 30, 1980 due from the U.S. Department

of Labor, Job Corps, are included in other current receivables.

Investments in Securities:

Investments consist of the Company's financial interest in
the net assets of a joint investment account.

Joint investments at June 30, 1980 consist of the following:

Cash and short-term cash investments
(from receipts of Alaska Native
Fund distribution made June 30,
1980) $14,204,923

U0.8. Treasury notes 3,357,945
Ssmithkline Corporation, 8.15%
bonds due December 15, 1984 150,000
Dreyfus Mutual Fund 167,740
Accrued interest 75,021
17,955,635
Amounts held in trust for benefit
of village corporations and
shareholders (10,191,728)
Company share $ 2,763,907

(11)



NO'T'ES ‘'O CONSOLIDATED FINANCIAL STATEMENTS, Continued

Property and Equipment:

Property and cquipment at June 30, 1980 consists of the
following:

Total Operating Rentals
Land $1,031,994 $ 593,909 $ 438,085
Buildings 4,344,259 . 2,001,146 2,343,113
Dock 419,089 419,089
Leasehold improvements 111,845 111,845
Residential furniture 141,643 141,643
Office furniture and
equipment 108,015 108,015
Machinery and equipment 1,222,795 1,222,795
Vehicles 61,369 61,369
Training equipment 23,052 23,052

7,464,061 4,541,220 2,922,841
Accumulated depreciation
and amortization (608,820) (252,270) _ {356,550)

$6.855,241 $4,288,950 £2,366,291

Assets in Amounts to be Determined and Related Liability for
Exploration Monies Received:

As indicated in Note 1, Section 7(i) ofifhe Act provides that
certain natural resource revenues received by regional
corporations are subject to redistribution to all twelve
Alaskan regional corporations. Section 7(i) is the subject
of litigation which will determine the method of computing
rodistributable amounts and proportionate basis for re-
distributions among reglonal corporations.. During 1979, the
reqgional corporutions were ordered by the court to make
distriblitions of the uncontested portion of 7(i) receipts.
The Company reccived $254,623 of such distributions in fiscal
1980, The Company's interest in remaining redistributions
cannot be finally determined until conclusion of litigation
and until other regional corporations make available detailed
information regarding such amounts. Public statements issued
by certain other regional corporations indicate that sub-
stantial transactions have been entered into which involve
Section 7{i) monies. |

Continued
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued

Assets in Amounts to be Determinad and Related Liability for
Exploration Moniecs Received, Conktinucd:

10 date, the Company has itsclf gencrated resource revenucs
distributable to other regional corporations under Section 7(i).
Seventy percent of the gross amount, including accrued interest,
and after payments of uncontested amounts of $173,874, has been
included in the balance sheet as a liability. The amount is
subject to reduction for deferred exploration and other costs
as determined by litigation referred to above.

It ia management's opinion that monies to be received from

other regional corporations will be material to its financial
statements.

Investment in Oil, Gas and Hydrocarbon Leases:

On November 11, 1979, Koniag, Inc., Regional Native Corporation
(Koniag, Inc.) entered into a joint venture agreement with

Sohio Natural Resources Company (Sohio), BP Alaska Exploration
Inc. (BP) and three other investors to bid on lcases of

certaln parcels of land in the Beaufort Sea area. These parcels
werce offered for lease in December 1979 during the joint
Federal/State government, Beaufort Sea 0il and Gas Lease Sale.
Koniag, Inc. had a 1% participating interest in this agreement
which called for the payment of 1% of all bidding and shared
information costs.

The joint venture's bids were successful on several tracts.
On March 13, 1980, the venturees entered into operating
agreements for the purpose of exploration, development and
operation of tho tracts of land covered by the leases. Sohio
and BP are the primary participants, holding 96% to 97%
combined interest (depending on tracts lcased), with Sohio
designated as the operator. The Company has a 1\ particlpating
interast in these agreements which provides for payment of 1%
of all costs and ownership of 1% of all production and asscts
acquired. There has been no exploration or decvelopment work
conducted as of June 30, 1980. The Company's share of costs
incurred to date, principally lease bid/acquisition costs,
have been capitalized.

The joint venture agreement is in effect to February 1, 1990
and so long thereafter as any lease or lease extension, or
renewal is in -force, unless terminated by unanimous consent.
At its election, the Company may suspend payment of its 113
share of costs incurred relating to any or all of the leased
tracts., If this election is exercised, the Company's
participating interest is accordingly reduced.

(13)



10.

NOTILS PO CONSOLIDATED FINANCIAL STATEMENTS, Continued

———

Notes Payable, Banks:

Notes payable to banks at June 30, 1980 consisted of the
following:

Note originally due in various installments
to October 1, 1981 (paid in full July 1,
1980) $1,051,340

Note due October 1, 1980, with interest at
2% above the bank's prime lending rate

25,000
$1,076,340
Aluska Native Fund receivables were pledged as collateral under
these notes.

Lonq-term Debt: ¢

Long-term debt at June 30, 1980 consists of the following:

Current Long-term

Nutes payable collateralized by deeds of
trust on rcal property:

¢redit union, due in monthly instaliments
ol $9,319 includiny 9 percent interest $ 59,135 § 552,965
First National Bank of Anchorage, due

in monthly installments of $4,298 in-

cluding 10 percent interest N 17,175 334,614
Kodiak Welding and Fishing Supply

to., Inc., duc in monthly installments

of $2,831 including 10 percent interest 10,275 231,354
National Bank of Alaska, due in monthly

installments of $3,056 including 8

percent interest 27,904 94,392
R.S. Acheson Company, duc $20,000

annually plus 10 percent interest 20,000 80,000
First National Bank of Anchorage, due [

in monthly installments of $1,424 in-

cluding 9.5 percent interest 12,913 36,851

Continued

(a)
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NOTES TO CONSOLIDATED FINANCIAL STATEMUNTS, Continued

Long-term Debt, Continued:

Current lLong-toerm
Swiftsure Fisheries, Inc., due in
annual installments of $175,876 plus
12% intercst S 175,876 S 624,172

Seattle-First National Bank, due in
quarterly installments of $30,000,
including interest at the prime rate
plus 2.5%; but not to exceed 12%.

(paid in full october 1, 1980 666,849

Seattle-First National Bank, due in

quarterly installments of $26,000,

including interest at the prime rate

plus 2.25% (paid in full October 1,

1980) 566,051

Notes payable collateralized by security
agrcements on inventorics and property
and equipment:

U.S. Small Business Administration,

due in monthly installments of $925

including 5.5 percent intcerest 7,450 62,184
J.M.B. Corporation, duc $10,396
annually plus 8 percent interest 10,390 51,978
Other, including purchase contracts and

capitalized leasc obligations, at

monthly payments of $1,505 including

inturest from 13% to 15.25% and scmi-

“annual (nstallments ol $427 plus T

interest 1w, u07 13, Luy

$1,592,837 52,004, 10l

Capital Stock and Contributced Capital:

As provided in the Act, 100 shares of stock have been issucd
to each Native person enrolled to the Company. The shares
are in two classes of common stock; Class A for persons

also enrolled to a village corporation and Class B for the
remaining at~large enrollees.

Continued
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NOTES TG CONSOLIDATED FINANCIAL STATEMENTS, Continued .

\

Cupltal Stock and Contributed Capital, Continued:

The extension of the enrollment process (which closed in
Docember 1976, see Note 3) resulted in 52 and 12 new
enrollees and, 5,200 and 1,200 additional shares of stock
issued by the Company during fiscal years ended June 130,
1980 and 1979, respectively.

An adjustment to contributed capital of $514,163 giving

effect to these and prior years' changes in enrollment
was recorded in fiscal 1980.

Income and Property Taxes:

Monies and properties received under provisions of the
Act are not subject to any form of Federal, state or
local taxation at time of receipt.

Rcal property interests received under the Act which are
not developed or leased to third partles are exempt from
state and local property taxes until December 18, 1991.

Income derived from real property interests, investments
and operations are subject to applicable Federal and
state taxe,s.

The Company has a net operating loss carryforward for
Federal income tax purposcs of $3,298,000 at June 30, 1980
available to reduce future income taxes, L1f any. The loss
carryforwards expirc as follows:

June 30, 1983 $ 718,000
1984 416,000

1985 291,000

1986 955,000

1987 918,000
$3,298,000

Investment and new jobs tax credits of approximately $143,000
are also available to offset future income taxes payable.

! (16)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued

Retirement Plan:

The Company has a non-contribatory retirement plan which
covers substantially all of its employees (except employees
of Kodiak Swiftsure Corporation) who meet certain
eligibility requirements as to age and length of service.
The plan requires that annual contributions be made to an
insurance company for future purchase of individual annuity
contracts. Pension expense was $47,862 in 1980 and $37,694
in 1979, which includes amortization of past service costs
over a period of 30 years. Tne Company's policy is to fund
pension costs accrued.

Subsequent Event:

The Company's Board of Directors on Cctober 6, 1980 approved

a plan for the merger of certain Koniag region village

native corporations with the Company. The Board of Directors
of village corporations who also approved the plan of merger
were Afognak Native Corporation., Akhiok-Kaguyak, Inc., Karluk
Native Corporation, Leisnoi, Inc., Nu-Nachk Pit, Inc., and

0l1d Harbor Native Corporation. The plan of merger is subject
to the affirmative vote by a majority of shareholders of the
Company and each participating village native corporation.

(17)
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COOPERS & LYBRAND

L ceRtirien BUBLIC ACCOuNTANTY

f40 Baah ke ik

The Stockholders

Koniag, Inc., Regional f
Native Corporation

Kodiak, Alaska

We have examined the consolidated balance shcets of
Koniag, Inc., Reglonal Native Corporation and its subsidiaries
as of June 30, 1978 and 1977, and the related consolidated
statemonts of operations and chdnges in financlal position for
the years then ended. Our examinations were made in accordance
with generally accepted auditing istandards, and accordingly
included such tests of the accbunting records and such other
auditing procvedures as we considerad neccessary in the
circumstances. I

As discussed in Notes 3 and 8 to the consol idated
financial statements, the Company will receive monies and
subsurface rights ln the future in amounts and at timus
which are not presently determinable. Such items will be
material to the consolidated financial statuvments. -

In our opinion, subject to the effects on the
consol idated financial statements of the matters discussed
in the preceding paragraph, the aforementioned financial
statements present fairly the consolldated financial poslktion
of Koniag, Inc., Regional Native cerporation and its subsidi-
avles at June 30, 1978 and 1977, and the consulidated results
of tholr operations and changes in financial position for
the years then ended, in conformity with genervally accepted
aceounting principles applied on a consiatent basis,

I

Coopon & efrondy

Anchorage, Alaska
Soptember 3, 1978 ,I||l|



KONIAG, INC., REGIONAL NATIVE .CORPORATION

CONSOLIDATED BALANCL SHEETS, June 30,

ASSETS

Current:
Cash
Investments in securitics, at cost
(approximates market) (Note 5)

Recelvables (Note 9):
Alaska Native Fund (Note 3)
Notes (Noto 6)
Village corporatlons
Trade, less allowance of $87,621,
1978 and $51,320, 1977
Other

Inventories (Notes 2, 9 and 10)
Property held for sale
Other current asscts

Total current assets

Alaska Native Fund receivable, long-
term (Notes 3 and 9)
Cape Chiniak Impact Center joint
venture revelvable (Note 4)
Vvillage corporations, long-term
receivable, less $230,000 current
Notus recaivable (Note 6)
Property and cquipment, at depreciated
cost (Notes 2, 7, 9 and 10)
Other assctn:
Land selection costy (Nute 2)
Invontment in Cape Chiniak Impact
Canter Juint Voenture, at coust
(Note 4)
Investment in American Indian
National Bank, at cest
Land held for development, at cost
Exploration costs (Note 8)
listorical library
Miscellancous
Asscts in amounts to be determined
(Notes 3 and 8)

1978 and 1977

1978 1977
124,646 § 93,862
145,649 175,341

1,491,000 1,736,000
65,337 127,070
246,193
563,348 285,685
32,490 32,909
2,398,368 2,181,664
1,015,414 857,092
57,828
66,209 44,8006
3,608,114 3,352,765

11,302,994

11,934,000

The accompanying notes arc a part of the
congolidated financial statements.

(2)

509,029 355,004
85,000
163,257 52,818
3,638,924 3,199,367
628,876 827,590
558,210 404,184
55,000 55,000
92,043 48,045
49,093 49,093
11,218 11,218
34,623 21,755
$20,936,386 $20,310,839

R

LIARBILITIES

Current:

Notes payable (Note 9)

Current portion of long-term debt
(Note 10)

Accounts payable

Exploration monies including
accrued interest (Notc B)

Accrued payroll and payroll taxes

Accrued intcrest

Accrued other

Total current liabilitiss
Long-term debt (Note 10)

Commitments and contingencies
(Note 14)

CAPITAL

Common stock (Note 11):
ANuthorizaed:
5,000,000 common shares in two
classes, A and B
Outstanding:
Class A, 1 cent par value, 201,000
shaveyg fussaol in 1974
Cluss B, 1 cent par value, 125,000
shares issucd in 1978
Contributed capital (Note:s 2 and 3)
Accumulated doticit

1979 1977
$ 1,115,431 S 777,944
102,157 67,244
452,604 321,774
6hd,011 h23,12°
21,109 29,620
33,02) 319,365
. J3s,idy 81,707
2,526,801 1,939,9n°
1,139,341 Bus,310
2,011
1,20
19,415,918 1@, 110,14
IERIEE PR TR S PR
T, 2, 20 L7, v, 2ol

$20,935, 144

320,310,941



CONSOLIDATED STATEMENTS OF OPERATTONS

for the years ended June 30,

Revenues:

Merchandlise sales

Raentals

Tnterest and investment income

Helicopter joint venture income

Printing and accounting sarvices

Hatural reosource monles received
from other recyion (7 (i) income)
(Note 8)

Other

Opaerating expenses:
CosL of goonds sold and direct costs
Goeneral and adminlstrative:
Personncel
Professional foes
Travel
Rent and utilicvles
Deprociation
Interuest
Insurance
Taxecs
Other

Less reimbursable costs by

Cape Chiniak Joint Venture (Notc 4)

Not losg
Accumilated delicit, beginning of ycar
Accumilated deficit, cnd of year

Loss per common share

1978 and 1977

1978

$ 2,787,119

1977

$ 1,785,107

437,930 348,845
40,738 29,458
10,000

57,989

37,797

4,491 25,017
3,280,328 2,284,213
2,201,949 1,474,173

357,589 431,245

160,653 210,558
95,462 90,476

124,744 136,711

128,00]
204,273

106,935
125,579

85,047 66,066
53,850 44,862
213,685 194,682
3,625,333 2,881,306
(49,527) (172,636)

o Je 870, H006
(29%,478)

(1,853,4063)

Ay 0
(A24,457)

(1,429,0006)

S3,048,9010)

£omn 030

The accompanying notes are a part of the

connolidated Cinancial

(3)

statements,

§L B0

(1.30}
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CONSOLIDATEL STNPERLHTES OF CHALGHS

fer Line gears emiod June 3,

Sovurces (applications) of working capital:
Operations:
Loss
Depreciation and amortization

Working capltal used in owverations

Alaska Mative Fund receivable collections,
loss current maturitics
Additional long-term Jdebt
Allocation of land scleclLion cosits
to village corporations, less
$85,000 receivable bevond une year
Contributed capital adjustment (M-t 3)
Disnosition of property and cquipment
Purchase of prope<ty and aguipment
Increase Jn Cape Chilniok Tmpact Center
Jojint Voenturoe:

Investment
Receivable
Paviments on long=term debt
Land sueloection costs incurrod
Additional long-term notes vecuivable
Purchase of land held for development
Other
Increase (decreasc)
capital

in working

Changes in components of working carital,

Inerease (decreasc):

Canh

Inventment:

[LIRIEIEN RUNT 1R RN

Tnventorjes

Propoerty held for sale

OLher current onsots

NoLes payable

Accountys paviablae

Exploration monics

Acerewd payroll and payrotl tasg

Accerued interost

Other current liabilitics

Increase (decreasc)
canital

in working

T P EUANCIAL

1978 and

1977

S(29%,478)
_ 128,633

(160,835)

031,006

154, 7

210,000

61,04
(620, 1u3)

(15%1,024)
(1H1,02°0)
(121,567)
{1lo, 2d0)
(110,139)

(13,92a4)

U241

bl 00

A n,
(O, 00
B R T

’I:; ,.l
BTN
21, a0
[ B
(139, )
(1, e 3y
|

G, 362
(53, )

SO,

The accompanying notes are a part ol the

consol idatod Financiag

(1)

Slatomeny o
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S(421,43457)
108,922

(315,55%)

753,000
o, 000

185,000
17,345
(673,00,
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(34,4819
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
A

’Alaska Native Claims Settlement Act (the Act):

The Act entitles Alaska Natives to 40 million acres of
land and monies totaling $962,500,000. The monies will
be deposited in the Alaska Mative Fund, $462,500,000

by the Federal government and $500,000,000 from royalties
and lease sales of minerals owned by the State of hlaska
and the Federal government in Alaska.

The Act provides for division of the State of Alaska

into twelve regional areas, each of which is represented
by a regional corporation. Turther, a thirteenth regional
corporation was established for those Alaska Natives
residing outside of Alaska. Each regional area has,

in turn, a number of village corporations which were also
established by the Act,

Enrollees to regional and village corporations become
stockholders of such corporations and are required to be
Alaska Matives as defined In the Act. Monies provided

by the Act are distributed from the Alaska Native Fund

to regional corporations based on enrollment percentages.
Land provided by the Act is allocated to regional areas
based on a formula which includes both enrollment and
land arca. All subsurface rights to land will vest

with the regional corporaticns, while surface rights will
be allocated between reglonal and village corporatlons.

Scetion 7(i) of the Act provides that 70 percent of revenues

received by each regional corporation from timber resources
and subsurface estate patented to it under the Act shall

be divided annually among the twelve Alaskan regional
corporations In proportion to thoe number of enrollees In
cach (Note 8).

Scction 7(j) of the Act ruquires that each regional
corporation distribute, from funds received by the
regional corporation (a) from the Alaska Native Fund,

(b) under Section 7(i) of the Act and (¢) from "other

net income", during the five years from December 18, 1971,
not less than 10 percent to its stockholdars. During the
same period, not less than 45 percent of funds received
from (a) and (b) above must be distributed by eacn
regional corporation to village corporations in the reglon
and to at-large stockholders (those stockholders not also
ctockholders in a village corporation). After the first
five years, each regional corporation must distribute not
less than 50 percent of funds received from fa) and (b)
abuve to village corporations in the region and to at-
lurge stockholders.

v Continued
(5)

NG5 PG CONSOLIDATED FINANCIAL STATEMENTS, Continued

Alaska Native Claims Scttlement Act (the Act), Continued:

Because the Company has incurred losses in each of the
years through calendar year 1976, there was no “"other

net income" to distribute. In the opinion of counsel,
the Company is not required by the Act to distribuce
“"other net income" to village corporations or to at-large
astockholders, nor does the Act require any specific
minimum distribution to regional corporation stockhelders
from (a), (b] or (e) above after Ducember 18, 1976,

Incorporation and Significant Accounting Policies:

Koniag, Inc., Regional Native Corporation, was incornorated
on June 23, 1972 under provisions of the Act.

