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CONSOLIDATED BALANCE SHEETS

ASSETS (As of December 31, 2007 and 2006) 2007 2006 LIABILITIES AND SHAREHOLDERS’ EQUITY (As of December 31, 2007 and 2006) 2007 2006
Current assets: Current liabilities:

Cash and cash equivalents $ 23,031 $ 11,961 Notes payable $ 252 $ 567
Investments (Note 4) 58,360 61,992 Current portion of long-term debt (Note 11) 2,914 1,736
Receivables, net (Note 5) 22,097 31,419 Accounts payable 15,888 15,656
Inventories (Note 6) 9,110 9,637 Amounts payable under ANCSA Sections 7(i) and 7(j) (Note 3) 9,833 4,119
Prepaid expenses and other current assets 2,771 2,078 Other accrued expenses 14,254 11,190
Deferred tax asset (Note 12) 3,347 4,286 Total current liabilities 43,141 33,268
Total current assets (Note 11) 118,716 121,373 Noncurrent liabilities:

Investments: (Notes 4 & 10) Amounts payable under ANCSA Sections 7(i) and 7(j) (Note 3) 3,576 8,235
Permanent fund 105,680 99,205 Long-term debt, less current portion (Note 11) 21,923 14,218
Investment & growth long-term 16,430 17,296 Minority interest 7,307 5,743
Endowment funds 6,034 6,056 Other noncurrent liabilities 11,345 10,867
Elders’ settlement trust 7,966 8,010 Total liabilities 87,292 72,331
Other 2,851 2,361 Shareholders’ equity:

Common stock, no par or stated value. Authorized 2,000,000

Total investments 138,961 132,928 shares; issued and outstanding 1,575,276 and 1,740,076
Property and equipment, at cost: (Notes 5, 7 & 11) 256,519 233,970 shares, in 2006 and 2007 respectively

Contributed capital 93,162 93,162
Less accumulated depreciation (200,379) (191,818)

Retained earnings 180,490 162,993
Total property and equipment, net 56,140 42,152

Total shareholders’ equity 273,652 256,155
Notes receivable 1,201 1,581

Commitments and contingencies (Notes 4, 11, 14 & 17)
Other assets (Note 1) 6,397 1,496

Total liabilities and shareholders’ equity $ 360,944 $ 328,486
Goodwill 16,209 7,766

Dollars are in thousands.
Deferred tax asset (Note 12) 23,320 21,190 See accompanying notes to consolidated financial statements.
Total assets $ 360,944 $ 328,486

Dollars are in thousands.
See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENT OF OPERATIONS

SEALASKA CORPORATION

Years ended December 31, 2007, 2006 and 2005 2007 2006 2005
Revenues:

Natural resources (Note 8) $ 43,078 $ 59,960 $ 64,483
Manufacturing 77,997 65,192 49,891
Investments (Note 4) 21,789 34,928 24,342
Services 55,457 14,175 1,858
Corporate and other income 4913 4,354 3,747
Total revenues 203,234 178,609 144,321
Cost and expenses:

Natural resources 35,358 50,101 55,381
Manufacturing 76,842 63,376 48,862
Investments 473 486 636
Services 51,112 12,190 1,782
Corporate and other expenses 5,709 4,885 4,173
General and administrative 13,943 13,032 11,473
Total cost and expenses 183,437 144,070 122,307
Income from operations 19,797 34,539 22,014
Other, net (2,136) (339) 173
Income from continuing operations before natural

resources revenue sharing, equity in net losses of 17,661 34,200 22,187
affiliates and income taxes

Natural resource revenue sharing under 14,380 6,373 2,279
Sections 7(i) and 7(j) (Note 3)

Equity in losses of affiliates — (82) (159)
Gain on sale of International BioResources, LLC 2,152 5,694 —
Minority interest (3,747) (1,190) (233)
Income from continuing operations before 30,446 44,995 24,074
income taxes and discontinued operations

Income tax benefit (expense) (Note 12) (409) (3,836) 94
Income from continuing operations before 30,037 41,159 24,168
discontinued operations

Gain from discontinued operations, net of tax (Note 2) — — 1,103
Net income 30,037 41,159 25,271
Per share of common stock:

Income from continuing operations before 19.29 26.13 15.34
discontinued operations

Gain from discontinued operations (Note 2) — — 0.70
Net income $ 19.29 $ 26.13 $ 16.04

Dollars are in thousands except per share values.
See accompanying notes to consolidated financial statements.

CONSOLIDATED STATEMENT OF SHAREHOLDERS EQUITY

Contributed Retained shareholg?ras"
Years ended December 31, 2007, 2006 and 2005 capital earnings equity
Balance at January 1, 2005 $ 93,162 $ 112,867 $ 206,029
Net income — 25,271 25,271
Dividends to shareholders (Note 15) — (6,821) (6,821)
Balance at December 31, 2005 93,162 131,317 224,479
Net income — 41,159 41,159
Dividends to shareholders (Note 15) — (9,483) (9,483)
Balance at December 31, 2006 93,162 162,993 256,155
Net income — 30,037 30,037
Dividends to shareholders (Note 15) — (12,540) (12,540)
Balance at December 31, 2007 $ 93,162 $ 180,490 $ 273,652

Dollars are in thousands.
See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

SEALASKA CORPORATION

Years ended December 31, 2007, 2006 and 2005 2007 2006 2005
Cash flows from operating activities:
Net income $ 30,037 $ 41,159 $ 25,271
Adjustments to reconcile net earnings to net cash
provided by (used in) operating activities:
Depreciation, amortization and depletion 10,944 6,986 12,914
Deferred income tax benefit (1,191) 3,474 (545)
Gain (loss) on disposal of fixed assets 64 77 (1,332)
Impairment of long-lived assets 599 431 2,150
Unrealized (gain) loss on investments 4,150 (7,184) (9,128)
Net proceeds from investments (6,551) (14,272) (6,933)
Equity in net (earnings) losses of affiliates (54) 82 159
Gain on sale of Sealaska Life Sciences asset (2,152) (5,694) —
Decrease (increase) in current assets:
Receivables 20,687 (9,593) (137)
Inventories 527 7,349 (4,667)
Prepaid expenses and other current assets (765) 4,054 (1,189)
Increase (decrease) in current liabilities:
Accounts payable and other current liabilities (8,578) 1,830 3,127
Other accrued expenses 2,638 (293) (935)
Amounts payable under ANCSA Sections 7(i) and 7(j) 1,055 (3,086) (5,086)
Other, net 2,164 4,639 (794)
Net cash provided by operating activities $ 53,574 $ 29,959 $ 12,875

Dollars are in thousands.
See accompanying notes to consolidated financial statements.