The following is a summary of significant accounting
policies adopted by the Company:

Consolidation

The consolidated financial statements include the accounts
of the Company and its wholly-owned subsidiaries, Kazim
Company and Cook Inlet Constructors, Inc. (owned by

Kazlm Company) .

The Company is engaded in the businesses of general
investmenta, commercial and residential real property
investment and development, fishing supply sales, and
construction.

Fishing supply sales are conducted by Shelikof Net
Company, a division of Kazim Company. Such sales in-
clude transactionu with certain stosikholders, direc:oes
and officcrs of the Company.

Sec MNote 4 with respect to the Company's joint venture
operations.

Receipts from Alaska Native Fund

Receipts and estimated future receipts of monies from
the Alagka Native Fund under provisions of the aAct are
recorded as contributed capital. Future rcceipts have
not been reflected at present value (Note 3).
Invcntorices

Inventories are priced at the lower of first-in, firsc-out
or specifically identified cost or market.

Continucd
(6)
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NOTLS TO CONSOLIDATLD FINANCIAL STATEMLNTS, Continued

1
Incorporation and Significant Accounting Policies, Contlinued:

Land Sclection Costs

The Company has elected to defer expenses incurred for
land selection. Such deferred costs will be allocated
to real property interests as they are conveyed to the
Cormpany (Notes 1 and 3).

Depreciation
Depreciation is provided by the straight-line method.
Gaing and losses from asset disposals are included in

opurating results.,

Investment Tux Credits

Investment tax credity will be accounted for as a reduction
of income tax expense in periods allowable as credits to
taxces payable (the "flow-through method").

Monies and Land Received and to be Received as a Result
of tne Ack:

The Company's share of the monies has been included in the
consolidated financial statements on the assumption that

it will receive lts share of 4.16 percent of $962,500,000
(flote 1), This is the percentage of the Company's enrcllees
to the total enrovllees of all 13 reglons (3,267 to

73,479). This is subjuct to change pending resulta of the
fullowinag:

a) possible appual of a decision reached in the United
States District Court for the District of Alaska
which disallowed the inclusion of reservation
Natives in the percentage calculation. The
decision in guestion dcleted 1,504 enrollees
to other roylons, If the appeal 1s unsuccessful
the above percentagye will incerecase from 4.16
percent to 4.25 percent.

b) extension of the enrollment process until
December 1976, Such extension allowed Alaska
Natives who had not previcusly enrolled to do
so. Management docs not expect that the
Compary's share will change materially as a
result of final determination of such enrollment.

Continued

(7}

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued

3. Monies and Land Received and Lo be Received as a Resul®
of the Ace, Continucd:

c) appeals of administrative disenrollments. The
Department of Interior has instituted administrative
procecdings seeking disenrollment of certain persons
enrolled to all Native Corporations organizcd under
the Act. Results of such proceedings could have an
effect upon funds distributed to the Comzant from
the Alaska Native Fund and under Scction 7(i) of the
Act. Management does not expect the Company's share
wlll change materially as a result of such discnrollmuent

I proceedings.

It Is presently estimated that the Comoany will receive the
balance of monies from the Alaska fiative Fund as follows:

Year Ended Amount
June 30, 1979 $ 1,491,000
1980 51,827,000
1981 2,184,000
1982 2,895,000
1983 _ 4,393,994

$11,302,994
Thudge amounts reflect results of an clection held in
November 1976, whereby certain individuals who live out-
side of Alaska could elect to transfer their enrollment
from/to the thirteenth reygional corporation to’frcm

the Company. The Company recorded tho effcvct of such
election results by increasing the cstimited Alarka
Native Fund rcecetvable and contributed capital by
$485,000 in fiscal year 19Y77.

The Limding of recelpts, as scheduled above, is subjuect to
chanfge depending on when the State and Foderal qoverns ats
receive mineral lease and royalty revenuces.

In addition to monies discussed above, the Company cstimates
that it will receive subsurface rights to a minimum 2£
1,022,000 acres of land,  Such ccrvaae waill be ineree ol o

by 415,000 if certain prescently uncertificd village
corporations are certificd. Surface rights will be cwned
principally by village corporaticens in the reqgicn.  Sub-
surface rights will be rccorded at fair value upon interin
conveyance, but not before such fair value has beoen

\ Continucd
(4)



SUTES TO CONSOLIDATED FLINANCIAL STA&UMENTS, Contlinued

‘Monies and Land Received and to be Received as a Result

of the act, Continued:

determined. The value of subsurface rights, and revenues
which will ultimately be recalized therefrom, are considered
by management to be material to the financial statements.
Amounts ultimately recorded for surface and subsurface
rights, less previously recorded land selection costs,

will increase contributed capital.

Joint Venture Operations:

cane Chiniak Impact Center

The Company has selected, for a village corporation in

its arca, under Section 12(b) of the Act, certain lands
located on Cape Chiniak (45 miles from the City of Kodiak).
Such lands were formerly used by the United States Air
Force as a satellite tracking station. Situated on the
jands are numerous buildings and some personal property,
all in an excellent state of repalr. The United States
Government has valued the buildings and personal

propurty at an amount in excess of $7,000,000, which value
is asuumed to be bascd on historical costs. No current
appraisal is available. The value of .such realty is
dopuendent upon developing a use for the facility.
Management considers the facility to have many potentlal
useg.

ehe village corporation for which this property was
gulected has recelved a temporary use permlt for the

real propurty and the Company received the same

fur the personal property. Upon caceipt ol this

jurmit the villagu corpuration entered into a joint
venlure agreement with the remaining villuge corporations
tineluding, for this purpose, Natives of Kodiak, Inc.)

in the rcegional area and the Company itself. Such
aqruement calls for the joint development of the

property and, in effeck, gives the Company a 50 percent
jrcome interest in the joint venture and its properties
¢xievpt for rentals of real property which are for the
account of the villaye venturers in their entlrety. The
Company has been retaincd by the jolnt venture to manage
the properties. At June 30, 1978 the Company had expunﬂcd
51,067,239, in its management function which includes a
allocation of general and administrative expenses in the
ety of §611,151. Such general and administrative
e o ol lucated tor 1979 aaed 1977 were $49,527 and
172,636, respectively. The company's share of thuse

Continuced
(9)

NOTES TO CONSOLIDATED FINANCIAL STATEMLNTS, Continued

Joint Venture Operations, Continued:

Ccape Chiniak Impact Center, Continued

expenditures, §558,210, has been included in the balance
sheet as an investment. The remaining ccsts ($509,029 at
June 30, 1978) are reimbursable by the village verturnrs.

carson-Koniag Helicopters Joint Venture

on June 6, 1977, Kazim Company entered into a joint

venture agreement for the purpose of perforaing helicopter
services in Alaska. This agremeent providcs for 51 percenc
ownership by Kazim Company. No monies have been advancazd
to this joint venture as of June 30, 1978.

Former Joint Ventures

Kodiak Kwik Kopy

On July 1, 1976, Kazim Company sold its 51 percent
interest in Kodiak Kwik Kopy, Inc. The total sales
price was $15,981, which was equal to Kazim Connpany's
investment.

Martini and Associates, Ltd.

Effective January 31, 1977, a partnership known as
Martini and Associates, Ltd., which was in thu
business of providing consulting and accountiny
sorvices, was dissolved. The Company's shave of
the partneeship's operating loss in fiscal 1977

wis $69,383. In addition, thue Company wrotc of £

in 1977 its unamortized balance ol goodwill of
$22,897 that was rccorded when the Company acquired
its 51 percent interest in the partnership.

Accounting Services of Kodiak

Lffective July 1, 1977, a division knowi as nccounting
Services of Kodiak, which was Formed January s, 1977

to succeed the business ol Martini and Associates, Lid.,
was dissolved. Tts loss in fiscal 1978 was Slu, 400,

(10)



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued

Tnvestments in Securitics:

“lnvestments consist of the Company's financial interest
in the nct asscts of a jolnt investment account.

Juint investments at June 30, 1978 consist of the
following:

Carrying Indicated

Value Yield
U. §. Treasury notes $ 707,546 7.4%
National Bank of Alaska, time
certificate of deposit 250,000 7.4%
Corporate bonds and notes:
Ford Motor Credit 300,000 7.7%
Smithkline Corporation , 150,000 8.2%
Dreyfus Mutual Fund 42,097 6.8%
Credit Union deposit 12,480 7.0%
Accrued interest 24,180
1,486,303

Amounts hcld in trust for benefit
of village corporations

and sharcholders (1,340,654)

§..145,649

(11}
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NOTES TD CONSOLIDATED FINAINCIAL STATEMLMNTS, Continucd

Notes Receivable:

Notes reccivable at June 30, 1978 consists of the following:

CurrLeret Lotia-torm
NMognak Native Corporation bearing T T
8.1 pecreenb interest and due January 1,
1981; without collateral Slug, 471

Washington Koniag Native Association
bearing 8 percent interest, upon demand;
without collateral 52,730

Alaska Federation of Natives, Inc.
bearing 6 percent interest and due
August 1, 1979; without collateral 20,127

St. llermans Pasterial School bearing
8 porcent interest, upon demand; without
collateral 10,000

Mr. Alan Austerman bcaring 9 percent
interest and due in monthly installments

of $221; collateralized by common stock 1,910 16,294

Kodiak Kwik Kopy bearing 9 porcent
Interest and due in monthly installments

of $446; without collateral 3,759 33,110

Aloha Assoclation bearing B porcent
interest and duce upon partial settlemuent
of Nawalinn land claims; without

collateral 20,000

Mr, Archice Jorgensen bearing 12 pereoent

interest and due $15,000 per month

beginning Awgust 1, 1978; collab valizel

by fishing equipment AT, v

M/V Osproy bearing 18 percent intoruest
and due in installmoents of $4,000 on
November 1, 1978, February Y1, 1979 and
balance Juna 1, 1979;' collateralizued bLy

fishing equipment 11,0627

Accrucd interest receivable _ 1,143 R PR P
VL, 247 Yoy, 207

Allowance for loss LA L B VUR PO LTS
B0 13T S
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NOTES TO CONSOLIDATED FINANWCIAL STATEMENTS, Continued ‘
\

Property and Equivment:

Property and equipment at June 30, 1978 consists of the
following:

Total Operating Rentals
Land $ 633,244 $168,500 § 464,744
Buildings 2,858,233 375,529 2,482,704
Residential furniture 140,770 140,770
office furniture and
equipment 103,708 103,708
Machinery and equipment 101,513 101,513
Vehicles 54,048 54,048
Training equipment 23,052 23,052

3,914,568 826,350 3,088,218
(275,644) (83,279)_ (192,365)

_$3,638,924 $742,071 $2,895,853

Accumulated depreclation

Assets in Amounts to be Determined and Related Liability
For Exploratlion Monies Received:

As indicated in Note 1, Sectlon 7(i) of the Act provides
that certain resource revenues received by regional
corporations, are subject to redigtribution to all of the
Alaskan regional corporations. Section 7ti! is the subject
of litigation which will determine the method of computing
redistributable amounts and proportionate basis for redis-
tributions among regional corporations. The Company's
interest in such redistributions cannot be Zinally determined
until concluslon of litigation and until other regional
corporations muke available detailed information regarding
such amounts. Public statements igsued by certain other
reglonal corporations indicate that transac:-ions have been
entered into which involve Section 7(i) monies.

To date, the Company has itself generated rzsource revenues
distributable to other regional corporations under

Section 7(i}. Seventy percent of the gross amount, $664,041,
has been included in the balance sheet as a 1iability. The
amount is subject to reduction for deferred exploration

and other costs.

it is management's opinlon that monies to be received
from other reglonal corporations will be material to its
financial statements.

10.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued

——

Notes Payable:

Current notes payable at June 30, 1973 consists of
the following:

Note payable, credit union, maturing

September 11, 1978 and bearing 9 percent

interest; collateralized by a Deed of

Trust on real property commonly known

as the "Harborview Building" $ 700,422

Note payable, bank, maturing

September 27, 1978 and bearing prime

plus 2.5 percent interest; collateralized

by assignment of receivables 300,000

Note payable, bank, maturing August 7,

1978 (extended to October 7, 1978) and

bearing prime plus 2.0 percent interest;

collateralized by assignment of

receivables 75,000

Note payable, bank, bearing 1l percent
interest; collateralized by a security
agreement on inventory 40,012

$1,115,124

Long-term debt at June 30, 1978 consists of the following:

Current Long-term

Note payable to Kodiak Island

properties in monthly installments

of $207 including 8 percent interest

and reserves; collatcralized by a

beed of Trust on a house and lot $ 1,096 $ 11,905

Note payable to R. S. Acheson Company

in annual amounts of $20,000 plus 10

percent interest; collateralized by

a Deed of Trust on land and building

commonly known as the "Donnelly

Building” 20,000 120,000

Note payable to U. S. Small Busincss

Administration in menthly installments

of $925 including 5.5 percent intcrest;

collateralized by a security agrecment

on ccrtain assots utilized by Shelikof

Net Company, including inventory and

property and equipment 6,683 76,655

Continued
(14)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 1
\

i

. Longy-tcerm Debt, Continued:

Current Long-term

ilute payable to First National Bank
of Anchorage in monthly installments
or §1,424 including 9.5 percent
interest; collateralized by a Deed of
Trust on certain land and bulildings
utiiilzed by Shelikof Net Company $ 10,694 § 61,470

Note payable to Kodiak Island Propertics

in monthly installments of $345 including

8 percent intcerest and reserves; col-

lateralized by a Decd of Trust on two

houses and lots 1,270 25,245

Note payable to J.M.B. Corporation in

annual amounts of $10,396 plus B percent

interest; collateralized by a security

agrcement on certain assets utilized by

shelikof Net Company, including inventory

and propuerty and equipment 10,396 72,769

Note peyable to First National Bank !
0F Anchorage in monthly lnstallments of

34,298 including 10 percent interest;

cullateralized by a Decd of Trust on

comnercial land and buildings 13,973 368,331

hssessment payable to the City of Kodiak
in semi-annual installments of $427
including 7 percent interest 854 4,271

Hote payable to Kodiak Welding and

Fishing Supply Co., Inc. in monthly

installments of $2,831 including 10 per-

cent interust; colluteralized by a .
Deed of Trugt on real property 8,420 250,906 %

lste payable to National Bank of Alaska

in monthly installmoents of $3,056 in-

cludlng B percent interest; collateralized

by a Dced of Trust on ruval property 23,817 147,789

Mote payable to National Bank of Alaska,
tmall Business Administration in monthly

installments of $658 includiny 3 percent

interest on 90 percent of the loan and

7.% percent on 10 percent of the loan; l
collateralized by a Do of Trust on

real property 4,954

$102,157 §1,1139,741

{1n) 1

11.

12.

HOTES ‘10 CONSOLTDATED FTINANCIAL STATEMENTS, Continued

Capital Stock:

As provided in the Act, 100 shares of stock have bueen

issued to cach Native person enrolled to the Company.

The sharces are in two classcs of common stock; Class A
for pursons also enrolled to a village corporation and
Class B for the remaining enrollces.

Incomc and Property Taxes:

Monies and properties received under provisions of the
Act are not subject to any form of Fedural, state or
local tazation at time of recuipt.

Real property intcrests received und.r the Act which
are not developed or leased to third parties are
exompt from state and local property taxces until

December 18, 1991.

Income derived from real property intercsts, lnvosto2nts
and operations arc subject Lo applicable Federal and
state taxcs.

The Company has filed Federal income tux returns for
the ycars shown below reporting net operating lusses
for income tax purposes of:

Year Ended(a) (Loss) (b) Expirestb)

June 30, 1973 $ (153,890) Junre 30, 1978
1974 (447,964) 1979
1975 (487,669) 1980
1976 (1,066,262) 12393
1977 (431,804) 1984

a) Tax returns for the year endad June 30, 1978 have not
yet been prepared.  The Internal Revonue Scrvive has

compleoted audits of the Compraiy's returns for the years

ended June 30, 1973 and 1974 and has issucd tentaticg
reports essentially disallowing 21l expenses ciaimnd,

b) Under the Internal Revenue Survice postition twhich ia
believed to apply to all regiovral rative corsoratinng)
the Company would not be allowed to carry forward its
reported net operating losses throuyh June 30, 19743
to offset taxable income in future periods. The
Company is currently protesting Lhe position takon Ly
the Internal Revenue Serviece. Due to this issud,

Continued

16)
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NOTES TO CUNSOHIDATED FINANCIAL STATEMENTS, Contlnued

Income and Property Taxes, Continucd:

and others which may yet be brought forth by the
Internal Revenue Service, all of which may require
extonsive litigation, no determination can be

made as to the amount of losgses claimed which will
cventually constitute net operating losscs as defined
by exlstlny tax statutés,

Investment tax credits of approximatuly $22,000 arc
avallable to offset future income taxes, if any,
and explre in 1980 through 1985,

Retirement Plan:

Thz Company has a non-contributory retirement plan which
covers substantially all of its salaried employees who
meet certain eligibility requirements as to age and
length of service, The plan requires that contributions
be made to an insurance ccmpany for future purchase of
individual annuity contracts and payments arce made as
rueguired on an annual basis, Pension costs arce funded
currently and include amortization of past service costs
over a perlod of 30 years.

5
Commitments and Contingencies:

On July 10, 1978 the Company entered into a con-
struction contract for excavation work to be performed
on reoal estate held in Kodiak. The contract price was
$4Y7,230 with terms of a $10,000 advance and proyress
payments ¢f 25% at completion of a like amount of work.

The Company has quarantced $500,000 of a Kodiak Island
svafoods, Inc. (KISI) working capital loan. KISI is
owined by three villaye corporations within the Company's
regional area.

(17)
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Centified Public Accountants

| S | ‘ Alaska Mutual Bank Building

| ﬂ 601 West 5th Avenue, Suite 700
Peat, Marwick, Mitchell &Ca i Anchorage, Alaska 99501

Board of Directors
Leisnoi, Inc.:

We have examined the consolidaced balance sheets of Leisnoi, Inc. and subsidiaries
as of December 31, 1979 and 1978 and the related consolidatad scacements of loss,
stockholders' equity and changes in financial position for the years chan anded.
Except as explained in the third paragraph, our examinations were made in accord-
ance with generally accepted auditing scandards, and accordiagly included such
tests of the accounting records and such other auditing procedures as we consider-
ed necessary in the circumstances.

In qur report dated March 28, 1979, we did not express an opinion on the 1973
financial statements due, in part, co uncertainty regarding ultimate recover-
abilicy of che Company's fnvestment in property located on Woody Island. As is
explained in note 4, the Woody Island property was destroyed by fire during 1979
and che Company's investment has been recovered through insurance proceeds. Accord-
ingly, our present opinion, as it pertaids to che Woody Island property, is diffac-
ent from that expressed in our pravious report.

As discussed in note 5, the Company owns a 10Z interest in Kodiak Island Seafoods,
Inc. (KISI). We wara unable to obtain audited financial statements of KISI for
the year ended March 31, 1980. As such, we could not determine the recoverabilicy
of the Company's recorded invesment in KISI, which at December 31, 1979 i3 re-
ported ac $350,000.

The accompanying financial scacaments have been prepared in conformity with gener-
ally accepted accouncing priaciplas that concemplate continuation of the Company
as a goiag coancern; the Company, however, is iavolved in litization challenging
its eligibility as a village under the Alaska Native Claims Sectlemeat Act (aoce
9). Continuation as & going concern is dependent upon the outcome of this litiga-
tioa, the resolucion of which cannot be deterained at chis cima.

Becausa of the matcers referred to in the two preceding paragrapns, we are unable

to and do not express an aopinion on che consolidated financial scacemencs taken as
& vhale.

| oot Prtonurct, ek folf K Lo

April 3, 1980



LEISNOI, INC.
AND SUBSIDIARLES

Consolidaéed Balance Sheets

December 31, 1979 and 1978

Assets

Current assects:
Cash
Time certificates of deposit
Investments, plus accrued interest, at cost, vhich
approximates markec (note 2)

Receivables:
Insyrance claim (note &)
Alaska Native Fund, to be received within one year

(note 3) '
Resourca revenues receivable
Other

Total receivables

Prepaid expenses
Other
Total current assets

Buildings, furniture and equipment, at cost (note &)
Lesa accumulated depreciation
Net buildings, furnicure and equipment

Alaska Native Fund, excluding amounts to be received
within one year (notes 3 and 6)

Investments (note 3)

Due from stockholders

Other

See accompanying notes to consolidated financial statemencs.

1979 1978
88,546 354,445
- 200,000
9,923 =
427,200 e
336,000 187,000
1,300 -
184 3,256
764,684 190,256
6,471 5,254
- 141
869,624 750,096
22,515 403,262
3,438 18,989
19,077 384,273
535,851 889,685
277,598 385,645
13,708 13,708
1,000 1,000

$ LJ16,858 2,626,007

R

Liabilities and Stockholders’' Equity

Current liabilities:
Notes payable
Current installments of long~tera debt (uote 6)
Accounts payable
Due to Komiag, Inc.
Due to joint venture (note 5)
Due to Xodiak Island Seafoods, Inc. (mote 5)
Other accrued expenses
Total current liabilities

Long~tarm debt, excluding current installments (aota 6)
Due to joint venture (moce 5)
Minority intarest in subsidiary

Stockholders’' equity (nota 3):
Common stock iof $1 par value. Authorized 25,000
shares; none issued
Paid~in capical
Deficic
Total stockholders' equicy

Contingency (note 9)

1979 1978

- 95,000

350,000 800

4,116 1,257

1,997 115,354

- 5,299

- 350,000

14,448 1,572

370,561 _ 371,368

- 359,953

12,521 20,220
4,867 -

1,717,009 1,739,371

388,100 _ 255,505

1,323,909 1.,472.364

$ 1,716,858 2,424,207



LEISNOI, INC. LEISNOI, IMNC.

AND SUBSIDIARIES : { AND SUBSIDIARIZES
\ Consolidated Statements of Loss 1 Consclidated Statements of Stocknolders' Squicy
1
Years ended Decembar 31, 1979 and 1978 | Years esnded December 31, 1979 and 1978
1979 1978 1979 19-3
Revenues: 5 id N N
Rencal income $ 10,695 14,092 ald-in capital: . . -
Incerest income 5:1:.1 1_1.:5-,-5 Balance at beginning of year $ 1,739,371 1,724,259
16,836 33,768 Increase due to distribution of 19(b) reserves - 44,602
- : Decrease due to changes in enrollment (22,382) -
Costs and expenses: Stockholder distribution - (29,500)
Legal 83,758 96,060 . . .
Salaries and payroll caxes 26,322 33,642 Balance at end of year S LIL7.009  L.733.078
Auditing and ocher professional services 19,996 7,498
Depreciation 19,034 13,247, Deficic; R
Insurance - 12,172 11,584 Balance at beginning of year 166,505 1a,249
Utilicies 8,775 12,731 Net loss for the year LoEnios Ze-Lafie i
Repairs and maintenance 5,025 5,468 i o SN
Bozrd of Directors: ' ! Balance at end of year $ 383 100 150,395
Travel end per diem 5,048 6,004
Fees 4,400 6,675
Rent 1,500 2,318 See accompanying notes ts comnsolidated financial scatements.
Taxes and licenses 845 1,270 |
Other supplies 691 1,659
Advertising 306 754
Other travel 95 4,191
Other 2,119 1,199
188,106 204,300
Operating loss 171,270 175,532
Other incoume ;(deductions):
Inceresc expense (52,925) (6,598)
Resource revenues 21,208 -
Vet loss from joint ventures (aote 5) (20,248) (32,444)
Interesc received from the Alaska Native Fund 4,989 -
Land selection coscs (4,681) (37,500)
Gain (loss) on disposal of property and equipment 1,350 (162)
Minority inceresc in loss of gubsidiary 133 -
(50,174) (76,704)
Loss befare extraordinary item 221,444 252,236
Extraqrdinary item - gain on fire damige (nota 4) 99,849 =
Net loss $ 121,535 252,236

Ses accompanying notes to consolidated financial stacemencs.



LEISNOI, IXNC. 1 LEISNOI, IdC.
AND SUBSIDIARIES AND SUBSIDIARIZS

Consolidated Statements of Changes i{n Financial Position Consolidated Stataments of Changes im Flazocial ?osicloa, Contlaued

Years ended December 31, 1979 and 1978 I

1979 1978
1979 1978 Changes in components of working capical:
Increase (decrezse) in current assets:
Sources of working capital: 1 Cash $ (265,399) 301,515
Receipts and change in amounts receivable from the Time certificaces of deposit (260,000) 200,000
Alaska Native Fund within one year § 353,834 137,967 | Iavescments 9,923 220,337,
Proceeds from investmeat {n joint ventures 87,799 - ' Receivables 574,428 53,288
Proceads from long-term borrowings - 350,000 Prepald expenses 1,217 11
Increase in conrributed capical due to discribucion ! Ocher (1al) (3,438)
of 19(b) reserve - 44,602 119,323 330,340
Proceeds from sale of property and equipment, net gain
of 51,350 in 1979 and loss of $162 in 1978 36,875 1,363 Increase (decrease) in current liabilicies:
Minority interest in subsidiary 5,000 - Notes payable (95,000) 95,000
Sources of working capital, exclusive Current installments of loung-term debt 349,200 29
of extraordinary item ) 483,508 534,432 Accounts payable 8s9 (36,361)
Due to Kodiak Island Seafoods, Inc. (350,000) 350,000
Extraordinary item - insurance proceeds Erom propercy Due to Komiag, Inc. (113,357) 115,35%)
and equipment destroyed by fire, net of assoclated Due to joint venture (5,2985) -
expenses of $2,123 425,077 - Other accrued expenses 12,776 1,158
Total sources of working capictal 908,585 534,432 (200,307) 327,13C
Uses of working capital: Increase (decrease) in working capital 5 220,335 (135,5-9)
Loss before extraordinary item 221,444 252,236
Items which do not (use) provide working capital: ;
Dapreciacion (19,034)  (13,247) ! See asccompanying ncotes to consolidaced financial scacements.
Share of losses of investeas (20,248) (32,444)
Minority incarest in loss of subsidiary 133 -
Working capital used by operatiocms, exclusive
of extraordinary icem 182,295 206,545
Additions to buildings and equipmenc 15,941 122,114
Decrease in' coamtributed capital dus to change in A
earollment 22,362 - i
Current installmencts and repayment of long-term debt 359,953 420
Decrease in payable to joint vencura 7,699 -
Increase in long-term iavescnents - 357,785
Distribucion to stockholders - 29,500
Increase in long-caram receivable - 14,708
Total uses of working capical 588,250 731,072
Increase (dec-ease) ia working capical S }20|}35J (136,640)



LEISNOTL, TiC. \
AND SUBSLDIARIZS '

Notes to Consolidated Financial Stacements

December 31, 1979 and 1978

(1) Historv and Sizniiicant Accounting Pnlicies

History

Leisaol., Inc. (Company) was {ncarporated pursuanc to the Alaska Nacive Claims
Serclement Act (Act), which resolved the Alaska nacive land claims, Undec
the provisions of che Act, the nativzs and various cregional and village
corporacions are to recaeive distributive shares in the setclemenc which
includes 40,000,000 acres of land and cash ctotaling §962,500,000 (Alaska,
Nacive Fund).

1

Managemeat estimates that the Ccmpany's share of distributions received and to
be teceived undaer the Act will be approximately $1,800,000 and the suriace
estate of approximately 115,200 acres of land. The reglonal corporation
within whose designatad boundaries the Company is located will raceive
tirle to the subsurface estacae of this land.

In addicion to the basic sectlement under the Acz, as described above, undLr
Section 7(1), regional corporactions organized pursuant to the Act are te=~
quired to discributa cercain portions of any revanues darived from tigbe
resources and the subsurface escate patented to such corporations. The
Company shares in such distributed cavenues to the exteat of .1889%. |

The authorized capital stock of the Company consists of 25,000 shares of noun-
assessable commou stock with $1 par value. As of December 31, 1979, no
stock had been issued. Based upon the December 29, 1978 enrollment, the
Company will be required to ifssue 2,360 shares.

Alaska Native Fund distribucions received and to be raceived by the Company as
of Decembar 31, 1979 have bean based upon stockholder eligibility as compil-
ad by the United States Department of Interior at December 23, 1979. Thesa
fizures ara subject to further revision.

Under the provisious of the Act, for the period of twenty years from Decem-
ber 18, 1971, the stock issued, dividends to be paid or other stock righets
may a0t be sold, pledged, assizned or otherwise alienated except inm cercain
circumatances by court decree or by death. For the twenty year period, the
stock shall carry voting rights only if the holder thereoi is am aligible
Alaska nacive.

(Continued)
1
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LEISNOI, INC.
AND SUBSIDIARLES

Notes to Consolidaced Tlnancial Statements

Summary of Siznificant Accounting Policies

Princisles of Consolidation

The consolidaced :inancial stacamencs {nclude che accounts of the Company's
wholly-owned subsidiary, WUF-1l, and a 75% owvned subsidiary, Land Survering
Services, Inc., (LSSI). all signifizanct intercompdny transaccions have oeen
eliminaced in consolidation.

Depreciacion

Depreciacion of property and equipment is provided over their escimaced useful
lives of chree to ten years using the 3traizhc-line mechod.

'

Investmencs in Business Yentures

The Company's iavestments in joinc venturas are accountad for by usa of the
equity rethod of accounting. The Company's 10X invesczent in Xodiax lilaed
Saafoods, Iac., (XISI) is scaced at cost.

Resource Revenua Distribucions
Resource revenues distributable to the Company undexr zhe terms of tha Acl ire

racorded when the amount chereof is decermined and fts recelpc is reason-
ably assured.

Income Taxes
Iavestment tax credits are recognized wvhen the benefit is realized.

(2) Poolad Invastamencs
The following 18 a summary of pooled investment activicy for che Ceopany for
the period April 20, 1973 (incepcion) through December 31, 1979:

Receipts from Alaska Native Fucd S 909,147
Invastament income 98,72
Resource ravenues 23,282
1,031,354
Lass:
Withdrawals $ 1,006,329
Stockholder overpayments 15,102 1,021,431

Balance Decemper J1, 1979

] 222
These funds are held in trusc v Xoniag, Inc. and are {avestza ia Iize zerz:iZ-
icates of deposit and federal and corporace oblizations.

{(Continued)



LEISNOI, INC. LEISNOIL, INC.'
AND SUBSIDIARIES ! AND SUBSIDIARIES
\
Notes to Consolidated Financial Sctatements [ Notes to Consolidated Financial Statements
(&) ;laska Macive Fund Recaivabls On December 12, 1979, the Company's Yoody ts%and projecz was complacely leserav-
As discussed in note 1, the Ccmpany s to receive a proportionate share of ed by fire. The extzaordinary credit resuleiag Irom cthe fize 13 zompurad
future distribucions irom the Alaska YVative Fund. A summary of amounts and as follows:
anticipaced vear of veceipt 1s as follows: F
% Insurance proceeds receivable § 427,200
1980 s 336,000 Less: expenses assoclated with ifire 2,123
1981 419,000 Net proceeds 5 %25,077
1982 116,851 L
(n Less: net carrying value of property
§ 871,851 aud equipment descroyed 325,229
The above estimates are based upon the schedule of federal approprilacions as Extraordinary item § 99,849
provided for in the Act and the State of Alaska's projected receipt of
state mineral royalties and atockholders' eligibilicty as of December 23, (5) lnvestments in Business Ventures
1979, . A summary of the Company's investments in and earnings (loss] from busioess
* venctures as of December 31, 1979 and 1978| follows:
(4) 3uildings, furniture and Equipment _
A susmary of bulildings, furniturz and equipment follows: Invescaent tarnings (loss)
i 1979, 1978 1979 1378
i _— S Eans —_
1979 1978 I \
| Kodiak Island Seafoods, Inc. $ 350,000 350,000 - -
Buildings $ 12,143 372,574 Koncor Foresc Resource Manage-
Furniture and equipment 10,372 30,688 ment Company, a joint veature (135,619) (32,844) {22,975) (32,%44)
a Bl - Cape Chiniak Impact Center 50,517 65,589 2,727 .
$ 22,515 403,262 Other 2,500 2,500 - -
In 1975, the Company received a permic from the Uniced Staces Goverament $ 277,598 285,643 (20,233) (Q2,34s
granting them all tha tighcs and privileges of owr.ership of property . ‘ ]
located on Woody Island. The permit is valid until such time as tha | In 1977, the Company, through its wholly-owmed subsidiary, WUF-l., encared
Company taceivas interim conveyance. The value of the subject property has ! inco a joinc venture agreemenc with wholly-owned subsidiaries of Cuziakie
not been dacermined, and sccordingly Lt 13 not recorded {n tha financial Nativa Corporation and Nacivee of Kodiak, Incorporaced. Duriag 1979, TAK,
statements. Inc., & wholly—owned subsidiary of Yak-Tac-Kwan, Inc. was admitted t2 zhe
joinc ventura., The joint venturs, Koncoxr, forest Resource Mandgement Company
During 1978, the Company completad the renovation of saveral duplaxes and (Koncor), vas formed for the purpose of managing harvesting and groving tim-
wacer and sever treatment plant located on Woody Island. Approximactely ber on lands owned or to ba owned by the venturers.
§352,000 vas (nvested in tha project.
(Coutinued)

(Continued)



LEISNOI, INC.
\ AND SUBSIDLARIES

Notas to Consolidataed Financial Statements i

The venture agreement provides for the initial contributions from the ven-
turers to consist of agsignmencs of timber rights oa specified lands receiv-
ad or to be received under che carms of che Acc.

Ac December 31, 1979, Yak-Tac-Xwan, Inc., Nacives of Kodiak, Incorporated and
Ouzinkie Native Corporacion had assigned timber rights to the joint venture
valued at approximataly $190,800,000 based upon a mutually agreed to initial
value of $3,000 per forestad acre. To date Lesnoli has not received title
to any lands specified in the joint venture agreementc.

However, the joint venture agreement provides for am "as 1f" cowmputation and
an estimate has been prapared as to the value of cimber rights to bas receiv-
ed by the Company and assigned to the joint venture. Based on this esti-
mate, the Company has recognized in the curteat year its portion of che
joint ventuze's losses of $22,975. During 1978 the Company recognized its
portion of the joinc venture losses of $21,524 and §10,920 for 1978 and
1977, respectively.

The joint venture is to conduct a cruise within cthree years of the receipt of
title to establish a revised valuation of timber rights assigned by each
owner company. This valuatica 1s to be used to retroactively adjust, to
January 1, 1977, the related venturer's equity accounts,

(Continued)

LEISNOI, INC.
AND SUBSIDTARIZS

Notes to Consolidaced Financial Scatements

Xoncor's financial position at December 31, 1979 and 1978 and the zesuizs of

ics operations for the years then endad are present2d in zhe I>5llowing
summary which was takea from audited financial stacemenzs wnlch were accoa-
paniad by a qualified opinion due to che auditors' fnabillicy o dz2cer=ize
the reasonableness of the valuation of tiaber righcs.

Balance Sheecs

1979 1979
Assecrs:
Cash 3 1,216,9%4 892,792
Timber righes 188,830,940 142,263,5%Q
Ocher 205,505 113,375

$ 190,253,389 1.3 3171 319

Liabilicies and venturers' equicy:
Accounts payable and accruad

expenses 9,526 10,796
Stumpage credits 97,144 -
Advanced royalty - 175,000
Venturers' equity 190,146,719 143,186,022

§ 190,253,389 123,371,383

Statements of Revenues and Zxpeuses

1979 1978
Revenues $ 1,312,229 1,775,005
Expenses 1,988,668 1,902,543
Net loss. S 176,439 125 615

In 1976, the Company encered {nto a joint vesture with fLoniag, fac., a regisn-

al native corporation, and other village corporazions iz cthe Xonlag fezi:n
to develop a use for laed and buildings ac Cape Chiniak, Alasca. The
property was formerly used by the Uniced Staces Air Terc2 is a sacalliza
trackiag scacioa.

(Contiaucai)
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LEISNOI, INC.

LEISNOI, INC. i AND SUBSTDIARIES

AND SUBSIDIARIES

to Consolidataed Financial 3tacemeats
Votes to Consolidacad Financial Stacements HocesHco 4 2 =

A summary of the Company's liabilicy to the joint venture ac December 31, 1979

d 8 fol g
During 1973, cthe joianc venture entered into a lease agreement with the United anduliy] ellons

States Government for the use of the building facilities at Cape Chiniak.