Years ended December 31, 2007, 2006 and 2005 2007 2006 2005
Cash flows from investing activities:

Capital expenditures $ (22,759) $ (11,574) $ (10,092)
Acquisitions, net of cash acquired (15,189) (10,898) —
Proceeds from the sale of land and equipment 47 10 3,220
Insurance of notes receivable 380 60 (1,641)
Proceeds from sale of Sealaska Life Science assets 2,152 8,721 —
Net cash used in investing activities (35,369) (13,681) (8,513)
Cash flows from financing activities:

Dividends to shareholders (12,540) (9,483) (6,821)
Borrowings (repayments) on short-term debt (1,877) 166 (425)
Repayments of long-term debt (2,596) (3,003) (1,648)
Borrowings on long-term debt 10,325 3,476 659
Distribution to minority shareholders (447) — —
Net cash used in financing activities (7,135) (8,844) (8,235)
Net increase (decrease) in cash and cash equivalents 11,070 7,434 (3,873)
Cash and cash equivalents at beginning of year 11,961 4,527 8,400
Cash and cash equivalents at end of year 23,031 11,961 4,527
Supplemental cash flow disclosures:

Cash paid during the year for interest 1,472 1,093 1,055
Cash paid during the year for income taxes $ 1,600 362 $ 368

Dollars are in thousands.
See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SEALASKA CORPORATION

(1) OPERATIONS AND SUMMARY
OF SIGNIFICANT ACCOUNTING
POLICIES

Operations

Sealaska Corporation (Sealaska or Company)
is a regional Alaska Native Corporation
formed under the Alaska Native Claims
Settlement Act (ANCSA). Sealaska’s four
primary continuing business activities relate
to the development, production and sale of
natural resources; the manufacture and sale
of plastics, parts and products; services
related to environmental remediation and
information technology; and the management
of its investment portfolio. ANCSA is further
described in Note 3.

Sealaska’s natural resource business
segment is responsible for the management
of Sealaska’s lands, harvesting and sale of
timber and aggregate located on those lands
and includes its wholly owned subsidiaries:
Sealaska Timber Corporation and Alaska
Coastal Aggregates.

In 2005, Sealaska Corporation changed the
name of its plastics manufacturing subsidiary
from TriQuest Corporation to Kanaak
Corporation. The wholly owned Sealaska
subsidiary has majority ownership in plastics
manufacturing plants in Mexico, Alabama and
lowa. The name, Kédnaak, communicates the
Company’s Native ownership and diversity
supply status.

Synergy is a wholly owned subsidiary of
Sealaska, located in Redmond, Wash. It is a
section 8(a) Certified Small Disadvantaged
Business that specializes in making
prototypes (models) of proposed new
products and limited-run manufacturing,
fabrication and engineering services.

Olympic Fabrication is a wholly owned
subsidiary of Sealaska, located in Shelton,
Wash. A section 8(a) Certified Small
Disadvantaged Business, Olympic Fabrication
is a manufacturer and weld fabricator of large
assemblies and components for the aerospace
and nuclear industries and is active in both
the commercial and defense sectors.

Sealaska Environmental Services, LLC, is a
fully owned subsidiary of Sealaska Corporation
that provides value-added green services—
environmental remediation, engineering,
consulting, construction, and project
management services—to public and

private clients.

In 2007, Sealaska Environmental Services, LLC.,
acquired 51 percent of Kingston Environmental
Services, Inc. and Sealaska Corporation
acquired 51percent of Kingston Environmental,
LLC. The Kingston companies provide a suite
of front-end and back-end environmental
services including: environmental construction
and remediation, environmental assessments,
asbestos and lead consulting and abatement,
architectural and engineering consulting, and
design/build construction services.

In 2006, Sealaska Technologies acquired

51 percent of Managed Business Solutions
(MBS), a company that provides information
technology (IT) services for application
support,managed services and business
intelligence and integration services. In
2007, Sealaska Technologies increased its
ownership in MBS from 51 percent to 90.9
percent by exercising its option to acquire
additional equity.

During 2003, Sealaska Corporation created
Sealaska Life Sciences, LLC. In June of

2003, Sealaska Life Sciences, LLC, acquired
a 10 percent preferred equity interest in a
plasma collection company, International
BioResources, LLC. In 2006, the percentage
increased to 12.3 percent according to terms
of the contract which state that the ownership
percentage increases if certain performance
criteria are not met each year. In November,
2006, Sealaska sold 87.7 percent of its share
of International BioResearch, LLC, and in
February 2007 sold the remaining amount.

Basis of Presentation and
Significant Accounting Policies

The Consolidated Financial Statements include
the accounts of Sealaska and its wholly and
majority-owned subsidiaries. All significant
intercompany balances and transactions have
been eliminated in consolidation.

(a) Revenue Recognition and Receivables

Revenues are recognized when earned,

and the risks of ownership have been
transferred to the buyer, which is generally
upon shipment to the customer. Receivables
are recorded when invoiced and do not bear
interest. Allowance for doubtful accounts

is recorded based upon Sealaska’s best
estimate of the amount of probable credit
losses in existing outstanding receivables.

Revenues on long-term service contracts

are recognized ratably over the term of

the contract, as services are performed or
based on the specific terms of the contracts.
Unbilled revenue represents uncompleted
tasks that will be billed at the time of
completion in subsequent years.

(b) Cash and Cash Equivalents

Sealaska maintains zero balance checking
accounts and resulting book overdrafts

of $1.6 million and $1.8 million are

included in cash and cash equivalents at
December 31, 2007 and 2006, respectively.
Sealaska maintains its cash in bank accounts
with various financial institutions. At times,
the balances may exceed federally insured
limits. For purposes of the consolidated
statements of cash flows, Sealaska considers
all highly liquid debt instruments with original
maturities of three months or less from the
date of purchase to be cash equivalents.

(c) Investments

Sealaska’s investments in marketable debt
and equity securities (Note 4) are classified
as trading securities and are recorded at fair
value. Fair value is based on quoted market
prices. The increase or decrease in market
value from period to period relating

to marketable securities included in
Sealaska’s investment portfolio is included
in the determination of earnings. Interest
and dividend income is recognized as earned.
Gains or losses on the sale of marketable
securities are determined on a specific
identification basis. Sealaska has designated
certain investments for long-term uses

and, therefore, classifies these amounts

as noncurrent. Investments in companies
over which Sealaska has influence, but
not a controlling interest, are recorded on
the equity method. Investments in limited
partnerships are accounted for using the
equity method.