979 1978
The lease provides for an ini:tial cwenty moath term, commencing February 1, 1973 2
1979 with options to remew for eight consecutive one-yeaar periods. As Full Currencly due 3 _ 5 285
compensation for the lease, the joint venture received title to a hotal in Long-term payable 12,521 20'220
New Jersey. During 1979 the joint venture sold the hotel which resulced i{n o ol —
nec cash proceeds to the joint venture of aporoximataly $180,000., The 9 )
teras of the leasa specify cthat the nec cash proceeds are to be sarned by Rl S 12,321 23,303

tie joinc venture over the sixty month periocd beginning February 1, 1979. The company owns a 10% interest in Rodiak Island Seafoods, Inc. (RISI). A

£ X ' a st M 5 79 d th 2 of
Subsequent to year end, the government informed the joint venture that they ¥ :::::EXOZ: :ﬁilgﬁeb‘izicchzggzsd:§ i:i;:wi% 8 SR NS RRESEES
would be terminacing the lease effective September 30, 1980. It is ancici~ ¥ o

pated that the joint venture will have to remit approximacely $120,000 of

the cash received from the sale of the hotel to the goverament. Ballancaxshece

’ 5,624,957
Management believes that all costs invested in the joint venture can be real- g::::n:s::::t’ \ 1.328.1712
ized by selling timber on the land, which Ls not included in the joint e
veature financial statemencs. . Total assecs $ 6.751.7
A summary of the unaudited f{inancial daca of the joint venture as ot and for Current liabilities 4.337 862
the year ended December 31, 1979 follows: Other 1iabilities 1:700'000
' ips 715,877
Salance Sheet 1979 Stockholders’ squity e e
HRaRdLeEd) Y Total llabilicies and stockholders' equity § 6,753,739
Assacs: -
1
Due from village participancs $ 189,754 . Stacemenc of Qpetations
Deferred charges 1,046,386 Sales 5 5 414,335
G Cost of sales 4,407,775
$ l&;gﬁ&l:g, ' i 1,006,710

Liabilieéies and venturers' ageats;

Deferred lesse income 134,866 Salling, administrative and other expenses,

Due to Koniag Incorjpovaced 54,888 and income 1,173,505
Vencurers' equity 1,046,386 Nez loss $ 166,793
ud 2
§ 1,236,120 Management considers the declina in value of its iavescmenc t3 S¢ of a te=po-
Statement of net earnings S35 BErusEs
| ' - N
Veaga MoEonE 18,227 Thesgggpsgg has guaranceed a portion of XISI's long-term debt a0t o exceed
Incerest income 5,353 e
Financial statemencs for XISI are not currently available Zor the year ended
2
¥ midadfd March 31, 1980.
(Continued)

(Continued)
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LEISNOL, INC. ’ LEISNOL, INC.
\ AND SUBSIDIARIES AND SUBSIDLARIES
1
Notes to Consolidatad Financial Statements ¥ Notes to Consolidated Financial Stacemencs
L
(6) Long-tera Debct (9) Contingency )
A summary of long-tarm debr follows: The Company is a defendant in litigaction challenging che eligibilicy of
’ Leisnol as a village undar the Act (note 1). On October 16, 1978, the
1979 1978 . United States District Court entered {ts judgment dismissing che acztona,
The plaintiffs have subsequenctly filed a Notice of Appeal with che Discricz
Note payable to bank, due in 1980, Court appealing the case to the Ninth Circuic U. S. Court of Appeals whera
interesc at prime rate plus L-1/2%, the case is oow pending. The outcome of the appeal cannot be decerained ac
due quarterly beginning March 31, 1979; this cime.
secured by assignmenc of 507 of fucture
receipts from the Alaska Narive Fund $ 350,000 350,000

8-3/47 mortgage note payable in monthly inscall-
ments of $142, including interest, through

February 1988; secured by veal property - 10,753

Total long-term debt 350,000 360,753

Léss curreat installments of long-cerm debec 150,000 800
Loag-Cerm debt, excluding current

installments $ = 339,953

(7) Income Taxes
Funds received under provisions of the Acc from che Alaska Native Fund are noc
subject to federal, stace or local income taxes. Real property iaterests |
received pursuant to the Act are also not subject to income caxas; howaver,
income derived from che real proparty iaterest and other operations of the
Company are subject to federal, sctate and local income taxes.

The Company has available to reduce taxable earnings of future periods net
operating loss carryforwards as follows: !

Year of exviracion

1984 § 53,000

1985 352,000

1986 240,000
L

$ 545,000

(Contiaued)
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Centifled Public Accountants

| — ' Alaska Mutual Bank Building
. X o I U1 West Suv Avenue, Sulte 700
Peat, Marwick,Mitchell & Ca Anchorage, Alaska 99501

b !
Board of Directors
Leisnoi, Iac.:

We have examined the consolidated balance sheets of Leisnoi, Inc. and subsidiary
as of December 31, 1978 and cthe related consolidated statements of loss, stock~-
holders' equity ang changes in financial position for the year then ended.
Except as explained in the following paragraph, our examination was made in
accordance with generally accepted auditing standards, and accordingly included
such tests of the accounting records and such other auditing proceadures as we
considered necessary in the circumstances. The financial statements of Leisnoi,
Inc. and subsidiary for tha year ended December 31, 1977 were examined by other
auditors, chosa report dated March 4, 1978 was qualified, subject to the future
Yeceipt of cash and surface rights to land in amounts and at times which wvere
eicher not deterninable or were subject to change.

As discussed in note 4, the Company completed renovation of property located on
Woody Island. The ultimate recoverability of the investment cannot be assured.

The acconpanying financial statemeats have been prepared in conformity with gener-~
ally accep:ed accounting principles cthat contemplate continuacion of the Company
as a going concern; however, the Company is involved in litigaction challenging 1ts
eligibility as a village under the Alaska Native Claims Sectlement Act (note 9).
Continuacion as a going concern is dependent upon the outcome of this litigation,
the resolution of which cannor be determined at this time.

t

Because of the uncertainties referred to in the two preceding paragraphs, we are
unable to and do not express an opinion on the consolidated financial statements

AAte Harunnd kil £ &

March 28, 1979



LEISNOI, INC.
AND SUBSTIDIARY

Notes to Consolidated Financial Statements

(6) Long-term Debt
A summary of long-term debt follows:

Note payable to bank, due upon demand or in
November 1985, interest at prime plus 1-1/2%,
due quarterly beginning March 31, 1979; secured
by assignment of 50% of future receipts from
the Alaska Native Fund

8-3/4% mortgage note payable in monthly install~
ments of $142, 4ncluding interest, through
February 1988; secured by real property with a
depreciated cost of $30,73]

Total long-term debt

Less current installmencs of long-term debt

Long-term debt, excluding currant
inscallments

(7) Income Taxes

§ 350,000 -

U

LEISNOI, INC.
AND SUBSIDIARY

Notes to Consclidated Financial Statements

Additionally, the Company has available to reduce tuxes of future periods

investment tax credit carryforvards as follows:

Year of expiration

1982 H 68
1983 741
1985 370

5 1,179

(8) Development Stage Entervrise

10,753 11,144
360,753 11,144

800 171

In prior years, the Company was i{n a development sctage and reported accord-

ingly. A development-stage company is generally a corporation whose prin-
cipal efforts are directed tovard establisning a new business and planned
principal operations have not commenced or have commenced but have not
produced significant revenues.

(9) Contingency

$ 339,933 10,373

Funds received under provisions of the Act from the Alaska Native Fund are not !

subject to fedaral, stace or local income taxas,

Real property interescs

recaived pursuant to the Act are also not subject to income taxes; however,
{ncome derived from the real proparty interest and other operations of the
Company are subject to federal, state and local income caxes.

The Company has available to reduce taxable earnings of future periods net

operating loss carryforwards as follows:

Year of expiracion

1984 $ 13,252
1985 219,792
$ 233,044

(Continued)
|

The Company is a defendant in licigaction challenging the eligibility of

Leisnol as a village under the Act (note 1). On October 16, 1978, the
United Staces District Court encered its judgment dismissing tha action.
The plaintiffs have subsequently filed a Notice of Appeal with the Districc
Court appealing the casa to the Ninth Circuit U. S. Court of Appeals vhare
tha case s now pending. The outcome of the appeal cannot be determined ac
this time.



LEISNOI, INC.
\ AND SUBSIDIARY

Consolidated Statements of Loss

Years ended December 31, 1978 and 1377

Revenues:
Interest income
Rental income
Natural resource revenues received from other regions
Other

Expenses:
Legal ,
Land selection costs
Salaries and payroll taxes
Depreciastion
Utilicies
Tasurance
Auditing and consulting fees
Board of Directors:
Fees
Travel and per diem
Interest
Repairs and maintenance
Other travel
Rent
Office supplies
Taxes and licenses
Advertising
Annual meeting
Ocher

Share of losses of investees (note 5)
Loss on sale of equipment

Net loss

See accompanying notes to consolidated financial statemercs.

978

$ 14,676
14,092

28,768

96,060
37,500
33,642
13,247
12,731
11,584

7,498

6,675
6,004
6,598
5,468
4,191
2,318
1,659
1,270

754

1,199

248,398

32,444
162

§ 252,236

1977

22,147
3,350
3,574
2,115

31,186

8,558
3,574
7,796
1,919

546
3,970
3,165

7,600
7,587

747
2,804

2,314
272

513
2,080

U

LEISNOT, INC.

AND SUBSIDIARY

Consolidated Statements of Stockholders’ Equity

| 1
Years ended December 31, 1978 and 1977

Paid=-in capital:
Balance at beginning of year

Increase due to distribution of 19(B) reserves

Stockholdar distribution

Balance at end of year
Deficic:

Balance at beginning of year

Net loss for the year

Balance at end of year

1978 1977
$ 1,724,269 1,733,769
L4 ,602 -
(29,500) (29,500)
$ 1,739,371 1,726,269
14,269 (10,219)
252,216 24,488
$ _ 266,505 14,259

See accompanying notes to consolidated findncial‘statemencs.



LEISNOT, INC. i
\ AND SUBSIDIARY i

Notes to Consolidated Financial Statements

(5) Investments in Business Ventures

The following is a summary of the Company's investments in business ventures:

1978 1977
Kodiak Island Seafoods, Inc. $ 350,000 -
Koncor Forest Resource Management
Coumpany, a joint venture (32,5%44) -
Capa Chiniak Impact Centar 65,589 60,304
Othar 2,300 -
$ 383,643 60,304

In 1977, the Company, through its wholly-ownad subsidiary, WUF-1 Inc., entered
into a joint venture sgreement with wholly-owned subsidiaries of Ouzinkie
Native Corporation and Watives of Xodiak, Incorporated. The joint venture,
Koncor Forest Resource !Management Company (Koncor), was formed for the
purpose of managing, harvesting and growing timber on lands owned or to be
owned by the venturars.

The venture agreement provides for the initial contributions from the ven-
turers to consist of assiznments of timber rights on specified lands re-
ceived or to be recelved under the terms of the act.

At December 31, 1978, Natives of Kodiak, Incorporated and Ouzinkie Native
Corporation had asaigned timber rights to the joint venture valued at
$146,700,000 based upon a muctually agreed to inicial value of $3,000 per
forested acre. To date the Company has not received ticle to any lands
specified in the joint venture agreement.

However, the joint venture agreemant provides for an "as if" computation and
an estimate has been prepared as to the value of timber tights to ba
received by the Company and assigned to the joint venturs. Based on this
estimate, the Company has recognized in the curreat year {ts portion of the
joint venture's losses of $21,524 and $10,920 for 1978 and 1977, respec-
tively.

The joint venture is to conduct a cruise within three years of the receipt of
titla to establish a revised valuation of timber rights aasigned by each
ownar company. This valuation is to be used to retroactively adjust, to
January 1, 1977, the ralated venturer's equity accounts.

(Continued)

LEISNOI, INC.
AND SUBSIDIARY

Notes to Consolidated Financial Statements

Koacor's financial position at December 31, 1978 and 1977 and the results of
its operations for the periods then ended are presented in the following
summary which was taken from audited financial statements which vere accom-
panied by a qualified opinion due to the auditors’ inability to determine
the reasonableness of the valuation of timber rights.

Balance Sheets

1978 1977
Assets:
Cash $ 892,792 319,374
Timber righcs 142,263,550 79,908,000
Other 215,476 56,152

$ 143,371,818 80,233,536

Liabilities and venturers' equity:
Accounts payable and accrued

expenses 10,796 10,279
Deferred salas proceeds - 179,483
Advanced toyalty 175,000 250,000
Venturers' equity 163,186,022 79,843 764

§ 143,371,818 80,28 26

Statements of Revenues and Expenses

1978 1977
Revenues $ 1,776,003 6,971
Expenses 1,902,618 71,207
Net loss ] 126,615 64,236

In 1976, the Company entered into a joint venture with Koniag, Inc., a region-
al native corporation, and other village corporations in the Koniag region
to develop a use for land and buildings at Cape Chiniak, Alaska. The
property was formerly used by the United States Air Force as a satellice
tracking station.

(Continued)
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LEISNOI, INC.
AND SUBSIDIARY

Notes to Consolidated Financial Statements

Summarv of Significant Accounting Policies

Principles of Consolidation

The consclidated financial scatements include the accounts of the Company and
its wholly-owned subsidiary. All significant inter:zompany transactions
have been eliminated in consolidation.

Depreclation
Depreciation of furniture and equipment is provided over their estimated
useful lives of three to twenty years using the sctraight-line mechod.

Investments in Business Ventures

The Company's investmencs are stated at cosC less the Company's share of
logysas since acquisition or net realizable value, except for che 107
investment in Kodiak Island Seafoods, Inc. (KISI) which 1s stated at cost.

Resource Revenue Discributions

Resource cevenues dlstributable to the Company under the terms of the Act are
recorded when the amount thereof {s determined and its receipt is reason-
ably assured. ;

Pooled Investments
The following la a summary of pooled investment activity for the Company for
the period April 20, 1973 (inception) theough December 11, 1978:

Receipts from Alaska Wative Fund § 721,686
Investment income 100,641
Resource revenues 3,574
825,901
Lass:

Wichdrawals $ 831,682

Stockholder overpayments 15,102 846,783
Net overdraw, included in

due to Koniag, Inc. $ 20.882

These funds are held in trust by Koniag, Inc. and are invested in time certif-

lcactes of depoait and federal and corporate obligations.

(Continued)

LEISNOL, INC.
AND SUBSIDIARY

Notes to Consolidated Financlali Statements

(1) Alaska Mative Fund Receivable

As discussed in note 1, the Company is to receive a proportionate share of
future diatribuctions from the Alaska Native Fund. A summary of amounts and
anticipated year of receipt is as follous:

1979 § 187,000
1980 171,904
1981 216,006
1982 200,954
1983 203,594
1984 __97,227

$ 1,076,685

The above estimates are based upon the schedule of federal appropriations as
provided for in the Act and the State of Alaska's projected receipt of
stace mineral royalties and stockholders' eligibilicy as of December 29,
1978.

(%) Buildings, Furniture and Equipment !

A summary of bulldings, furniture and equipment follows:
1978 1977

Buildings
Furniture and equipment

$ 372,574 32,341
30,688 22,524

$ 403,262 55,065

In 1975, the Company received a permit from the United Staces Government
granting them all the rights and privileges of ownership of property
located on Woody Island. The permit is valid until such Cime 2s the
Company receives interim conveyance. The value of the subject property has
not been decermined, and accordingly it is not recorded in the financial
statements.

During 1978, the Company completed the renovacion of several duplexes and a
water and sewer treatment plant located on Woody Island. Approxinately
$352,000 has been invested in the project, the purpose of which s to
provide housing on the island.

(Continued)



LEISNOX, INC.
AND SUBSIDIARY

Consolidated Statemen:s.af Changes in Financial Position

Years ended December 31, 1978 and 1977

Sources of working capital:
Proceeds from long~teram borrowings $
Receipts and change in amounts receivable from the
Alaska Yative Fund wichin one year
Proceeds from sale of esquipment, net of loss of $162
Increase in conctributed capital due to change in
enrollment
Total sources of working capital

Uses of working capital:
Vet loss
Less items which do not use working capical:
Depreciation
Share of losses of investees
Working capital used by operations

Increase in receivable from Alaska Native Fynd
Incraase in long~term receivables
Addicions to buildings and equipment
Curtent installments and repayment of long-term debt
Distribution to stockholders
Increase in long-term investments

Total uses of working capital

‘Decrease in working capital H

Changes in components of working capical:
Increase (dacrease) in current assets:

Cash
Time cartificates of deposit
Invescments
Receivables
Prepaid lnsurance
Other

Increase (decrease) in current liabilicies:
Notes payable
Current installments of long-term debt
Accounts payable
Due to Kodiak Island Seafoods, Inc.
Due to Konlag, Inc.
Other accrued expenses

Decrease in working capital S

Sea accompanying notes to consolidated financial statements.

1978 1977
350,000 11,269
182,569 124,548

1,863 -

44,602 -
579,034 135,817
252,236 24,488

13,247 1,919

32,444 -
206,545 22,569

44,602 - !

14,708 -
122,114 165,022

420 896 |

29,500 29,500
357,785 26,158 '
775,615 244,145
196,840, 108,229
301,515 37,663 !
200,000 -

(220,837) (191,847) !

53,288 64,753

12 732

(3,438) 3,579
330,540 (85,120)

95,000 -

29 baat
(34,361) 264,361
150,000 -
115,354 -

1,158 (1,924)

527,180 23,208

96,64 168,238

LEISNOT, INC.
AND SUBSIDIARY

Notes to Consolidated Financlial Statemencs

December 31, 1978 and 1977

(1) History and Significant Accounting Policies

History
Leisnol, Inc. (Company) was incorporacted pursuant to the Alaska Native Claims

Settlement Act (Act), which resolved the Alaska native land claims. Under
the provisions of the Act, the natives and various regional and village
corporations are to receifve distributive shares {n the settlement vhich
includes 40,000,000 acres of land and cash totaling $962,500,000 (Alaska
Native Fund).

Management estimates that the Company's share of distributions received and to

In

be received under the Act will be approximately 51,800,000 and the surface
estate of approximactely 115,200 acres of land. The regional corporation
within whose designated boundaries the Company is located will receive
title to the subsurface estata of this land.

addition to the basic settlement under cthe Act, as described above, under
Section 7(i), regional corporations organized pursuant ro the Act are re-
quired to distribute certain portions of any revenues derived from timber
resources and the subsurface estate patented to such corporations. The
Company will share in such distributed revenues to the extent of .3835%.

At December 31, 1978, amounts due the Company from these sources, if any,
have not been determined and are therefore not recorded in the accompanying
financial sctatements.

The authorized capital stock of the Company consists of 25,000 shares of non-

asgessable common stock with $1 par value. As of December 31, 1978, a0
stock had been issued. Based upon the December 29, 1978 enrollment, the
Company will be required to issue 2,950 shares. The Arcicles of Incotpo-
ration will be amended to accommodate this requirement.

Distributions received by tha Company as of December 11, 1978 have beun based

upon stockholder eligibility as compiled by the United States Deparcaent ot
Interior at December 29, 1978. These figures are subject to further
revision.

Under the provisions of the Act, for the period of twenty years from Decen

ber 18, 1971, the stock issued, dividends to be paid or other stock righcs
may not be sold, pledged, assigned or otherwise alienated except {n certain
circumstances by court decree or by death. For the tventy year period, the
stock shall carry voting rights only if the holder thereof is an eligible
Alaska native.

(Continued)



LEISNOI, INC. y
AND SUBSTDIARY !

Congolidated Balance Sheats )

December 31, 1978 and 1977

Aggets 1978 1977 !

- | N Liabilities and Stockholders' Equity 1578 1977
Current assets:
Cash [ 356,445 52,930 Current liabilities: I
Time certificate of deposit 200,000 - Notes payable [ $ §5,000 .
Invescments, plus accrued interest, at cost, which Current installments of loag-term dabt (noce &) 800 771
approximates market (note 2) - 220,837 Accounts payable 3,257 11,858
Due to Koniag, Inc. (note 2) 115,354 -
Recelivablas: Due to joint venture (note 3) 5,285 31,045
Alaska Native Fund, to be received within one year Due to Kodiak Island Seafoods, Iac. (note 5) . 320,000 s
(note 3) 187,000 120,913 | Other accrued expenses 1,672 514
Accrued interest 2,930 - | Total current liabilities t 571,368 44,188
Income tax refund 326 2,347
Due from stockholders - 13,708
Total receivables 190,256 136,968
Prepaid insurance 5,254 5,242
Ochr 'lél 3'579 Long-term debt, excluding current installments (ncce 6) 359,93) 10,373
Tocal current assets 750,096 _ 419,556 Dua to joint veature (nota 5) ! cbcy 20,219
Construction in progress - 230,072
Buildings, furniture and equipment, at cost (note &) 403,262 55,065 .
Less accumulated depreciation 18,989 7,869 Stockholdera' equity (note 3):
Vet buildings, furniture and equipment 386,273 47,196 Common stock of $1 par value. Authorized 25,000
shares; none issued - -
Alaska Native Fund, excluding amounts to be received Paid-in capital 1,739,371 1,724,269
vithin one year (nota 3) 889,685 1,027,652 Deficit i 266,303 14,269
Invesctments {(note 5) 185,645 60,304 Total stockholders' equicy 1,472,866 1,710,000
Due from stockholders 13,708 - |
Other 1,000 -
Contingency (note 9)
2,424,407 1,784,718
§ 2,424,407 1,784,780 $ 2,426,607 1,784,780

See accompanying notes to consolidated financial statements.

It



. LEISNOL, INC. '
' AND SUBSIDIARY

Notes to Consolidated Financial Statements

The agreement provides for ownership based on proportionate stockholder en-
rollment as follows:

Koniag, Inc. 50.0%
Natives of Kodiak, Inc. 10.3
Afognak Natives, Inc. 1.9
Natives of Akhiok, Inec. 1.9
Karluk Native Corporacion 3.7
Nu-Nachk-Pit, Inc. 4,0
0ld Harbor Nativa Corporation 6.6
Ouzinkie Native Corporatica 6.6
Port Lions Native Corporatiom 2.2
Laisnoi, Inc. 5.8
Kaguyak, Inc. 1.0
100.0%

During 1978, the joint venture enctered into a lease agreement with the United
States Government for cthe use of the building facilities ac Cape Chinfak.
The term of the lease is to be for the period February 1, 1979 cto Septem-
ber 30, 1980 with options co renew for aight (8) consecutive one-year
terms. The joint venture is to receive title to a hotel located in New
Jersey as full payment of rent for the primary term of the lease and any
option periods axercised by the government.

Management believes that all costs invested in the joint venture can be real-
ized by selling timber on the land.

A summary of che Company's liabilicy to the joint venture at Decembar 31, 197¢
and 1977 tollows!

1978 1977
Currently due $ 5,285 31,045
Long-term payable 20,220 20,219
Total § 25,503 51,2664

During 1978, che Company entered into an agreement with KISI to purchase
100,000 shares of KISI stock at $3.50 per share. As of December 31, 1978
the Company had made no payments toward cthe aforementioned commitment.
Accordingly, a 5350,000 curtent liabilicy is reflected on the balance
sheet. The investment represents a 10% ownership incerest in KIST.

(Continued)

LEISNOI, INC.
AND SUBSIDIARY

Notas to Consolidated Financial Statements

A summary of KISI's balance sheet at March 31, 1979 and the statement of

operations for the year then ended follows:
Balance Sheet

Current assets
Other assets

Total assets
Current 1liabilities
Other liabilities
Stockholders' equity
Total liabilities and stockholders’ equity
Statement of Operations
Sales
Cost of sales
Selling, administracive and other income and

expensed

Net loss

$280,000.

$

$

$

S

The Company has guaranteed a portion of KISI's long-term

5,624,967

1,328,772

6,753,739

4,337,862
1,700,000

715,877

6,153,739

5,416,485
4,407,775
1,006,710

1,173,505

166,795

debt not o exceed

(Continuaed)
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The Stockholders
Nu-Nachk Pit, Inc.
Larsen Bay, Alaska

We have examined the balance sheets of Nu-Nachk Pit, Inc. as
of December 31, 1979 and 1978, and the related statements of
operations, stockholders' equity and changes in financial
position for the three ycars ended December 31, 1979, Our
examinatlons were made in accordance with gencrally accepted
auditing standards and, accordinglyA included such tests of
the accounting records and such other auditing procedures as
we considered necessary in the circumstances. With respect
to the Company's investment in Kodiak Island Seafoods, Inc.
(KIS1), reflecting an excess of equity in losses over cost
of Investment of $82,372 at December 31, 1979, and equity

in net loss of $38,596 and $385,960 for the years ended
December 31, 1979 and 1978, respectively, we have received
the reports of other independent public accountants on

their examinations of financial statements of KISI for the
ycars ended March 31, 1979 and 1978. Our opinion expressed
herein, insofar as it relates to the amounts included for such
investee, 1s based solely upon the reports of other auditors.

As discussed in Note 3, the value of surface rights in land to
be rececived cannot be determined. Also, as discussed in Note 6,
the Company's interest in the redistribution of revenues under
Section 7(i) of the Act cannot be determined until litigation
concerning the computation thereof is settled. Any of thesec
items could create material changes in the financial statements.

In our opinion, based upon our examinations and the reports of
other independent auditors rcferred to above and subject to the
cffects on the financial statements of -the matters dlscussed

in the preceding paragraph, the aforcmentioned financial
statements present fairly the financial position of Nu-Nachk

Pit, Inc. at December 31, 1979 and 1978, and the results of

its operations and the changes in financial position for the
three years ended December 31, 1979, in conformity with generally
accepted accounting principles applied on a consistent basis.

| /74.../ /.5{4,“4

Anchorage, Alaska
May 7, 1980



NU-NACHK PIT, INC.

BALANCE SHEETS, December 31, 1979 and 1978

X ASSETS 1979 1978
current:
Cash s 7,576 § 1,364
Receivables:
Stockholders 8,260 8,260
Current portion of ANCSA monies
receivable (Notes 3 and 10) 561,633 112,666
Refundable income taxes 108 210
Other 2,578 2,697
Investments consisting of time certificates
of deposit and federal and corporate
obligations; held in trust by Konlag, Inc.,
Regional Native Corporation; at cost =~
plus accrued interest; approximates market
(Notes 2 and 7) 272,717 142,964
Total current assets 852,872 268,161
ANCSA monjies receivable, less current
portion (Notes 3 and 10) 39,037 615,977
Investment in jolnt venture (Note 9} 41,504 44,659
Office furniture and equipment, at cost
less accumulated depreciation of
$1,498 in 1979 and $1,198 in 1978 (Note 2) 145 445

Assets in amounts to be determined
(Notes 3 and 6)

$933,558 $_929,242

The accompanying notes are a part
of the financial statements.

(2)

R

LIABILITIES
Current:

Accounts payable:

Koniag, Inc., land selection costs

{Note 10)

Koniag, Inc., other
. Joint venture (Note 9)

Other

Total current liabilities

Accounts payable, joint venture (Note 9)

Excess of equity in losses over investment in
affiliated company (Note 9)

Commitments (Notes B, 9 and 10)

STOCKHOLDERS' EQUITY

Common stock, $l par value, 2,500 shares
authorized, 2,030 shares to be issued
(Note 5)

Contributed capital (Notes 2 and 3)

Retained earnings (deficit)

1979 1978
$ 13,925 S5 24,994
27 422
8,412 3,071
4,608 1,369
26,972 29,856
13,944
82,372 43,776
1,225,261 1,225,261
{401,047) __ (383,595)
824,214 841,666
$.932,550 $ 929,243



STATEMENTS OF STOCKNOLDERS' EQUITY

' ]
for the years ended December 31, 1979, 1978 and 1977 '“H

CONTRIBUTED CAPITAL

{Notes 2 and 3) 1979 1978 1977
Balance, beginning of period $1,225,261 $1,207,404 $1,207,404
Adjustment for settlement of
Scction 19B reserves 17,857
Balance, end of period $1.225,261 $1.225.261 $1.207,404

RETAINED EARNINGS

(DEFICIT)
Balance (deficit), beginning
of period $ (383,595) § 37,861 § (2,959)
Net income ({loss) for period (17,452) (421,456) 40,020

Balance (deficit), end of
period $ (401,047) § (383,593) £...37.861

=g R v peir

The accompanying notes are a part
of the financial statements.

(3) [

STATEMENTS OF OPERATIONS

for the years ended December 31, 1979, 1978 and 1977

Revenues:
Interest income
Natural resource monies received
from other regions (7(i) income)
(Note 6)

Expenses:
Board of Directors:
Per diem
Management contract fees
Land selection costs (Note 10)
Administrative:
Professional fees
Travel
Office supplies
Depreciation
Amortization
Licenses and other taxes
Insurance
Miscellancous
Annual mectings

Income (loss) from operations

Equity in income of joint venture
{(Note 9)

Equity in income (loss) of affiliated
company {Note 9)

Income (loss) before income
taxes

Refundable (provision for) income
taxes (Note 4)

Net income (loss)

The accompanying notes are a part

1979 1978 1977
$ 17,276 $ 14,603 §11,546
13,651 2,459
30,927 14,60) 14,005
680 1,336 1,307
800 3,600
4,077 37,500 2,459
4,580 5,418 5,697
266 1,389 1,031
444 209 201
300 299 299
149 180
50 150 175
337
120 49 407
100 175
11,654 50,199 11,931
19,273 (35,596) 2,074
1,871
(38,596) _(385,960) 38,846
(17,452) {421,556) 40,920
100 {100)
5.017,452) $,(421,456) $40,820

of the financial statcments.

1)



STATEMENTS OF CHANGES IN FINANCIAL POSITION

for the years ended December 31, 1979, 1978 and 1977

Sources (uses) of working capital:
Opcrations:
Net income (loss)
Items not affecting working
capital:
Depreciation and amortization
Equity in (income) loss of
business ventures

Working capital provided by
(used in) operations

Decrease in long-term receivable,
less current maturities

Contributed capital received or to
bo received from Alaska Native
Fund )

Decrcase (increase) in investments
in business ventures

Decrease in long-term accounts
payable

Increase (decrease) in
working capital

Changes in components of working
capital which increased
(decreased) working capital:

Cash

Receivables

Investments

Land selection costs payable
Accounts payable

Income tax payable

Increase (decrease) in
working capital

1979 1978 1977
$(17,452) $(421,456) $40,820
300 448 479
36,725 385,960 (38,846)
19,573 {35,048) 2,453
576,940 91,812 84,511
17,857
5,026  (108,070) (18,040)
{13,944)
$587,595 $ _(33,449) $68,924
$ 6,212 $ 394 $(1,117)
448,746 29,722 44,356
129,753 (60,540) 41,564
11,069 (24,994)
(8,185) 21,869 (15,779)
100 (100)
$587,595 £ (33.449) $68,924

The accompanying notes are a part
of the financial statements.

(5)

NOTES TO FINANCIAL STATEMENTS

Alaska Native Claims Settlement Act (the Act):

The Act entitles Alaska Natives to 44 million acres of
land and monies totaling $962,5€0,000. The monies,
$462,500,000 from the Federal gcvernment and $500,000,000
from royalties and lease sales c¢f minerals owncd by

the State of Alaska and the Federal government in Alaska,
will be deposited with the United States Treasury in

the Alaska Native Fund in accordance with Section 6 of
the Act.

The Act provides for division of the State of Alaska
into twelve regional areas, each of which is represented
by a regional corporation. Further, a thirteenth
reglonal corporation was established for Alaska Natives
residing outside of Alaska. Each regional area has, in
turn, a number of village corporations which were also
established by the Act.

Enrollees to regional and village corporations become
shareholders of such corporations and are required to be
Alaska Natives as defined in the Act. Under Section 6,
monies provided by the Act ar= distributed from the
Alaska Native Fund to the regional corporations based

on enrollment percentages. Land provided by the Act is
allocated to the regional areas based on a formula which
includes both enrollment and land area. All subsurface

rights in the land will vest with the regional corporations,

while surface rights will be allocated between regional
and village corporations.

Section 7 (i) of the Act provides that 70 percent of
revenues reccived by each regional corporation from timber
resources and subsurface estatc patented to it under the
Act shall be divided annually among the twelve Alaska
reglonal corporations in proportion to the number of
enrollees in cach (Note 6).

section 7(j) of the Act requires that, five years after
enactment (December 18, 1971), cach reyional corporation
must distribute not less than 50 percent of funds received
under Sections 6 and 7(i) to the village corporations in
its region and to its at-large sharcholders.
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NOTES TO FINANCIAL STATEMENTS, Continued

Incorporation and Accounting Policies:

Nu-Nachk Pit, Inc. was incorporated on October 19, 1973

as a village corporation pursuant to provisions of the
Act.

The Company 1s subject to certaln controls by Koniag, Inc.,
a regional corporation organized under the Act. The Act
provides, among other things, that:

a) Funds allocated to a village corporation may
be withheld until the corporation has submitted
a plan for use of the money that is satisfactory
to the regional corporation. The regional
corporation may require a village to enter joint
ventures with other village corporations and
jointly finance projects undertaken by the
regional corporation that will benefit the
region generally. 1In the event of disagreement
over provisions of the plan, issues 1n dis-
agreement shall be submitted to arbitration as
shall be provided for in the articles of
incorporation of the regional corporation.

b) For a period of ten years after the date of
cnactment of the Act, the regional corporation
shall be afforded the opportunity to review
and render advice to villageo corporations on
all land sales, leases or other transactions
prior to any final commitment.

Following is a summary of significant accounting policies
adopted by the Company:

Receipts and estimated future receipts of
monies from the Alaska Native Fund under
provisions of the Act are recorded as
contributed capital. Futuro receipts have
not been reflected at present valucs (see
Note 3).

Expenses of selecting land under the Act
are charged to operations as incurred.

Continued
(7

NOTES 10 FINANCIAL STATEMENTS, Continued

Incorporation and Accounting Policies, Continued:

Office furniture and fixtures arc recorded at cost and
depreciated usaing the stralght-line melhod.

lnvestment tax credits are reflected in operations on the
"flow-through method".

The equity method of accounting is used for investments
owned 20 to 50 percent. Under this method, the Company
reports currently its share of the investee's income or
losses, see Note 9.

Monies and Land Recelved and to be Received as a Result
of the Act:

The Company's share of the monies has been included in the
financial statements on the assumption that Koniag, Inc.
{regional corporation related to the Company) will receive

4,247 percent of the total (sce Note 1). This is the
percentage of enrollment in the Koniag reglion to the total
enrollment of all 13 regions (3,328 to 78,361). ‘he Company's

share is the percentage of the Company's enrollees to total
enrolleces of Koniag region.

The Company cstimates it will receive $561,633 of these monies
in 1900 and $39,037 in 1981.

In addition to the monies discussed above, the Company will
receive surface rights to 115,200 acres of land, subsuvface
rights being owned by Konitag, 1nc., Ruegional Native Cortporation,
such land will be recorded at fair value when interim con-
veyances are received or when fair values have been determinued,
whichever event cccurs later. As of December 31, 1979, the
Company has recclved interim cunveyance to 72,144 acres; fair
value has not been determined for this acreage. The value of
surface rights are considered by management to be material

to the financial statements. Further, the Company may be
eligible for an interest in additional land under Section 12(b)
of the Act (see Note 8).

Monies and land received or to be received are considered to
be contributed capital and are shown as such in the financial
statcments.



NOTES TO FINANCIAL STATEMENTS, Continued
\

Income and Property Taxes:

Funds and properties received under provisions of the
Act are not subject to any form of Federal, state or
local taxation at time of receipt.

Real property interests recelved under the Act which

are not developed or leased to third parties are exempt
from state and local real property taxes until December 18,
1991.

Income derived from real property interests and from
investments and operations of the Company are subject
to applicable Federal, state and local taxation.

The Company did not provide taxes in 1977 waich would
have been payable if undistributed earnings of its
affiliated company were remitted because the Company
considered thecse earnings to be invested in the affiliate
for an indefinite period.

At December 31, 1979, the Company has a net operating
loss carryforward of $13,651 for federal income tax
purposes available to reduce future taxable income, if
any, expiring in 198S.

Capital Stock:

As provided in the articles of incorporation, ten shares

of common stock are to be issued to each Netive enrolled

to the Company. No shares have been issued as of December 31,
1979, although 203 gualified individuals heve been recorded
as stockholders in the Company's records for voting

purposes and to establish a distribution roll.

For a period of twenty years from Decembex 18, 1971,
stock dividends paid or other stock rights are restricted
pursuant to the Act. Such stock may not be sold, pledged,
assigned or otherwise alienated except in certain cir-
cumstances by court decree or by death. For the twenty
year period stock shall carry voting rights only if

the holder thereof is an eligible Native. On January 1,
1992 all stock previously issued shall be deemed to

be cancelled and shares of stock will be issued to each
stockholder of record, without restriction, share for
share.

R

NOTES TO FINANCIAL STATEMENTS, Continued

Assets in Amounts to be Determined:

As indicated in Note 1, Section 7(1) of the Act provides
that certain resource revenues received by regional
corporations are subject to redistribution to all of

the Alaskan regional corporations. This Section of the
Act L8 the subject of litigation to determine the method
of computing redistributable amounts. The Company's
interest in such redistribution cannot be determined
until such litigation is settled. To date, the Company
has received 516,110 of Section 7(i) revenues.

It is management's opinion that Section 7(i) monies to
be received may be material to its' financial statements.

Investments:

Investments in securities consist of the Company's financial
interest in the net assets of a joint investment account
formed for the benefit of village corporations in the Koniag
region. Amounts received under Section 6 of the Act by
Koniag, Inc., Reglonal Native Corporation in trust for sub-
sequent distribution to village corporations have been
deposited in the joint investment account. The village
investment account is controlled by Koniag, Inc.