(d) Inventories

Inventories are stated at the lower of cost
(determined on a first-in, first-out basis) or
estimated net realizable value. Inventories
consist primarily of sorted/scaled timber,
manufacturing materials and finished goods.

(e) Property and Equipment

Property, equipment and leasehold
improvements are stated at cost.

Depreciation and amortization of property,
equipment and leasehold improvements are
provided primarily on the straight-line method
over the shorter of the expected useful lives
of the assets or the lease term as follows:

Buildings, leaseholds,

and improvements 15-45 years
Equipment and furnishings 5-20 years
Computer and office equipment 3-5 years

(f) Timber Operations

Costs of logging yards and camps are
amortized as timber is harvested, based

on estimated volumes of timber to be
removed from each tax reporting block.
Costs of logging roads are amortized using
a composite rate for each tax reporting
block based on actual road costs incurred,
anticipated future road costs to be incurred
and estimated volumes to be removed from
the respective tax block. Costs of silviculture
and reforestation activities are capitalized
as an element of property, plant, and
equipment and amortized as the associated
timber is harvested.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(CONTINUED)

SEALASKA CORPORATION

Depletion of purchased timber is provided
based on amounts harvested in relation to
volumes purchased. Timber and mineral
resources received under the provisions of
ANCSA are carried at zero value, and no
depletion expense is recorded when such
resources are harvested or extracted. For
tax purposes, depletion is reported based
on the higher of the estimated fair value
of a specific timber block or mineral
deposit as of the date of conveyance or
first commercial development.

(g) Long-Lived Assets

Long lived assets, such as property and
equipment, are reviewed for impairment
whenever events or changes in circumstances
indicate that the carrying amounts of assets
may not be recoverable.

Recoverability of assets to be held and
used is measured by a comparison of the
carrying amount of an asset to estimated
undiscounted future cash flows expected to
be generated by the asset. If the carrying
amount of an asset exceeds its estimated
future cash flows, an impairment charge

is recognized by the amount by which the
carrying amount of the asset exceeds the
fair value of the asset. Assets to be disposed
of would be separately presented in the
balance sheet and reported at the lower of
the carrying amount or fair value, less costs
to sell, and are no longer depreciated. The
assets and liabilities of a disposed group
classified as held for sale are presented
separately in the appropriate asset and
liability sections of the balance sheet.

(h) Goodwill and Other Intangible Assets

Goodwill represents the excess of aggregate
purchase price over the fair value of

the net assets acquired in a purchase
businesses combination. Goodwill is
reviewed for impairment at least annually

in accordance with the provisions of the
Financial Accounting Standards Board
(FASB) Statement No. 142, Goodwill and
Other Intangible Assets (Statement 142).
The goodwill impairment test is a two-step
test. Under the first step, the fair value

of the reporting unit is compared with its
carrying value (including goodwill). If the
fair value of the reporting unit is less than
its carrying value, an indication of goodwill
impairment exists for the reporting unit and
the enterprise must perform step two of the
impairment test (measurement). Under step
two, an impairment loss is recognized for
any excess of the carrying amount of the
reporting unit’s goodwill over the implied fair
value of that goodwill. The implied fair value
of goodwill is determined by allocating the
fair value of the reporting unit in a manner
similar to a purchase price allocation, in
accordance with FASB Statement No. 141,
Business Combinations. The residual fair
value after this allocation is the implied fair
value of the reporting unit goodwill. Fair
value of the reporting unit is determined
using a discounted cash flow analysis. If the
fair value of the reporting unit exceeds its
carrying value, step two does not need to
be performed.

Weighted

Gross Average
Carrying Amortization Accumulated
ACQUIRED INTANGIBLE ASSETS Amount Period Amortization

Amortizing intangible assets:

Customer list - MBS $ 1,175,466 8 years $ $85,711
Customer list — Kingston 2,657,100 7 years 189,711
Backlog - Kingston 743,070 1 year 743,070
Total $ 4,575,636 $ 1,018,492

December 31, 2007.

Acquired intangible assets are included in other noncurrent assets.

Aggregate amortization expense for
amortizing intangible assets was $1.0 million
for the year ended December 31, 2007.
Estimated amortization expense for the next
five years is: $526,519 in 2008, $526,519 in
2009, $526,519 in 2010, $526,519 in 2011
and $526,519 in 2012.

(i) Alaska Native Claims Settlement Assets

Sealaska has received substantial natural
resource assets under the provisions of
ANCSA as described in Note 8. These
assets are carried in the accompanying
consolidated financial statements at zero
value. For tax reporting purposes, these
assets have a tax basis determined as the
higher of their estimated fair value at the
date of conveyance or first commercial
development. As a result, a substantial
difference between the book and tax basis
exists, which is considered a temporary
difference for purposes of reporting income
tax expense under accounting principles
generally accepted in the United States of
America, specifically Statement of Financial
Accounting Standard (SFAS) No. 109,
Accounting for Income Taxes.

(j) Income Taxes

Income taxes are accounted for under the
asset and liability method. Deferred tax
assets and liabilities are recognized for

the future tax consequences attributable to
differences between the financial statement
carrying amounts of existing assets and
liabilities and their respective tax bases and
operating loss and tax credit carryforwards.
Deferred tax assets and liabilities are
measured using enacted tax rates expected to
apply to taxable income in the years in which
those temporary differences are expected to
be recovered or settled. The effect on deferred
tax assets and liabilities of a change in tax
rates is recognized in income in the period
that includes the enactment date. See Note 12
for further discussion of income taxes.

Funds and properties received from the
United States government under ANCSA
are not subject to income taxes.

(k) Earnings (Loss) Per Share

Earnings (loss) per share information in the
consolidated financial statements are based
on weighted average shares outstanding.
Sealaska has no agreements or securities
outstanding that represent dilutive potential
common shares.

The number of common stock shares
outstanding at December 31, 2006,

and 2007 is 1,575,276 and 1,740,076,
respectively. The number of shares
outstanding was adjusted in 2007 to

reflect revisions in the number of enrolled
shareholders due to the passage of the Life
Estate Stock for Descendants resolution and
the Life Estate Stock for Leftouts resolution
at the June 2007 annual meeting. On June
23, 2007, Sealaska’s shareholders authorized
the issuance of two additional classes of
common stock without consideration. Class
D stock is issuable to Alaska Natives born
after December 18, 1971, who are 18 years
of age or older and are lineal descendents

of an original Sealaska shareholder and
meet certain other requirements. Class L
stock is issuable to Alaska Natives born
before December 18, 1971, who were eligible
to enroll in Sealaska Corporation in 1971
(pursuant to ANCSA) but were not so enrolled
and who meet certain other requirements.
162,600 shares of Class D stock and 2,200
shares of Class L stock were issued in 2007.