Projects:

The Company has entered into an agreement with other

Koniag area village corporations whereby all lands allocated
under Section 12(b) of the Act (commonly called “second

round selections") by Koniag, Inc., Regional Native
Corporation will be held in trust and income from such

lands will be divided based on village corporation populations.
Further, the Company is committed for future expenditures
under this agreement for a project at Cape Chiniak (Note 9).

(10)



NOTES TO FINANCIAL STATEMENTS, Continued . ,
i NOTES TO FINANCIAL, STATEMENTS, Continucd

9. Investments in Business Ventures:

_ The following is a summary of the Company's investments 9, Investments in Business Ventures, Continued:
in business ventures:

Affiliated Company, Continued

Joint Venture

1979 1978 Y (1) Based on the Company's 23.14% equity @ntcrest in
Cape Chiniak Impact Center - : KISI's net loss of $166,795 for the E{scal year ]
Joint Venture, 4% equity cnded March 31, 1979; and the Compuny's 33.33% equity
interest: ‘ interest in KISI's net loss of $1,157,879 for fiscal
Investment at December 31 $41,504 $44,659 year 1978 and their net income of $116,5}7 f9r
Equity in income for the figscal year 1977. It is est{mated that KISI's
period 1,871 ' fiscal 1980 loss will approximate §1,192,000,
Related accounts payable: resulting in a stockho}ders' deficit in that
Current 8,412 3,071 corporation approximating $426,000 at March 131,
Noncurrent 13,944 1980.
During 1976, the Company entered into a joint venture with 1 In 1975, the Company acquired 200,000 sharcs of common stock
Koniag, Inc., Regional Native Corporation and other village of Kodiak Island Seatnods, Inc. (KISI), a ncw corporation
corporations in the Koniag region to develop a use for Cape formed by the Company and two other Konlag region village
Chiniak. Such lands were formerly udcd by the United States corporations, for $200,000. KISI opcrates a cannery, fishing

Alr Force as a satellite tracking station. Management

vessels and a store located in Larsen Bay, Alaska.
considers the facility to have multiple use potential. !

In December 1978, the Company acquired 30,000 additional

The agreement gives Koniag, Inc., Reglonal Native Corporation shares (of a 400,000 share offering by KISI) for $105,000,
a 50 percent income interest in the joint venture and its reducing the Company's equity interest in KISI from 33-1/3%
properties, with the remaining 50 percent interest being tg 23%. Koniag, Inc. and Leisnoi Native Corporation (pre-
divided among the village corporations in proportion to the viously not shareholders of KISI) acquired 234,000 and 100,000
number of stockholders enrolled except for rentals of real shares, respectively, of the 1978 offering.
property which are for the account of the village ventureres
in their entirety. The Company presently retains a 4.0 The Company has guaranteed short-term loans of KISI with a
percent income interest in the Cape Chiniak joint venture. " bank #n an amount not to exceed $5,000,000 ($1,498,798 out-
1 standing at Deccember 31, 1979). The Company has also
guaranteed 23% of up to $2.8 million in loans to KISI b
Affiliated Company 1212 lglﬁ 1377 another bank ($2,016,000 of loans outstanding at Decumer 31,
Kodiak Island Seafoods, Inc.: 1979), pledging its assets as collateral.
E?i;tOfiinz:Zszn?losses) since $305,000 $ 305,000 $200,000 Effective in May 1980 the Company, togycther with the other
| anuisition (387,372) (348,776) 37,184 investors in KISI, guarantecd up to $10 million in loans

to KISI by two other banks for which the Company is jointly

Balance, end of year (excess of and scverally liable.

equity in losses over cost

of investments, 1979 and 1978) 5(82,372) $_(43,776) $237.184 10. Land Selection Costs:
Equity in income (loss) for the Konia i
g, Inc. billed the Company $4,077 in 1979, $37,500 in
period (1) £(38,596) 2(385,960) 5.38.846 1978 and $2,459 in 1977, for land selection costs incurred

in assisting the Company in its sclection of lands to be
received under the Act (Notes 1 and 3). The unpaid balance
Continued will be repaid by allocating 25 percent of future ANCSA
monies distributed to the Company.

(11) s i
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CQOPERS & LYBRAND

COMRE D LG ACVTDONTARES,

IN PRINCIPAL ANEAS

O InE wWOHLD

The Stockholders
0td Harbor Native Corporation
0ld Harbor, Alaska

We have examined the balance sheets of Old Harbor Native
Corporation as of December 31, 1979 and 1978, and the related
statements of operations, stockholders' equity and changes in
financial position for the years ended December 31, 1979, 1978
and 1977. Our examinations werc made in accordance with
gencrally accepted auditing standards and, accordingly, in-
cluded such tests of the accounting records and such other
auditing proccdurcs as we considered necessary in the clrcum-
gtances. With respect to the Company's investment in Kodiak
Island Scafoods, Inc. (KISI), reflecting an excess of equity
in losses over cost of investment of $82,372 at December 31,
1979, and cquity in net loss of $38,596 and $385,960 for the
years cnded December 31, 1979 and 1978, respecctively, we have
received the reports of other independent public acceountants
on their examinations of financial statements of KISI For the
yuars ended March .31, 1979 and 1978, Our opinion expruos:ed
heredn, insofar as it relates to the amounts included for such
investee, 18 basged solely upon the reports of othoer auditoru.

As discussed in Note 3, the vialue of surface rights in land to

be received cannot be determined. Also, as discussed in Note 6,

the Company's interest in the redistribution of revenues under
Scction 7(1) of the Act cannot be determined until litigation
concerning the computation thercof 1s settled. As discussed

in Note 11, the Company has made no provision for any liability
for unpald costs clalmed by a consulting firm in connection with
a proposed scafood processing plant project which was terminated

by the Company. Accordingly, the ultimate resolution of this
matter is uncertain. Any of these ltems could create material
changes in the financial statements.

In our opinion, based upon our examination and the reports of
other independent auditors referred to above and subject to

the effects on the financial statements of the ultimate resolution
of matters discussed in the preceding paragraph, the aforementioned

financial statements present fairly the financial position of

0ld llarbor Native Corporation at December 31, 1979 and 1978 and

the results of its operations and the changes in its financial
position for the ycars ended December 31, 1979, 1978 and 1977
in conformity with gencrally accepted accounting principles
applied on a consistent baslis.

Anchorage, Alaska
A il 6, 1980

(2)



OLD UARDOR NATIVE CORPORATICN !

\BALANCE SHFRETS, December 31, 1979 &nd 1978

ASSETS 1979 1978 | LIABILITIES 1979 1978
Current: ° Current:

Cash $ 108,143 § 65,800 Accounts payable:

Investments consisting of time certificates Joint venture (Nose 9) . $ 13,891 S 5,064
of deposit and federal and corporate Koniag, Inc., land selection costs . =
obligations; held in trust by Koniag, Inc., P (Note 10) ,681 16,92
Reglonal Native Corporation; at cost plus N Konigg, ;“Cielﬁtqgf " Z,Sf; . g;;
accrued interest; approximates market | ccrued and withhe payro taxes ,023

Notes 2 and 7) 403,923 374,129
Rcce;vablcs: y ' ' Total current liabilities 21,711 23,458
Current portion of ANCSA monies | ,
receivable (Notes 3 and 10) 922,672 185,372 Account payable, joint venture (Note 9) 23,008
Other 1,030 100 Excess of equity in losses over investment
in affiliated company (Note 9) 82,372 43,776
Total current assets 1,435,768 625,401 commitments (Notes 8, 9 and 10)

Contingencies (Note 11)
ANCSA monies ‘receivable, less current portion

{(Notes 3 and 10) 64,132 1,013,479 STOCKHOLDERS® EQUITY
Note receivable, City of Old Harbor 12,513 12,513 )
Investment in joint venture (Note 9) 68,492 73,685 Common stock, $1 par value, authorized
Furniturc and equipment, at cost (Note 2) 8,627 3,587 2,600 shares, 3,350 to be issued
Loss accumulated depreciation (3,064) (2,698) (Note 5)
Asscts in amounts to be determined Contributed capital (Notes 2 and 3) 2,015,946 2,015,946
{Notes 3 and 6) Retalned earnings (deficit) (533,5611 (380,221)

1,482,385 1,635,725

$1.586,468  §1,725,967

R

The accompanying notes are a part
of the financial statcments. -

(3) g



STATEMENTS OF STOCKHOLDERS' EQUITY

for the years ended December 31, 1979, 1978 and 1977

CONTRIBUTED CAPITAL
(Notes 2 and 3)

Balance, beginning of period

Adjustment for settlement of
Section 19B reserves

Balance, end of period

RETAINED EARNINGS (DEFICIT)
Balance, beginning of period
)
Net income (loss) for period

Balance, end of period

$2,015,946 $1,986,841 §1,986,841

29,105

$2,015,946 $2,015,946 $1,986,841

$ (380,221)8 29,853 § (16,102)

(153,340) __ (410,074) 45,955

s (533,561)% (38022108 29,853

The accompanying notes are a part
of the financial statements.

(4)

STATEMENTS OF OPERATIONS

for the years ended Deccmber 31,

Income:

Interest income (Note 7)

Natural resource mohies
received from other

regions (7(1) income)

(Notes 6 and 7)

| Expenses:
VR Board of Directors:
Per diem
Travel
Land selection (Note 10)
Administrative:
Salaries
Payroll taxes
Professional fees
Travel and per dlem
Office supplies
Depreciation
Amortization
Taxes and licenses
Miscellaneous

Income {(loss) from

Plant project costs (Note 11)
Equity in income of joint venture

(Note 9)

Bquity in income (louss) of affiliated

company (Note 9)

Net income (loss)

The accompanying notes are a vpart

$(153,340)

of the financial statcements.

$(410,074)

1979, 1978 and 1977
1979 5248 1977
44,398 $ 32,816 527,713
22,531 4,046
66,929 32,816 31,759
1,593 1,583 1,015
925 321 289
3,688 17,500 4,071
9,086 8,457 11,759
1,050 1,018 1,400
7,764 3,868 2,595
166 1,146 1,927
144 1,634 393
366 572 515
186 279
100 100
156 545 307
24,938 56,930 24,650
41,991 (24,114) 7,109
(159,822)
3,087
(38,596) (385,960} 3H.Blu

§45,945



STATEMENTS OF CHANGES 1IN F1INANCTAL POSITION

for the years ended December 31, 1979, 1978 and 1977

oo Y
1979 1978 1977
Sources {uscs) of working capital:

Oopcerations: )
Net income (loss) $(153,340) $(410,074) $ 45,955
Charges (credits) to income

not affecting working
capital:
Depreciation and amortization 366 758 794 1
Equity in (income) loss of
business ventures 35,509 385,960 (38,846)
working capital provided from |
(used in) operations (117,465) (23,356) 7,903 i
4
Duecrcase Ln long-term recelvable,
less current maturities 949,347 151, 300 139,121
Decreuse (increase) in invest- ,
ments in business ventures 8,280 (110,063) (29,766)
Contributed capital reccived or
to be recelved from Alaska
Native Fund 29,105 |

Decrease in long-term payable (23,008)

Purchase of furniture and |

equipment (5,040) (830) ;

Increuase in long-term notes

receivable (12,513) L
Increase in working
capital $.812,114 $ 33,643 $117,258
changes in working capital
components:
1ncrease (decrease) In current
aygets:
Cash $ 42,343 $ (6,802) $ 11,849
Investments 29,794 (20, 310) 49,373
Receivables 738,230 47,773 67,197
810,367 20,661 128,419
Decrcase {increase) in current
liabilitics:
Accounts payable 1,336 12,892 (11,101) !
Accrued and withheld payroll I
taxes 411 90 (60)
1,747 12,982 (11,161)
Increase in working
caplital 5. 812,114 $ 33,643 117,258

The accompanyling notes are a part
of the financial statements.
(6)

U

NOTES TO FINANCIAL STATEMENTS

Alaska Native Claims Scttlement Act (the Act):

The Act entitles Alaska Natives to 44 million acres of
land and monies totaling $962,500,000. The monies,
$462,500,000 from the Federal government and $500,200,000
from royalties and lease sales of minerals owned by

the State of Alaska and the Federal government in Alaska,
will be deposited with the United States Treasury in

the Alaska Native Fund in accordance with Section 5 of
the Act.

The Act provides for division of the State of Alaska
into twelve regional areas, each of which is represented
by a regional corporation. Further, a thirteenth
regional corporation was established for Alaska Natives
residing outside of Alaska. Each regional area has, in
turn, a number of village corporations which were also
established by the Act.

Enrollees to regional and village corporations become
shareholders of such corporations and are required to be
Alaska Natives as defined in the Act. Under Scclion 6,
monies provided by the Act are distributed from the
Alaska Native Fund to the regional corporations based

on enrollment percentages. Land provided by the Act is
allocated to the regional areas based on a formula which
includes both enrollment and land area. All subsurface

rights in the land will vest with the regional corporations,

while surface rights will be allocated betwcen regional
and village corporations.

Section 7 (i) of the Act provides that 70 percent af
revenues received by each regional corporation fram timber
rasources and subsurface estate patented to it under the
Act shall be divided annually among the twelve Alaska
regional corporations in proportion to the number of
enrollecs in each (Note G).

Sectlon 7({j) of the Act requires that, five ycurs after
cnactment (December 18, 1971), each reyional corpcraticn
must distribute not less than 50 percent of funds re-

ceived under Sections 6 and 7(i) to the village corporations

in its region and to its at-large shareholders.

(1



NOTES TO FINANCIAL STATEMENTS, Continued

Income and Property Taxcs, Continued:

Tnheome derived from real property intcrest and Erom
investments and operations of the Company are subjuect Lo
applicable Federal, state and local taxation.

The Company did not provide taxes in 1977 which would have
been payable if undistributed earnings of its affiliated
company were remitted because the Company considercd these
carnings to be invested in the affiliate for on indefinite
period.

At December 31, 1979, the Company has a net operating
loss carryforward of $142,000 available to reduce future
taxable income, if any, expiring 1983 through 1986. A
charitable contribution carryover of $4,000 is also
available to offset taxable income through 1981.

Capital Stock: i

As provided in the articles of incorporation, ten shares
of common stock are to be issued to each Native enrolled
to the Company. No shares have been issued as of
December 31, 1979, although 335 qualified individuals
have been recorded as stockholders in the Company's
records for voting purposes and to establish a distribution
roll. An amcndment to the articles of incorporation will
be necessary to change the authorized number of shares
from its present amount, 2,600 shares, to an amount
sufficient to meet this future distribution of common
stock.

For a period of twenty years from December 18, 1971, stock
dividends pald or othor stock rights are restricted pur-
suant to the Act. Such stock may not be sold, pledged,
assigned or otherwise alienated cxcept in certain circum-
stances by court decrece or by death. For the twenty year
period, stock shall carry voting rights only if the

holder thereof is an cliglible Native. On January 1, 1992,
all stock previously issued shall be deemed to be cancelled
and shares of stock will be issued to each stockholder of
record, without restriction, share for share.

Assets in Amounts to be Determined:

|
As indicated in Note 1, Section 7(i) of the Act provides
that certain resource revenues recelved by regional
corporations are subject to redistribution to all of the
Alaska regional corporations. This Section of the Act

Continued

(10)

NOTES TO FINANCIAL STATEMENTS, Continued

Asscts in Amounts to be Determined, Continued:

is the subject of litigation to dcetermine the method

of computing redistributable amounts. The Company's
interest in such redistribution cannot Lo determined
until such litigation is scttled. To date, the Company
has received $26,577 of Section 7(i) revenuus.

It is manugement's opinion that Scection 7(i) monics to
be recelved may be material to its financial statements.

Investments:

Investments in securitles consist of the Company's
financial interest in the net assets of a joint i
investment account formed for the benefit of village
corporations in the .Koniag region. Amounts received
under Section 6 of the Act by Koniag, Inc., Regional
Native Corporation in trust for subsequent distribution
to village corporations have been deposited in the
joint investment account. The village investment
account is controlled by Koniag, Inc.

Projects:

The Company has entered into an agreement with other
Koniag arca villaye corporations whereby all lands
allocated under Scction 12(b) of the Act (commonly
called "second round selections") by Koniag, Inc.,
Regional Native Corporation will be held in trust

and income from such lands will be divided based on
village corporation populations. Further, the
Company is committed for future expenditures under
this agreement for a project at Cape Chiniak (Note 9).

Investments in Business Ventures:

The following is a summary of the Company's investments
in business ventures:

Joint Venture 1979 1978

Cape Chiniak Impact Center Joint
Venture, 6.6% equity interest:

Investment at December 3] $68,492 $73,685
Equity in income for the period 3,087
Reluted accounts payable:
Current 13,891 5,064
Noncurrent 23,008

Continued
(11)



Incorporation and Accounting Policies:

NOTES TO FINANCIAL STATEMENTS, Continued V
Iy
\ —_

0l1d llarbor Native Corporation was incorporated on
September 13, 1973 as a village corporatien pursuant
to the provisions of the Act.

The Company is subject to certain controls by Koniag, Inc..

a regional corporation organized under the Act.

The Act B

provides, among other things, that:

a)

b)

Funds allocated to a village corporation may

be withheld until the corporation has submitted
a plan for use of the money that is satisfactory
to the regional corporation. The regional
corporation may require a village to enter joint
ventures with other village corporations and
jointly finance projects undertaken by the
regional corxporation that will benefit the
region generally. In the event of disagreement
over provisions of the plan, issues in dis-
agreement shall be submitted to arbitration as
shall be provided for in the articles of
incorporation of the regional corporation.

For a period of ten years after the date of
enactment of the Act, the regional corporation
shall be afforded the opportunity to review
and render advice to village corporations on
all land sales, leases or other transactions
prior to any final commitment.,

Following is a summary of significant accounting policies
adopted by the Company:

Roccipts and estimated future receipts of
monies from the Alaska Native Fund under
provisions of the Act are recorded as W
contributed capital. Future receipts !
have not been reflected at present
values (see Note 3).

Expenses of selecting land under the Act
are charged to operations as incurred.

Furniture and equipment are recorded at
cost and deprociated using the atralght-
line method.

Investment tax credits are reflected in
operations on the "flow-through method" .

Continued |
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NOTES TO FINANCIAL STATEMENTﬁ, Continued

Incorporation and Accounting Policies, Continued:

The oquity method of accounting is uscd for invest-
ments owned 20 to 50 percent, Under this method,
the Company reports currently its share of the
investee's income or losses, sce Note 9.

Monies and Land Received and to bc Reccived as a Result
of the Act:

The Company's share of the monies has been included in the
financial statements on the assumption that Koniag, Inc.
(regional corporation related to the Company) will re-
ceive 4.247 percent of the total (see Note 1). This Is
the percentage of enrollment in the Koniag region to the
total enrollment of all 13 regions (3,328 to 78,361).

The Company's share is the percentage of the Company's
enrollees to total enrollees of Koniay region.

The Company estimates it will receive $922,672 of these
monies in 1980 and $64,132 in 1981.

In addition to the monies discussed‘above, the Company
will receive surface rights to 115,200 acres of land,
subsurface rights being owned by Koniag, Inc., Regional
Native Corporazion. Such land will 'be recorded at fair
value when interim conveyances are received or when

fair values have been determined, whichever event occurs
later. As of December 31, 1979 thc Company has received
interim conveyance to 102,008 acres; fair valuc has not
been determined for this acreage. The value of surface
rights are considered by management to be material to
the financial statements. Further, the Company may be
eligible for an interest in additional land under
Section 12(b) of the Act (see Note 8).

Monies and land received or to be received are considercd
to be contributed capital and are shown as such in the
I

financial statements.
|

Income and Property Taxes:

Funds and properties received under provisions of the Act
are not subject to any form of Federal, state or local
taxation at time of reccipt.

Real property interests received under the Act which are

not developed or leased to third parties are exempt from
state and local real property taxes until December 18, 1991,

Continued

{9)



NOTES TO FINANCIAL STATEMENTS, Continued

\

Investments in Business Ventures, Continued:

During 1976, the Company entered into a joint venture

. with Koniay, Inc., Regional Native Corporation and other

village corporations in the Konlag region to develop a
use for Cape Chiniak. Such lands were formerly used by
the United States Air Force as a satellite tracking
station. Management considers the facility to have
multiple use potential,.

The agreement gives Koniag, Inc., Regional Native
Corporation a 50 percent income interest in the joint
venture and its properties, with the remaining 50 percent
interest being divided among the village corporations

in proportion to the number of stockholders enrolled
except for rentals of real property which are for the
account of the village venturers in their entirety. The
Company presently retains a 6.6 percent income interest

NOTES TO FINANCIAL STATEMENTS, Continued

Investments in Business Ventures, Continued:

In 1975, the Company acquired 200,000 shares of common
stock of Kodiak Island Seafoods, Inc. (KISI), a new
corporation formed by the Company and two other Koniay
regional village corporations, for $200,000. KISI
operates a cannery, fishing vessels and a store located
in Larsen Bay, Alaska.

In December 1978, the Company acquired 30,000 additional
shares (of a 400,000 share of offering by KISI) for
$105,000, reducing the Company's equity interest in

KISI from 33-1/3% to 23%. Koniag, Inc. and Leisnoi Native
Corporation (previously not shareholders of KISI) acquired
234,000 and 100,000 shares, respectively, of the 1978
offering.

The Company has guaranteed up to 23% of $2.8 million in
loans to KISI by a bank, pledging its assets as collateral

in the cdpe Chiniak joint venture.
(maximum of $644,000),
Affiliated Company 1979 1978 1977

Effective in May 1980, the Company together with the
other investors in KISI, has also guaranteed up to
$10 million in loans to KISI by two other banks, for
which the Company is jointly and severally liable.

Kodiak Island Seafoods, 1Inc.: \
Cost of investment $305,000 $ 305,000 $200,000
Equity in income (losses)

since acquisition (387,372) _(348,776) 37,184

Balance at year end (excess 10. Land Selection Costs:
of equity in losses over
cost of investment, for
1979 and 1978)

' Koniag, Inc. billed the Company $3,688 in 1979, $37,500 in
1978 and $4,071 in 1977 for land selection costs incurred
in assisting the Company in its selection of lands to be
received under the Act (Notes 1 and 3). The unpaid balance
will be repaid by allocating 2% percent of future ANCSA

. monies distributed to the Company.

$(82,372)8 (43,776)$237,184

%.(38,396)3(385,960)5_ 38,846

Equity in income (loss)
for the period (1)

(1) Based on the Company's 23.14% equity interest in 11. Plant Project Costs:
KISI's net loss of $166,795 for the fiscal year )
ended March 31, 1979; and the Company's 33,33% equity |
interest in KISI's net loss of $1,157,879 for fiscal 1
year 1978 and their net income of $116,537 for
fiscal year 1977. It is estimated that KISI's
fiscal 1980 loss will approximate $1,192,000,
resulting in a stockholders' deficit in that
corporation approximating $426,000 at March 31,
1980.

During 1979, the Company engaged the services of a consulting
firm to study the feasibility of constructing a seafood pro-
cessing plant in 01d Harbor. The firm also conducted pre-
liminary engineering and physical design, geotechnical and
oceanographic studies, and related services. Because of
changes in the fishing industry and the investment climate,
the Company has terminated the project and has accordingly
expensed project costs paid in 1979, totaling $159,822.
| Additional project billings totaling $150,683 were also
made by the consulting firm which have not been vaid or
| accrued by the Company and are currently under dispute.
! The Company cannot presently assess its ultimate liability,
Continued e if any, under this claim.

(12) (13)
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Ell]Sl &W\hinncy 2700 Seattle-1 st National ifanh Bide

Seitile, Winhington 98154

206/622-0610

Board of Directors
Kodiak Island Seafoods, Inc.
Seattle, Washington

We have examined the statements of financial position of Kodiak Island
Seafoods, Inc. as of March 31, 1980 and 1979, and the related statements
of operations and retalined-earnings deficit and changes in financial
position for the years then ended. Our exsminations were made in
sccordance with generally accepted auditing standards and, accordingly,
included such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances.

In our rep'ort dated June 15, 1979, our opinion on the 1979 financial
statements was qualified as being subject to the effects on the 1979
financial statements of such adjustments, if any, as might have been
required had the outcome of a legal action against the Company been
known, As explained in Note J to the financial statements, the
litigntion was settled on July 22, 1980. Accordingly, our present
opinion on the 1979 financial statements, as presented herein, no longer
containe the qualification expressed in our report for the previous
year.

The accompanying financial statements have been prepared in conformity
with generally accepted accounting principals applicsble to a going
concern, vhich contemplate the realization of assets and liquidation of
liabilities in the ordinary course of business. However, term loans from
a bank at March 3t, 1980 are in default although demand has been
temporarily postponed (see Note E to financial statemwents), current
liabilities exceed current assmets, and the Company has a capital
deficlency. Continuation of the Company as a golng concern and the
appropriateness of presenting the accompanying financial statements on a
going-concern basis are dependent upon continuing postponement of demand
for payment of term loans or the obtaining of alternative financing, and
the ability of the Company to generate profitable operstions which,
among other factors, is dependent upon the strength of 1980 salmon runs
and quantities of fish delivered to the Company to be packed. In view of
these uncertainties, our present opinion on the 1979 financial
statements, as presented herein, is different from that expressed in our
previous report dated June 15, 1979.

Ernst & Whinney

In our opinion, aubject to the effects, if any, on the financial
statements of the ultimate outcome of the uncertainties discussed in the
preceding paragraph, the financial statements referred to above present
fairly the financial position of Kodiask Island Scafoods, Inc. at
March 3!, 1980 and 1979, and the results of its oprrations and the
changes in ita financial position for the years then ended, in conformity
with generally accepted accounting principles applied on & consistent

Bt Wiy

Seattle, Washington

June 6, 1980, except as to
Notes D, E, and J, as to which
the date is July 30, 1980



STATEMENTS OF FINANCIAL POSITION

KODIAK ISLAND SEAFOODS, INC.

Harch 31 March 31
1980 1979 . 1980 1979

ASSETS LIABILITIZS AND STOCKHOLDERS' EQUITY
(CAPITAZ DEFICIENCY)
CURRENT ASSETS

Cash (including $321,007 restricted CURRENT LIARILITIES
in 1980)--Notes D and E $ 344,338 % 22,272 Notes payable to bank--Note D $1,959,772
Short-term investments (restricted)-- R Term loans from bank--Note E 2,057,924
Note D 820,677 i Advances from customer--Note F 817,415 $ 400,059
Receivables--Note D and E: Notes payable for insurance premiums 70,022 44,4645
Trade accounts 493,710 1,958,731 Outstanding checks, less cash
Fishermen sccounts 140,885 46,689 on deposit 43,490 123,066
Notes and other 81,019 36, 750 Trade azcounts payable and accrued
715,614 2,042,170 expenses—-Note G 680,720 708,792
Less allowance for possible losses 22,000 19,000 Accounts payable to fishermen 14,070 172, 344
693,614 2,023,170 Payable to Alaska-Shell, Incorporated--
Inventories-=Notes B, D, F and G Note Bt
Canned salmon 7 1,097,096 2,839,707 Financing arranpement 2,506,252
Frozen products 38,337 Accrued interest 109,182
Supplies and repalr parts 484,833 402,393 Other 60,000 73,122
Store merchandise 131,049 29,442 TOTAL CURRENT LIABILITIES 5,703,413 4,337,862

1,751,517 3,271,542
LONG-TERM LIABILITIES

Prepaid insurance and deposits 163,311 107,983 Accrued commissions, less current
i TOTAL CURRENT ASSETS 3,773,557 5,424,967 portion--Note B 80, 000
Note payable to customer--Note F 1, 700, 000
OTIER ASSETS 80, 0600 1,700,000
Notes receivable, less current STOCKHOLTERS ' EQUITY (CAPITAL DEFICIENCY)--
portion--Note E 280,653 26,814 Note H
Deferred financing costa and other assets 36,596 ___ 1,992 Commen Stoek, $1 par value:
317,049 34,806 Authoriged-~1,000,000 shares
Outstanding--994,000 shares 994, 000 994 , 000
PROPERTY, PLANT, AND EQUIPMENT~-on the Additional paid-in capital 985,000 983, 000
basis of cost--Notes E and F , Commen Stock subscription receivable (50, 000)
Land 33,724 33,724 l . Retained-earnings deficit (deduction) (2,405,388) (1,213,123)
Buildings 581,193 580,827 TOTAL STOCKHOLDERS' EQUITY
Machinery and equipment 914,404 741,602 (in 1980, capital deficiency) (426, 388) 715,877
Fishing vesaels 335,700 626,206
Construction in progress 141,980

2,007,001 1,982,359

Less nllo\unll:n for deprecfation ?-'-0_;632 688,393
1,266,319 1,293,966

I
$5,357,025 §6,753,739 $5,357,025 $6,753,739

See notes to financial statements
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|
STATEMENTS OF OPERATIONS AND RETAINED-EARNINGS DEFICIT

|
KODIAK ISLAND SEAFOODS, INC.

Year Ended March 3]

1980 1979
1
Net sales $ 7,292,651 $ 5,414,485
Cost of products sold (and reduction of
salmon inventory to market value in 1980) . 6,835,760 4,407,775
! 456,891 1,006,710
Selling and administrative expenses--Note B 1,273,265 731,698
| (816,374) 275,012
Other income (expense):
Intereat and other financing expense (632,366) (481 ,044)
Gain on sales of fishing boats 193,596
Interest and other income 62,879 39,237

NET LOSS  (1,192,265) (166, 795)

|

Retained-earnings deficit at beginning
of year ! (1,213,123) (1,046,328)
RETAINED-EARNINGS 'DEFICIT
AT END OF YlEAR §(2,405,388) $(1,213,123)

See notes to financial statements

It

-5



STATEMENTS OF CHANGES 1IN FINANCIAL POSITION

KUDIAK ISLAND SEAFOODS, INC.

SOURCES OF WORKING CAPITAL
Net loss for the year
Less charge to operations not affecting
working capital--depreciation
Total from operations

Note payable, classified as noncurrent
Reduction of noncurrent notes receivable
Decrease in other assetn
Sale of Common Stock
Collection of Common Stock subscription
receivable
Total sources of funds

USES OF WORKING CAPITAL
Net loss for the year
Less charpes to operations not affecting
working capitalt
Depreciation
Noncurrent accrued commissions
Total used for operations
Increase in noncurrent notes receivable,
less net book value of Fishing vessel
disposals
Incresse in deferred financing charges
and other assets
Additions to property, plant,
and equipment
Repayment of note
Total usen of funds

Year Ended March 31
1980 1979

$ (166,795)

197,956
31,161

1,700,000
17,89
6,192
1,329,000

50, 000

50,000 3,084,847

(1,192,265)

215,035

80,€00

897,230

94,196
28, 604

346, 831
1,700, 000

101,819

3,066, 86! 101,819

INCREASE (DECREASE) IN WORKING CAPITAL $(3,016,861) $2,6983,028

-6~

I

CHANGCES 1IN COMPONENTS OF WORKING CAPITAL
Increase (decrease) in current assets:
Cash
Investments
Receivables
Inventories
Prepaid insuramce and deposits
Increase (decrease) in current assets

Increase (decrease) in current liabilities:
Indebtedness to banks and a customer
Notes payable for insurance premiums
Outstanding checks, less cash on deposit
Trade accounts payable and mccrued

expenses
Accounts payabie to fishermen
Payable to Alaska-Shell, Incorporated
Increase (decrease)
in current liabilities

Increase (decrease)
in vorking capital

Working capital [deficiency)
st beginning of year

Working capital (deficiency)
at end of year

See notes to financisl statements

-F =

Year Ended March 31

1980 1979
§ 322,266 5 (176,300)
820,677
(1,329,556) 1,652,771
(1,520,025) 1,136,557
55,128 84,960
(1,651,310) 2,697,988

4,435,052 (1,999,9%1)
25,577 (2,188)
(79,576) 123,066
(28,072) 60,224
(358,274) 372,344
(2,629,156) 1,161,455
1,365,551 (285, 040)
(3,016,861) 2,983,028
1,087,105 (1,895,92))

$01,929,736)

$1,007,105



NOTES TO FINANCIAL STATEMENTS (Continued) '

KODIAK 1SLAND SEAFOODLS, INC,

NOTE D--NOTES PAYAPLE TO BANKS

fn 1976, the Company entervd into a loan agremesnt with Manufacturers
Hanover Teust Company and American Imlinn National Bank. Under the
agreement, notes payable buar interest at 2X above the prime rate.
The notes ore collataralized by inventories, receivables, property,
plant, equipment and substantially all of the Company's remaining
asscts. In addition, each ol the Company's three stockholders and
Koniag lnc. have entered into guarantee agreements with the banks.

The loan agreement, as subscquently amended, permits stipulated seasonal
borrowing lovels and requires stipulated seasonal repayments. The
agreement provides that for the period October 15, 1977 to May 15,

1978 the borrowing level was to have been reduced to a maximum of
$300,000.

Nonpayment of amounts due the bank hss resulted in an event of default
undor terms of the loan agreement. In addition, the Company did not
obtain permission from the banks to enter into the accommadation
arrangement (described in Note C). Further, the agreemeat does not
permit capital expenditures to exceed $100,000 in a twelve-month
period, and requires that amounts advanced by the Company to fishermen
be repaid on or prior to the date the finherman receives the last
{nstallment for salmon mold te the Company during the fishing scason
to which the advances relate. Noncompliance with these requirementd
resulted in events of default under turms of the loan agreament.

The banks have not chosen to exercise their rights to declare all
notes outstanding to be forthwith duc and payable and/or proceed to
enforce any of their remediea under their collateral security or
guarantees; however, the banks have not waived such rights.

NOTE E-~ADVANCES FROM CUSTOMERS

Ao of March 31, 1978 and 1977 the Company had entered lnto agreements
to sell all processed salmon eggrs obtained from the muccecding 1978
and 1977 fishing scasons. 1In addition, the 1978 agreement provides
for the sale of frozen salmon. The Company received cash advances
under these agreements and, further, received an additional $400,000
in April 1978, The advances are noninterest bearing until after the
close of the packing season. As shipments of the processed salmon
eggs are made, the advances are reduced by specified amounts. 1f

the advance is not extinguished ir full in this manner, then the
Company is obligated to repay the remaining amount. The advances |
are collateralized by a second lien on the Company's real estate and,
in 1978, a first security interest in processed salmon eggs.

-8-

NOTES TO FINANCIAL STATEMENTS (Continucd)

KONLAK TSLAND SEAFOODS, INC.

NO'TE F--INCOME TAXES

At March 31, 1978, the Company has a net operating loss carryover
of approximately $1,180,000 which may be used to offuct federal and
State of Alaska taxable income in future years. To the extent not
used, the not operating loas will expire in 1985,

e



STATEMENT OF CHANGES IN FINANCIAL POSITION

KOD1AK ISLAND iEAFOODS, INC.

SOURCES OF FUNDS
Net income
Add depreciation and amortization
Total From Operations

Reduction of notes receivable
Total Sources of Funds

APPLICATIONS OF FUNDS
Net loss
Less depreciation and amortizatlion
Total Used For Operations

Incresse fn deposita
Purchases of property, plant and equipment
Repayment, of long~teem dubt

Total Applications of Funds

DECREASE IN WORKING CAPITAL

CHANGES IN COMPONENTS OF WORKING CAPITAL
WHICH INCREASE (DECREASE) WORKING CAPITAL

Cash

Receivables

Inventory

Reaidual cost of canned salmon
inventory sold to Alaska-Shell,
Incorporated

Prepaid insurance

Notna payable

Accounts payable and accrued expenses

Fishermen accounts payable

Paysble tu Alaska-Shell, lncorparated:
Accrued intereat
Service fees

Advances from customers

Income tax payable

DECREASE IN WORKING CAPITAL

Sec notes to financial statements

Year Ended March 31

1978 1977
$ 116,537
156,159
27z,
§ 19,921 31,356

13,521 304,052

1,157,879

(183,541)
12,790 570
172,175 121,458

469,466
1,159,303 ~ 591,494

£01,139,182) $(287,442)

$ 163,668 $(166,868)
(45,061) 134,778
(604,328) 911,925

547,115
(8,031) 27,734
(1,006,074) (213,771)
(349,520) (100,061)
538,679  (538,679)

(84,193)

(133,737)

(200,000)  (300,000)
42,500  (42,500)

$01,129,380) §(287,442)

R

STATEMENT OF OPERATIONS AND RETAINED EARNINGS (DEFICIT)

KODIAK 1SLAND SEAFOODS, INC.

Year Ended March 31
1978 1977

Net sales E § 1,985,226  $4,944,57Y
Cost of products sold, and reduction of

salmon inventory to market value 2,547,083 4,127,098

' ) 21T, 481
Selling and administrative expensexa 421,204 109,106
4,061) 2,
Other income (expemse):
Interest income 12,815 7,839
Interest expense (270,836) (143,609)
Store operations 41,703 (17,368)

INCOME (L.OSS) BEFORF
INCOME TAXES  (1,200,379) 159,037

Federal and state income taxes (craedit) (42,500) 42,500
NET INCOME (LOSS) ~(T,157,879) — 116,517

Retained carnings !deficit) at beginning

of year 111,551 (4,986)
RETAINED EARNINGS (DEFICIT)

AT END OF YEAR $(1,046,328) §

LR

Ly

Se¢ notes to finanzial statements
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STATEMENT OF FINANCIAL POSITION

KODTAK LSLAND SEAFOODS, INC.