() Fair Value of Financial Instruments

The carrying amounts of cash and cash
equivalents, accounts receivable, notes
receivable, and accounts payable approximate
fair value because of the short-term nature
of these instruments. The carrying amounts
of investment securities are stated at

market value. The carrying value of debt
approximates fair value as the debt bears
interest that adjusts based upon market
interest rates.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(CONTINUED)

SEALASKA CORPORATION

(m) Foreign Currency Translation

The financial statements of Kanaak’s foreign
operations have been translated into US
dollars in accordance with SFAS No. 52,
Foreign Currency Translation. As the US
dollar is the functional currency of the
Mexican subsidiary, there are no foreign
currency translation adjustments, and all
gains and losses from remeasuring foreign
currency transactions into the functional
currency are included in income.

(n) Reclassifications

Certain reclassifications have been made
to the 2005 and 2006 balances to conform
to the 2006 and 2007 presentation. The
most significant reclassifications to 2005
relate to reporting certain private equity
funds as noncurrent investments, the
disaggregation of minority interest from
other noncurrent liabilities and from other
income (expense) and the disaggregation
of goodwill from other assets. The most
significant reclassifications to 2006 relate
to reporting minority interest and goodwill.

(o) Use of Estimates

The preparation of financial statements

in conformity with accounting principles
generally accepted in the United States of
America requires management to make
estimates and assumptions that affect the
reported amounts of assets and liabilities
and disclosures of contingent assets

and liabilities at the date of the financial
statements and the reported amounts of
revenues and expenses during the reporting
period. Actual results could differ from
those estimates. Significant estimates
include provisions relating to uncollectible
receivables, useful lives of capitalized timber
costs, property and equipment and the
related depreciation, valuation of certain
underlying assets of limited partnership
investments, and amortization, realization
of deferred income taxes and impairment
of long-lived assets.

The recorded amounts are currently believed
by management to be sufficient. However,
such estimates could significantly change in
future periods to reflect new laws, regulations
or information. It is not possible to determine
whether additional loss due to such changed
circumstances will occur or to reasonably
estimate the amount or range of any potential
additional loss.

(p) Recently Issued Accounting
Pronouncements

In September 2006, the FASB issued SFAS
No. 157, Fair Value Measurements. SFAS

No. 157 provides guidance for using fair value
to measure assets and liabilities. In addition,
this statement defines fair value, establishes
a framework for measuring fair value

and expands disclosures about fair value
measurements. This statement applies when
other accounting pronouncements require
fair value measurement; it does not require
new fair value measurements. This statement
is effective for financial statements issued
for fiscal years beginning after November 15,
2007, and interim periods within those fiscal
years. Sealaska will begin application of
SFAS No. 157 on January 1, 2008, and does
not expect it to have a material effect on our
results of operations, financial position and
cash flows.

In February 2007, the FASB issued SFAS

159, The Fair Value Option for Financial

Assets and Financial Liabilities Including an
Amendment of FASB Statement No. 115.
SFAS No. 159 permits entities to choose

to measure many financial instruments

and certain other items at fair value. The
objective is to improve financial reporting

by providing entities with the opportunity to
mitigate volatility in reported earnings caused
by measuring related assets and liabilities
differently without having to apply complex
hedge accounting provisions. This Statement
is expected to expand the use of fair value
measurement. Sealaska will begin application
of SFAS No. 159 on January 1, 2008, and
does not expect it to have a material effect on
our results of operations, financial position
and cash flows.

In July 2006, the FASB issued FIN 48,
Accounting for Uncertainty in Income Taxes,
which clarifies the accounting for uncertainty
in income taxes recognized in an enterprise’s
financial statements in accordance with
SFAS No. 109, Accounting for Income Taxes.
FIN 48 prescribes recognition threshold

and measurement attribute for the financial
statement recognition and measurement of a
tax position taken or expected to be taken in
a tax return. FIN 48 also provides guidance
on derecognition, classification, interest and
penalties, accounting in interim periods,
disclosure, and transition. We will begin
application of FIN 48 on January 1, 2008, and
do not expect it to have a material effect on
our results of operations, financial position
and cash flows.

In December 2007, the FASB issued SFAS
No. 141(R), “Business Combinations,” which
requires the acquiring entity in a business
combination to record all assets acquired
and liabilities assumed at their respective
acquisition-date fair values, changes the
recognition of assets acquired and liabilities
assumed arising from contingencies,
changes the recognition and measurement
of contingent consideration, and requires
the expensing of acquisition-related costs
as incurred. SFAS 141 (R) also requires
additional disclosure of information
surrounding a business combination, such
that users of the entity’s financial statements
can fully understand the nature and financial
impact of the business combination.

We will implement SFAS No. 141 (R) on
January 1, 2009, and we will apply it to any
business combinations with an acquisition
date after January 1, 2009.

In December 2007, the FASB issued

SFAS No. 160, “Noncontrolling interests

in Consolidated Financial Statements,”
which establishes accounting and reporting
standards for ownership interests in
subsidiaries held by parties other than the
parent, the amount of consolidated net
income attributable to the parent and to the
noncontrolling interest, changes in a parent’s

ownership interest and the valuation of
retained noncontrolling equity investments
when a subsidiary is deconsolidated. SFAS
160 also established reporting requirements
that provide sufficient disclosures that
clearly identify and distinguish between the
interests of the parent and the interests of
the noncontrolling owner. We will implement
SFAS No. 160 on January 1, 2009. We do not
expect the adoption of this standard to have
a material impact on our income statement,
financial position or cash flows.

(2) ACQUISITIONS AND
DIVESTITURES OF SUBSIDIARIES

(a) Mineral Mining Operations

During 2001, Sealaska decided to cease
operations at its Calder mining facility.
Accordingly, Sealaska reported the mineral
mining operation as a discontinued operation.
The current assets, liabilities, revenues and
results of operations for this facility were not
material during 2005. The mining operation
at Calder (SeaCal) was sold at auction
during 2003, but the purchasers defaulted
on the contract to purchase. Subsequent to
the 2003 auction default, Calder mine was
offered for sale again in 2004. Several offers
were received, resulting in a Letter of Intent
(LOI) to purchase. The LOI period expired,
and the purchaser declined to complete the
purchase of Calder.

Sealaska once again sold the Calder mine
in July 2005. SeaCal assets were sold for
$1 million, received in 2005, producing

a gain of $690,000 net of maintenance
expenses. Calder land with a book value of
$960,000 was sold to the same buyer for
$2 million and will be collected from the
buyer over the next ten years. The note
receivable was discounted to $1.4 million,
producing a gain of $413,000.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(CONTINUED)

SEALASKA CORPORATION

(b) Managed Business Solutions, LLC

In August 2006, Sealaska Technologies,

a wholly owned subsidiary of Sealaska
purchased 51 percent of Managed Business
Solutions, LLC (MBS) for $5.5 million.
Sealaska acquired tangible net assets
(primarily current) of $4.2 million and
customer relationships valued at $1.3
million. In May 2007, Sealaska Technologies
exercised an option to purchase an additional
39.9 percent of MBS for $5.5 million, all of
which was allocated to goodwill.

(c) Olympic Fabrication, LLC

In December 2006, Kanaak purchased the
assets of Olympic Tool and Engineering, Inc.,
for $1.3 million. Olympic Fabrication, LLC,
was formed in December 2006 as a wholly
owned subsidiary of Kénaak. There were no
intangible assets related to this acquisition.

(d) Kingston Environmental, LLC

In June 2007, Sealaska Environmental
Services, LLC, a wholly owned subsidiary of
Sealaska purchased 51 percent of Kingston
Environmental Services, Inc. for

$7.6 million. In addition, Sealaska purchased
51 percent of Kingston Supply, LLC, for

$1.0 million. Sealaska acquired net current
assets approximating $1 million; property,
plant and equipment of $1.2 million; backlog
of $.7 million; customer relationship of

$2.7 million; goodwill of $5.1 million; and
recorded minority interest of $2 million.
Sealaska also issued a non-recourse note
payable of $2.7 million, whose payment is
contingent on occurrence of subsequent
events as part of the purchase price of
Kingston Environmental, LLC.

(3) ALASKA NATIVE CLAIMS
SETTLEMENT ACT

Sealaska was incorporated in 1972 as a
Regional Alaska Native Corporation pursuant
to the provisions of ANCSA. Sections 7(i)
and 7(j) are significant to the consolidated
financial statements and are further
described herein. Under the provisions of
ANCSA, Sealaska has received, or expects

to receive, conveyance of approximately
375,000 acres of land in the Tongass
National Forest in Southeast Alaska of which
it will own the surface and subsurface estate.
At December 31, 2007, Sealaska has received
conveyance of approximately 290,800 acres.

ANCSA also provides for selection of land in
Alaska by the Village and Urban Corporations
formed thereunder, the subsurface estate

of which accrues to the related regional
corporations. It is anticipated that the
Village and Urban Corporations in Sealaska’s
region will receive conveyance to 286,400
acres of land formerly part of the Tongass
National Forest of which Sealaska will own
the subsurface estate. Of the approximately
286,400 acres, conveyance has been
received of approximately 278,100 acres.

As described in Note 8, the land and

related surface and subsurface resources
received under ANCSA are carried at zero
value in the accompanying consolidated
financial statements.

Section 7(i) of ANCSA requires that each
Alaska Regional Corporation that received
revenue or value from certain resources
conveyed pursuant to ANCSA distribute

70 percent of the related net revenues to

12 of the 13 Regional Corporations, including
the distributing corporation. Sealaska and the
other Regional Corporations have entered into
a Section 7(i) Settlement Agreement, which

establishes specific definitions and methods
for calculating shareable revenues. Revenues
received by Sealaska from the timber
resources and subsurface estate obtained
through ANCSA are subject to the revenue
sharing provisions of Section 7(i) except that
subsurface resources, commonly known as
sand, rock and gravel, are excluded from
Section 7(i) revenue sharing. Distributions to
Sealaska from other Regional Corporations
under the provisions of Section 7(i), after
reductions for distributions required by
Section 7(j) of ANCSA, are recorded as
income in the fiscal year the amounts
become determinable and collection is
reasonably assured. Section 7(j) of ANCSA
requires that not less than 50 percent of
monies received by Sealaska from other
Regional Corporations under Section 7(i)
must be distributed to Village Corporations,

shareholders of Urban Corporations and
At-Large shareholders. Required distributions
to other Regional Corporations are due

90 days following the end of the fiscal year
and unpaid distributions incur interest at
the prime rate plus 5 percent. Required
distributions to Village Corporations,
shareholders of Urban Corporations, and
At-Large shareholders are based on the
ratio of the total number of Sealaska
shares owned by shareholders of Village
Corporations, by shareholders of Urban
Corporations and by At-Large shareholders.

A five-year summary of Section 7(i) payments
received from other Alaska Native Regional
Corporations (including Sealaska’s share
distributable to Sealaska) required by Section
7(i) of ANCSA, and subject to the Section 7(i)
Settlement Agreement follows:

Totals Past

Corporation 2007 2006 2005 2004 2003 5Yrs
Ahtna, Incorporated $ — 3 — 3 — 3 — 3 — 3 —
Aleut Corporation — — — — — —
Arctic Slope Regional Corporation 22,809 13,375 7,792 3,079 4,322 51,377
Bering Straits Native Corporation — — — — — —
Bristol Bay Native Corporation — — — — — —
Calista Corporation — 426 122 — — 548
Chugach Alaska Corporation — — — — — —
Cook Inlet Regional, Incorporated 992 883 485 285 343 2,988
Doyon, Limited — — — — — —
Koniag, Incorporated — 50 — — — 50
NANA Regional Corporation, Inc. 7,651 4,146 2,252 1,350 912 16,311
Sealaska Corporation 1,433 490 1,689 2,041 2,286 7,939
Total Received $32,885 $19,370 $12,340 $ 6,755 $ 7,863 $79,213

Dollars are in thousands. Years ended December 31.
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A five-year summary of the payments to Alaska Native Regional Corporations required by
Section 7(i) of ANCSA and subject to the Section 7(i) Settlement Agreement follows:

Totals Past

Corporation 2007 2006 2005 2004 2003 5 Yrs
Ahtna, Incorporated $ 97 % 33 $ 115 $ 139 $ 155 $ 539
Aleut Corporation 294 101 347 419 470 1,631
Arctic Slope Regional Corporation 339 116 399 482 540 1,876
Bering Straits Native Corporation 574 196 676 817 915 3,178
Bristol Bay Native Corporation 489 167 577 697 781 2,711
Calista Corporation 1,206 412 1,421 1,717 1,923 6,679
Chugach Alaska Corporation 173 59 204 247 276 959
Cook Inlet Regional, Incorporated 567 194 669 808 905 3,143
Doyon, Limited 821 281 968 1,169 1,310 4,549
Koniag, Incorporated 303 104 357 431 483 1,678
NANA Regional Corporation, Inc. 437 149 516 623 698 2,423
Sealaska Corporation 1,433 490 1,689 2,041 2,286 7,939
Total Payments $ 6,733 $ 2302 $ 7,938 $ 9,590 $10,742 $37,305

Dollars are in thousands. Years ended December 31.