ASSETS--Note C

CURRENT ASSETS

Cash, and temporary investments subject
to repurchase apgrecment

Receivablen:
Current portion of notes
Trade
Fishermen
Other

Lens allowance for passible losyes

[nventorien:
Canned salmon
Supplies
Store merchandise

Reaidual cost of canned salmon inventory
sodd to Alaska-Shell, Incorporated--
Rote C
Prepaid inmurance
TOTAL. CURRENT ASSETS

OTIER ASSETS
Notus receivable, less current portion
above
Orpanizational costs, lass amortization
Deposits

PROPERTY, PLANT AND EQUIPMENT--on the baais
of coat-=Note E
Land
Buildings
Machinery and equipment
Fishing vessela
Olfice cquipment
Auto

Leas allowancen for depreciation

2=

March 31
1978 1977

$ 198,572 § 34,904

49,352 43,417
78,006 226,054
105,600
__.. 6,803 411
739,821 769,882
19,500 4,501
-—_Tiﬁ,jll ih5,3§?
746,360
379,488 252,030
48,689 34,515

478,77 TT,537,905

547,215
23,023 31,054
1] L [i!;;l!;s
44,708 64,629
1,042 1,584
14,285 1,495
33,724 33,724
559,353 528,600
682,806 589,602
600,876 552,908
3,292 3,292
5,249 4,999

1

312:761

32,906.390 $2.8%,031

M'ﬂ

LIABILITIES AND STOCKNOLDERS' EQUITY
(DEFICLENCY IN ASSETS)

CURRENT LIADLLITIES
Notes payable to banks--Note D
Note payable for insurance premioms
Trade accounts paynble and accrued
expensus
Accounts payable to [ishermen
Payable to Alaska-Shell, Incorporated--
Notes B and C:
Accrued interest
Service {ces
Advancen Lrom cuntomevy--Note E
Income taxes payable
TOTAL CURRENT LIABRILITIES

STOCKHOLDERS' EQUITY (DEFLCIENCY [N ASSETS)
Common Stock, $§1, par value:
Authocized--1,000,000 shares
Issued and outatanding=--600,000 sharcs
Retained carnings (deficit)

See notes to financial statements

March 31

1978

1977

$1, 610 Do
A 030

68,508

S LU0,V

40,59

299,044
518,619

B4, 293
113,737
HOU 000 bOU, 000
42,500
3,303,031 2,120, 744
600,000 600,000
(1,046,728) 191,591

B IWFL)) T, 55T

32a068mR00

EILLITR R



NOTES TO FINANCIAL STATEMENTS

KODIAK 1SLAND \SEAF0OODS, INC.

NOTE A--INCORPORATION AND PRINCIPLE ACCOUNTING POLICIES

Incarporation: Kodiak lsland Seafoods, Inc. was incorporated Februacy 18,
Tﬁ?g_E;_EF?EE village corporations formad under the Alaska Native

Claims Settlement Act. The three village corporations are located

within the geographic region cncompassed by Koniag Inc. Each village
corporation owns onc-third of the outstanding common shaces of Kodiak
fyland Seafoods, Inc.

The Company operates a cannery, f[ishing vessels and a store located
in Larsen Bay, Alaska.

Inventories: Inventories of canned salinon at March 31, 1977 and
Inventories of supplies and store merchandise at March 31, 1978 and
1977 are stated at the lower of cost (first-in, first-out method)
or market.

Realdual Cost of Canned Salmon Inventories Sold to Alaska-Shell, Incor-
rnratcd: The accounting policies for this are described in Note C.

bepreciation: Provision foc depreclation is computed om the straight-
Tine basts in amounts sufficient to amortize the cost of the properties
over their estimated useful lives.

Investment Tax Credits: Investment tax credits are recognized as
3 rvduction of the provision for taxes on income in the year in which
the credits are utilized.

NOTE 8--MANAGEMENT AND MARKETING AGREEMENT WITH ALASKA-SHELL, INCORPORATED

The Company has entered into a five-year agrecment under which Alaska-
Shell, Incorporated, commencing March 14, 1977, has been angaged to
provide general operational, financlal and marketlng management to

the Company. Compensation to Alaska-Shell consiats of a monthly few
of $5,000, reimbursement of specified personnel costs plus 15% but

not to excecd $25,000 annually, and marketing fees based on specified
percentages of gross sales. Alaska-Shell is obligated to pay any
brokerage commissions and expenses of its sales department. During
the year ended March 31, 1978, compensation earned by Alaska-Shell
amounted to approximately $199,000.

-6
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NOTES TO FINANCIAL STATEMENTS (Continued)

KODIAK ISLAND SEAFOODS, INC.

NOTE C--ACCOMMODATION ARRANGEMENT WITH ALASKA-SUELL, INCORPORATED

As un accommodation to Kodiak Island Seafoods, Inc. (KISI), during

the year ended March 31, 1978 Alaska-Shell, Incorporated purchased

all of KISL's canned salmon inventory, and paid KIS1 an amount equal

to the amonnt Ataska=Shell thervupon borrowed from Pacilic National

Bank of Washingten, collateralized by such inventory. KIS is obligated
to rvimburye Alaska-Shell for interest expense paid by Alaska-Shell

to the bank.

Beczuse the initlal sale of inventory by KISI tn Alaska-Shell was
an accomodation arrangement, KISI doces not record sales revenues until
Alarka-Shell subscquently sells the inventory.

Undcr the arrangement, as Alaska-Shell sells the inventory and collects
its account receivable [rom the customer, KISL is entitled to the
proceeds [rom the sale less a proportionate amount which it previously
received from Alaska-Shell.

At March 31, 1978, KISI's residual cost of canned salmon sold to
Alaska-Shell consists of the following:

Coat of salmon inventory sold to Alaska-Shell:

Held by Alaska-Shell for sale to its customers $1,706 ,808
Seld by Alaska-Shell; pruceeds of sale not

yet collected 150,073

1,855,886

Less payments to KISU from Alaska-Shell bank loan 1,309,671

Residual cost of canned salmon sold to Alaska-Shell  § 547,219

The above amounts for canned salmon sold to Alaska-Shell are stated

at the lower of average cost of production for the various species
processed, or ma-ket. In the prior year, inventories of canned salmoan
were stated at the lower of cost (first=-in, first-out methad) or
market. The Company believes the change in accountiog in 1978 rosulzs
in a more representative allocation of costs to canned salmon produced.
The Company haa not determined the effects on carrying amounts of
inventories and on operations that mav have tesulted from the change.



NOTES TO FINANCIAL STATEMENTS

KODIAK ISLAND SEAFOODS, INC.

NOTE A-~INOCORPORATION AND PRINCIPAL ACCOUNTING POLICIES

Incorporationt Kodiak 1sland Seafoods, Inc. was incorporated
February 18, 1975. The Company operates a cannery, fishing vessels and a
atore located in Larsen Bay, Alaska.

Short=Term Investments! Short-term investments are atated at cost,
Which approximates market value,

Inventories: Inventories of canned salmon and frozen products are
stated at the lover of average cost of production for the various species
processed, or market.

Inventories of supplies, repair parts, and store merchandise are stated
at the lower of cost (first-in, first-out method) or market.

Depreciations Provision For depreciation is computed by the straight-
Tine method in smounts sufficient to smortize the cost of the depreciable
asnets over their estimoted useful lives.

Investment Tax Creditst Investment tax credits are recognized an &
teduction of the provision for taxes on income in the year in which the
credits are utiliged. h

NOTE B-~TERN(NATION OF MANAGEMENT AND MARKETING ACREEMENT AND FINANCING
ARRANGEMENT WITH ALASKA-SHELL, INCORPORATED

On March 28, 1980, the Company and Alaska-Shell, Incorporated terminated
thelr agreement under which the latter provided general operational,
financial, and marketing management to the Company during fiscal years
ended March 31, 1980 and 1979. Among other conditions of termination of
the sgreement, Alaska-Shell is entitled to a 5X commission on sales of
stipulated quentities of salmon egge and frozen salmon by Kodiak Island
Sealooda, Inc. to a customer (nee Note F) during years ending Harch 31,
|98, 1982, and 1983, The Company does not hove freering facllities and
thus has no present plans to engage in frozen salmon processing.
However, = charge to operations of $§120,000 has been made in Cthe
accompanying 1980 financial statements for the estimated amount of
{uture commissions pertaining to salmon egg sales,

A

NOTES TO FINANCIAL STATEMENTS (Continued)

KODIAK 1SLAND SEAFOODS, INC.

NOTE B--TERMINATION OF MANAGEMENT AND MARKETING AGREEMENT AND FINANCING
ARRANGEMENT WITH ALASKA-SHELL, INCORPORATED (Continued)

Under the former agreement, compensation to Alaska-Shell consisted of a
monthly fee of $5,000, reimbursement of specified personnel costn plus
15%, but not to exceed $25,000 snnually, aid marketing fees based on
specified percentages of gross wales. During the years ended Harch M
1980 and 1979, compensation to Alsska-Shell for such services amoumted
to approximately $545,000 and $246,000, respectively. In 1979, an
adjustment of 1978 marketing fees resulted in a credit of approximately
$50,000 which reduced the amount of 1979 compensation.

During the year ended March 31, 1980, the Company also paid Alaska-Shell
$250,000 for the use of a frozen fish processing facility during the
salmon fishing season.

In addition to termination of the foregoing management and marketing
sgreement, an accommodation financing arrangement vith Alaska-Shell was
also terminated during the year ended March 31, 1980. The substance of
such arrangement resulted in Alsska-Shell borroving funds from itz bank
and relending such funds to Kodiak I1aland Seafoods, Inc., collateralized
by the latter's canned salmon inventories and trade accounts receivable.
Interest expense paid by Alsska-Shell was reimbursed by Kodiak lsland
Seafoods, Inc. This interim financing measure was terminated when
Kodiak lsland Seafoods, Inc. and Pacific National Bank of Washington
entered into the loan agreement described in Note D of notes to financial
statements,

NOTE C--MANAGEMENT AND MARKETING AGREEMENT WITH SWIFTSURE FISHERIES,
INC.

In March 1980, the Company entered into a one-year agreement with
Sulftaure 'Fisherles, Inc. to provide managpwment assintance to the
Company and market the Company's scafond products. Compensation tu
Swiftsure is to consist of brokerage comminsions earned on nales of
canned salmon, and a share of the Company's pre-tax proflits. Nn
compensation was earned by Swiftsure through March 11, 1980.



NOTES TO FINANCIAL STATEMENTS (Continued)

\
KODIAK ISLAND SEAFOODS, INC. i

NOTE D--NOTES PAYABLE TO BANK

Notes payable to bank, Pacific National Bank of Washington
("Pacificbank"), in the amount of $1,959,772 at March 3i, 1980 are
collateralized by cash deposits of $305,382, short-term investments,
accounts receivable, inventories, guarantee by a stockholder, and
partial guarantee by Farmers Home Administration. The Company has not
complied with a number of covenants in the loan agreement, including
maintenance of specified financial ratios, and therefore, events of
default existed prior to and subsequent to March 31, 1980,

Subsequent to March 31, 1980, caah and short-term investments at
March 31, 1980 together with collections of receivables from sales of
inventories were applied to reduce the amount payable to Pacificbank. 1In
addition, on June 12, 1980, the Company entered into a loan agreement
with Alaska Commercial Fishing and Agriculture Bank ('CFAB"), and in
July 1980 the remaining amount due Pacificbank was repaid from
borrowings from CFAB.

The loan agreement with CFAB permits maximum borrowings of $4,700,000,
but not in excess of the borrowing base which is an amdunt calculated
from stipulated percentages of eligible trade accounts receivable and
canned salmon inventories, Borrowings are repayable on demand, or if no
demand is made, not later than March 15, 1981. CFAB is also permitted to
require the company to purchase equity securities of CFAB, no greater in
amount than 101 of outstanding borrowings. The borrowings are
collateralized by the Company's cash on deposit with CFAB, accounts
receivable, inventories, any investments in CFAB equity securities, and
guatantees of the Company's stockholders.

NOTE E~~TERM LOANS FROM BANK

In June 1979, the Company obtained loans of $1,700,000 and $400,000 from
a  bank, The loan agreement contains, among other conditions,
restrictions regarding borrowing of money, lien or encumbrance upon
assets, repurchase of outstanding capitsl astock, and payment of
dividends, It also contains the provision that the lender may accelerate
the due date and demand immediate payment whenever, in good faith, it
believes that the prospect of payment 1s impaired. The loans are
collateralized by a first lien on all of the Company’'s property, plant,
and equipment; notes receivable and cash at March 31, 1980 of $278,879
and $15,625, respectively; and guarantees partially or wholly by Farmers
Home Administration and stockholders of the Company.
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NOTES TO FINANCIAL STATEMENTS (Continued)

KODIAK ISLAND SEAFOODS, INC.

NOTE E--TERM LOANS FROM BANK (Continued)

The loans are resayable in quarterly installments of 369,466, including
interest, through June 1986, and $48,985 thereafter, including interest,
until the year 2004. Interest for ninety percent of the loan balances is
10.5% per annum; interest for the remainder is 12.5%7 per annum.

Although current installments called for by the loan agreement have been
paid as they hava become due, the loans are in default because a number
of covenants of the loan agreement have not been met by the Company.
These pertain principally to limitations on the borrowing of money and
purchases of machinery and equipment, conditions to be met wvhen fishing
vessels wvere sold, timeliness of financial reporting to the bank, and
msi-tenance of specified financial ratios and smoumts. The required
financial ratios and amounts are as follows:

Net current assets (current assets less current liabilities)
of at least $2,500,000 at the end of ‘each of its fiscal years.

Fiscal . year-end ratios of current assets to current
liabilities of at least 4 to 1 in 1980 and ranging upward to
6 to 1 in 1982 and thereafter.

Fiscal year-end debt-to-tangible net worth ratios of not sore

than 4.25 to | in 1980 and ranging downward to 2 to | in 1982

and thereafter,
On July 30, 1980, the bank informed the Company that although the loans
vere in default, the bank would postpone its right to demand payment in
full pending the performance of the Company, quarter by quarter, during
the period ending December 31, 1980, Such postponement is temporary in
nature and is not intended to be a permanent waiver of any rights the
bank may have under the loan agreement.

NOTE F—ADVANCES AND LOANS FROM A CUSTOMER

Annually, the Company has entered into an agreement with one of its
customers to sell all eslmon eggs proceased during the succeeding
fishing season. The Company has also granted the customer a first right
of refusal for salmon eggs and frozen salmon through fiscal year ended
March 31, 1984,
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NOTES TO FINANCIAL STATEMENTS (Continued)

KODIAK ISLAND SEAFOODS, INC.

NOTE F--ADVANCES AND LOANS FROM A CUSTOMER (Continued)

The Company receiveas cash advances under the terms of the agreement. As
shipments of products are made, the advances are reduced by specified
amounts., If the advance is not extinguished in full in this manner, the
Company is obligated to repay the remaining amount at the close of the
packing season., At March 31, 1980, $B17,415 including intereet had not
been repaid and was past due. In June 1980, such amount was deducted
from the $1,760,000 advance received from the customer pertaining to the
1980 fishing season. Customer advances are collateralited by a second
lien on the Company's property, plant, and equipment except fishing
vessels, and & first security interest in salmon eggs and frozen salmon.

Notes payable to customer of $400,059 and $1,700,000 at March 31, 1979
were collateralized by liens on property, plant, and equipment excluding
fishing vessels and partially by inventory carried at $179,436, The
$1,700,000 loan was classified as a noncurrent liability at March 31,
1979 because such indebtedness was repaid from the proceeds of a term
loan, as described in Note E of notes to financial statements.

NOTE G--TRADE ACCOUNTS PAYABLE

At March 31, 1979, trade accounts payable of $128,487 wvere
collateralized by $204,213 of canned salmon inventory.

NOTE H~-CHANGES IN CAPITAL ACCOUNTS

During the year ended March 31, 1979, subscriptions were obtained which
resulted in the sale of 394,000 shares of the Company's Common Stock for
$3.50 a share., Sale of the ahares rewulted {n the followingt

Increase in Common Stock $ 394,000
Additional paid~in capital 985,000
1,379,000
Less portion of sales unpaid at

March 31, 1979 (received in April 1979) (50, 000)

$1,329,000

12~ ’

At

NOTES TO FINANCIAL STATEMENTS (Continued)

KODIAK ISLAND SEAFOODS, INC.

NOTE I--INCOME TAXES

At March 31, 1980, the Company has net operating loss carryovers which
may be used to offset federal and State of Alaska taxable income in
future years. To the extent not used, net operating losses of
approximately $1,100,000, $140,000, and $970,000 will expire in 1985,
1986, and 1987, respectively.

NOTE J--~SETTLEMENT OF LITIGATION

On July 22, 1980, the Company reached a settlement of litigation which
had initially commenced in 1978. The accompanying financial statements
include provision for such settlement, $35,000 of which was charged to
operations in the year ended March 31, 1980.
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Board of Directors
Kodiak Island Seafoods, Inc.
Seattle, Washington

We have examined the statement of financial position of Kodiak 1sland
Seafoods, Inc. as of March 31, 1978, and the related statements of
operations and vretained earnings {deficit) and changes in [inancial
position for the year then unded. Except as explained in the following
paragraph, onr examination was made in accordance with generally
accepted suditing standords and, accordingly, included such tests

of the accounting records and such other auditing procedurea as ve
considered necessary in the circumstances. The financial statemerts
of Kodiak Island Seafonds, Inc. for the year ended March i, 1977
were examined by other suditors whose report dated April 27, 1977
expressed an unqualified opinion on those statements.

The mezhod of determining the lower of coat or market for the canned
salmon inventory in 1978 was not consisteat with the method used in
1977, dut the effects on 1978 operations that may have resulted have
not been determined.

The financial statemonts referred to above have been prupared on the
going-concern bamis which contemplates the realization of asscta and
liquidation of liabllities in the ordinary cuurae of busineas. loawever,
during the year ended March 31, 1978, the Company experienced a signi-
ficant operating loas. Further, at March 31, 1978, current liebilities
excend current assets and there are significant past=due notes payable
to banks. Continuation of the business as a going~concern is dependent
upon it obtaining adequate long-term financing and returning to profitable
operations. Whether or not the going-concern basis is an appropriate
basis for the financial statements for the year ended Msrch 31, 1978

is therefore uncertain.

In our opinion, subject to the continudation of the Company as a going-
concern and except for the effects of the inconsistency of determining
canned salmon inventory carrying amounts referred to in the preceding
paragrapha, the financial statements for .the year ended March 31,

1978 referred to above present fairly the financial position of Kodiak
lsland Seafoods, Inc. st March 31, 1978, and the results of its operations
and the changes in its financial pésition for the year then ended,

in conformity with gencrally accepted accounting principles applied

on a basis consistent with that of the preceding year.

Seattle, Washington
May 11, 1978