The total revenue distribution by Sealaska Corporation, per Section 7(i) of ANCSA and the
Section 7(i) Settlement Agreement between the 12 Alaska Native Regional Corporations dated
1982, is $315.5 million.

Sealaska accrues and expenses an amount determined by applying the provisions of
Section 7(i) to applicable active revenue and expense transactions as they are recognized in
the consolidated financial statements. Sealaska recorded a noncurrent liability representing
the estimated distribution payable for near-term timing differences between the recognition
of revenues and expenses for financial reporting and Section 7(i) reporting purposes.

A summary of the composition of natural resource revenue-sharing expense as presented
in the accompanying consolidated statements of operations is as follows:

2007 2006 2005
Revenue from other Regional Corporations $ 31,452 $ 18,880 $ 10,651
Portion of revenue from other Regional Corporations (15,726) (9,440) (5,325)
distributable to Village Corporations, shareholders of
Urban Corporations and At-Large shareholders
Portion of Sealaska revenue currently distributable to (6,005) (2,057) (7,093)

shareholders of Urban Corporations, At-Large shareholders
and other ANCSA corporations under Section 7(i) and 7(j)

$ 9721 $ 7,383 $ (1,767)

(Increase)/decrease in non-current 7(i) and 7(j) liability 4,659 (1,010) 4,046

Natural Resource revenue sharing under $ 14380 $ 6,373 $ 2,279
Sections 7(i) and 7(j)

Dollars are in thousands. Years ended December 31.

(4) INVESTMENTS

Investments consist of the following:

2007 2006
Investment & Growth:
Common stock $ 47,858 $ 43,574
Money market 8,328 17,227
Certificates of deposit 1,957 435
Accrued interest, dividends and other 217 756
Total Investment & Growth 58,360 61,992
Investment & Growth long-term portion:
Private equity funds 16,430 17,296
Permanent Fund:
Common stock 58,519 57,621
Investment in Alaska Native Wireless — 15,155
Private equity funds 28,002 18,519
Private equity—real estate 6,727 5,383
Money market, accrued interest, dividends and other 12,432 2,527
Total Permanent Fund 105,680 99,205
Endowment Fund:
Mutual fund 6,034 4,015
Investment in Alaska Native Wireless — 2,041
Total Endowment Fund 6,034 6,056
Elders’ Settlement Trust:
Mutual fund 7,966 4,949
Investment in Alaska Native Wireless — 3,061
Total Elders’ Settlement Trust Fund 7,966 8,010
Other investments 2,851 2,361
Total investments $197,321 $194,920

Dollars are in thousands. As of December 31.
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Following a shareholder advisory vote in
1987, the Sealaska Board of Directors
designated certain funds held in investment
securities and related investment earnings
be held for long-term uses (Permanent
Fund) and, accordingly, such funds were
not available for current operations,

unless necessary.

Additionally, endowment funds have been
established for which the earnings accrue
to the benefit of the Sealaska Heritage
Institute scholarship program and the
Alaska Native Brotherhood.

During 1991, Sealaska’s shareholders voted
to establish an Elders’ Settlement Trust (the
Trust). Accordingly, and pursuant to ANCSA,
the Sealaska Board of Directors established
the Trust for the benefit of shareholders.

Certain Sealaska directors are trustees

of the Trust. A noncurrent liability was
established for future one-time distributions
that will be made from the Trust to
shareholders who attain the age of 65 years.
The amount distributed during 2007, 2006,
and 2005 was $327,000, $348,000, and
$373,000, respectively. A total of nearly
$8.1 million has been distributed since

the Trust was established.

As noted above with the Permanent Fund, the
Endowment Funds, Elders’ Settlement Trust,
and the Directors’ Deferred Compensation
Fund are available to fund current operations,
although these will only be used if necessary.

Investment earnings consist of the
following components:

2007 2006 2005
Unrealized gains (losses) $(4,150) $ 7,184 $ 7,739
Alaska Native Wireless — 1,501 1,389
Total unrealized gains (losses) (4,150) 8,685 9,128
Less Elders’ Settlement Trust portion of ANW — (227) (210)
Less endowment portion of ANW — (151) (140)
Total unrealized gains (losses) reported as business income (4,150) 8,307 8,778
Realized net gains 25,939 26,621 15,564
Total investment earnings: $21,789 $34,928 $24,342

Dollars are in thousands. Years ended December 31.

During 2000, the Company entered into two limited partnerships that invest in early stage
development companies. The partnership agreements require Sealaska to invest a total

of $10 million. At December 31, 2007, Sealaska has invested $8.8 million and owns
approximately 2 percent and 11 percent of the two limited partnerships. Sealaska’s
remaining commitment is due when called by the general partner. If Sealaska cannot or
decides not to make the additional investment when called, then the general partner, at its
discretion, has the right to sell Sealaska’s investment.

In March 2004, the Company entered into a limited partnership in a private equity energy
fund. Sealaska Corporation’s commitment is for $21 million, and as of December 31, 2007,
Sealaska has a remaining capital commitment of $1.3 million. Over the life of the fund, $10.8
million in capital has been returned, and $30.2 million in earnings has been paid to Sealaska.

In January 2005, Sealaska entered into

a private equity realty partnership. The
Company’s commitment is $8 million
with an investment of $6.8 million as of
December 31, 2007. Over the life of the
fund, $2.1 million in capital has been
returned and $1.0 million in earnings has
been paid to Sealaska.

In October 2005, Sealaska entered into an
additional limited partnership in private
equity energy funds. Sealaska’s commitment
is $15 million with $8.7 million invested as
of December 31, 2007.

In January 2007, Sealaska entered into a
limited partnership in a private equity value

(5) RECEIVABLES

Receivables consist of the following:

investment fund. Sealaska’s commitment is
$7.5 million with $6.4 million invested as
of December 31, 2007

International BioResources, LLC

International BioResources, LLC, was sold
during the fourth quarter 2006, resulting in a
gain of $5.6 million excluding sale expenses.
A small portion, IBR Il, was excluded from
this sale. Sealaska retained a 12.3 percent
interest in IBR I, the remaining portion. In
February 2007, the remaining interest in IBR
Il was sold, resulting in a gain (excluding sale
expenses) of $2.2 million.

2007 2006
Trade accounts receivable, less allowance for doubtful $ 16,053 $ 20,725
accounts of $488 and $252
Other 6,044 10,694
Total receivables $ 22,097 $ 31,419
Dollars are in thousands. As of December 31.
(6) INVENTORIES
Inventories consist of the following:

2007 2006
Timber — finished goods $ 2,989 $ 3,374
Plastics:
Raw materials 2,823 3,801
Work-in-progress 1,346 452
Finished goods 1,943 1,277
Other 9 673
Total inventories $ 9,110 $ 9,637

Dollars are in thousands. As of December 31.
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(7) PROPERTY AND EQUIPMENT

Property and equipment consist of the following:

2007 2006

Buildings, leaseholds and improvements

$ 15,015 $ 14,756

Equipment and furnishings 35,436 31,079
Logging roads, yards and camps 169,804 165,273
Reforestation and silviculture costs 13,559 11,897
Total property and equipment 233,814 223,005
Less accumulated depreciation (200,379) (191,818)
Construction in progress 1,559 845
Land 21,146 10,120

Total net property and equipment

$ 56,140 $ 42,152

Dollars are in thousands. As of December 31.

Land held for development as commercial,
recreational or residential property

totaling $12.3 million and $2.1 million at
December 31, 2007 and 2006, respectively,
is included in the caption “Land” above.

(8) TIMBER, TIMBERLAND AND
MINERAL RESOURCES

As of December 31, 2007, Sealaska has
received approximately 290,800 acres of
land under the provisions of ANCSA, as
described in Note 3. Under accounting
principles generally accepted in the United
States of America, specifically Accounting
Principles Board Opinion No. 29, assets
received in nonmonetary transactions are
recorded at their estimated fair value at the
transaction date unless the fair value is not
determinable within reasonable limits due
to major uncertainties, in which case the
assets received are recorded, and remain,
at a value of zero. It was not practical for

Sealaska to determine the estimated fair

value of the resources received on the date of

receipt within reasonable limits for financial
reporting purposes. Accordingly, Sealaska
carries assets received under ANCSA at zero
value. However, these assets have significant
economic value to Sealaska.

Because timber received under ANCSA is
carried at zero value, there is no charge to
operations for depletion when the timber on
ANCSA land is harvested and sold. However,
the direct costs of harvesting are reported
as costs of products and services in the
accompanying consolidated statements

of operations. Estimates of the remaining
volume and value of harvestable standing
timber received under ANCSA vary greatly
based upon assumed fluctuations in future
log market conditions. For economic and
cultural reasons, it is probable that not all
of the lands will be harvested. A summary
of the volume of Sealaska’s ANCSA timber
sold and related revenue is as follows:

2007 2006 2005

Revenues

Board feet (unaudited)

$38,678 $51,751 $57,803

48,566 81,577 94,582

Dollars are in thousands. Years ended December 31.

Sealaska incurs costs related to the selection
of ANCSA land and related resources and
related to the potential exchanges of such
property. These costs are capitalized as part
of the basis in either the land or the related

resources (such as timber). Costs attributable

to resources will be amortized as the related
resource is harvested.

Any cost of timber, timberland and mineral
resources carried in the accompanying
consolidated balance sheets, and related
depletion expense, is attributable to timber
that Sealaska, from time to time, purchases
from others. During 2005 and 2004,
management revised its estimates regarding
the remaining future harvest volumes of
certain timber areas. Each change required
that an impairment analysis be performed
in accordance with SFAS No. 144. The
estimated undiscounted future cash flows
generated by the roads in these timber
areas were less than their carrying value.

The carrying value of these roads were
reduced to fair market value resulting in

an impairment charge of $599,000 and
$431,000 for the years ended December 31,
2007 and 2006, respectively, recorded in
natural resources costs of goods sold on the
income statement. Management estimated
fair value of the roads using discounted
anticipated net future cash flows.

Sealaska has asset retirement obligations
(AROs) arising from regulatory requirements
to perform certain asset retirement activities
at the time that certain road systems are
maintained or rehabilitated. The liability

was initially measured at fair value and
subsequently is adjusted for accretion
expense and changes in the amount or
timing of the estimated cash flows. The
corresponding asset retirement costs are
capitalized as part of the carrying amount of
the related long-lived asset and depreciated
over the asset’s remaining useful life. The
following table presents the activity for the
AROQ'’s for the year ended December 31, 2007
and 2006:

2007 2006
Balance at beginning of year $ — 3 —
Additional obligations incurred 1,317 —
Obligations settled in current period — —
Changes in estimates including timing — _
Accretion expense (146) —
Balance at the end of the year $ 1,171 % —_

Dollars are in thousands. Years ended December 31.
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(9) NOTE RECEIVABLE

(a) San Pasqual

During late 2000 and early 2001, Sealaska
advanced $14.7 million to the San Pasqual
Indian Tribe for the construction of a Gaming
Facility (the Facility) in Southern California.
Under the loan agreement, Sealaska earns
interest at a fixed rate and receives a monthly
management fee. The note receivable is
collateralized by the Facility’s revenues and
equipment and is nonrecourse to the borrower.

In accordance with the terms of the agreement,
all principal and interest payments were
deferred until the opening date of the Facility
and were then due in June 2003. The Facility
opened in April 2001; however, Sealaska

did not receive any principal or interest
payments during 2001 due to lower than
planned revenues since opening the Facility.
Sealaska’s rights as lender were subordinate
to a bank loan, and Sealaska worked with
other creditors and management of the
Facility to renegotiate the repayment terms.

Because Sealaska participates in the Facility’s
expected profits and because the loan is
nonrecourse to the borrower and the borrower
did not make a substantial equity investment
in the Facility, Sealaska was required to
account for the loan similar to a real estate
joint venture ownership interest in the Facility,
rather than as a traditional note receivable.
Specifically, FASB Emerging Issues Task Force
Issue No. 84-4, Acquisition, Development and
Construction Loans (EITF 84-4), requires that
Sealaska apply the accounting provisions of
Statement of Position No. 78-9, Accounting
for Investments in Real Estate Joint Ventures
(SOP No. 78-9), issued by the American
Institute of Certified Public Accountants.
Accordingly, Sealaska recorded its share of
the Facility’s earnings as the amounts due
under the terms of the loan agreement but
limited to the amount that Sealaska would
receive or lose if the Facility were to liquidate
all of its assets at their recorded balances
and distribute the resulting cash to creditors
and investors with their respective priorities.
During 2002, Sealaska negotiated terms

with the San Pasqual Indian Tribe to receive
approximately $20.9 million in settlement of
the outstanding loan and accrued interest, and
recorded a gain of approximately $8.7 million
in connection with the settlement.

The initial capital investment in the casino was
repaid in 2002. The Company’s investment
includes a continued interest, which expires

in 2010. The continued interest is carried on
the balance sheet at zero value. The earnings
from the Company’s carried interest were
$4.0 million in 2007, $3.4 million in 2006,
and $3.0 million in 2005.

(10) INVESTMENT IN ALASKA
NATIVE WIRELESS

In 2001, Sealaska and other investors formed
a limited liability company, CTANW. CTANW
and a subsidiary of AT&T Wireless (AT&T)
formed Alaska Native Wireless LLC (ANW).
Sealaska applies the prescribed “equity
method” of accounting for its investment

in CTANW, since it can exert sufficient
control, as measured under that approach.
In applying this method, earnings are
determined in accordance with Statement of
Position 78-9, Accounting for Investments in
Real Estate Ventures, which defines how the
Corporation should accrue increased asset
value and related equity in earnings.

In 2002, CTANW and AT&T agreed to modify
the terms of their investment in Alaska
Native Wireless. The agreement modifications
resulted in an early distribution from ANW
to CTANW and, in turn, to Sealaska. In
December 2002, Sealaska received a $66.7
million cash distribution from CTANW, which
was comprised of previously undistributed
earnings together with a partial return

of its original investment. In 2007, the
residual bond investment matured and the
Corporation received the full balance of
$20.3 million. As of December 31, 2007,
Sealaska holds no stake in this investment.
Total earnings of $5.4 million were recorded
over the life of the bond from the initial
investment of $14.9 million.

(11) LONG-TERM DEBT AND LINE OF CREDIT

Long-term debt consists of the following:

2007 2006
Note payable to a bank under a revolving term loan collateralized by $ 4000 $ 1,209
timber and log inventory, accounts receivable and other specified assets
and accounts of the Corporation, with a variable 30-day Farm Credit
current discount note rate, (7.05 percent at 12-31-07), expiring March 2013
Note payable to a bank under a revolving term loan collateralized by — 3,571
timber and log inventory, accounts receivable and other specified assets
and accounts of the Corporation, this note was renegotiated into the variable
30-day Farm Credit current discount note rate (above)
Note payable to a bank under a revolving term loan collateralized by 1,969 2,344
timber and log inventory, accounts receivable and other specified assets
and accounts of the Corporation, with a fixed interest rate of 5.25 percent
to be renegotiated in 2008, with the note expiring March 2013
Note payable to a bank under a revolving term loan collateralized by 1,810 2,155
timber and log inventory, accounts receivable and other specified assets
and accounts of the Corporation, with a fixed interest rate of 7.5 percent
to be renegotiated in 2009, with the note expiring March 2013
Mortgage payable, collateralized by land and building, with interest at the 2,930 3,334
prime rate minus .5 percent (6.75 percent at 12-31-07), due August 2011
Note payable to Pacific Gulf LLC; collateralized by land; interest at 8 percent through 8,250 —
October 2009 and 10 percent thereafter; interest only through October 2009;
principle due in 100,000 monthly installments with final due date October 2010
Note payable by Kédnaak lowa to Nypro, Inc., an affiliated partner 3,478 2,343
with Sealaska Corporation
Other 2,400 998
Total long-term debt 24,837 15,954
Less current portion (2,914) (1,736)
Total long-term debt less current portion $ 21,923 $ 14,218
Dollars are in thousands. As of December 31.
Scheduled principal maturities of long-term debt and lines of credit are as follows:
2008 $ 2,914
2009 2,406
2010 10,643
2011 2,039
2012 1,506
Thereafter 5,329
Total $24,837

Dollars are in thousands. As of December 31.
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Sealaska has the following lines of credit available at December 31, 2007

(no amounts outstanding):

Amount Interest Rate Collateral

$3.,500,000 Prime + .50 percent Busmess assetsl of.the borrower.
assignment of life insurance

$3,000,000 LIBOR + 2.80 percent Business assets of the borrower

(12) INCOME TAXES

The income tax provision includes the following for the years ended December 31:

2007 2006 2005
Current income tax expense (benefit):
Federal $ 1,018 $ 159 $ 292
State 919 77 89
Foreign (337) 126 70
Total 1,600 362 451
Deferred income tax expense (benefit):
Federal (1,012) 2,953 (463)
State (179) 521 (82)
Total (1,191) 3,474 (545)
Income tax expense (benefit) $ 409 $ 3,836 $ (94)

Dollars are in thousands.

The provision for income taxes differ from the “expected” amount (computed by applying the
US federal corporate tax rate of 34 percent to earnings before taxes) as follows for the years

ended December 31:

2007 2006 2005

Computed “expected” tax expense $ 10,352 $ 15,298 $ 8,560
State income tax, net of federal tax 1,942 2,790 1,561
Change of valuation allowance 7,697 (35,466) (21,071)
Expiration of net operating losses and other 3,380 20,436 10,894
Addition of ANSCA assets (22,485) — —
Other (477) 778 (38)
$ 409 $ 3,836 $ (94)

Dollars are in thousands.

Net deferred tax assets and liabilities include the following as of December 31:

2007 2006

Net operating loss carryforwards $ 155,003 $ 167,784
Land resource basis difference 229,168 219,128
Fixed assets 14,454 11,872
Unrealized gains and investments (14,260) (16,302)
Other 6,909 (96)
391,274 382,386

Valuation allowance (364,607) (356,910)
Total deferred tax asset 26,667 25,476
Less current portion (3,347) (4,286)
Total long-term deferred tax asset $ 23,320 21,190

Dollars are in thousands.

Sealaska has recorded a net deferred tax
asset of $26.7 million, which primarily
reflects (a) estimated future benefit of
$381.2 million federal and $340.3 million
state net operating loss (NOL) carryforwards
which expire in varying amounts from 2008 to
2025, and (b) basis differences for significant
natural resources received pursuant to
ANCSA, which have no carrying value in

the accompanying consolidated financial
statements but have substantial basis for
domestic tax reporting purposes. A valuation
allowance has been established reducing

the maximum possible benefit of these
carryforwards to management’s estimate of
the benefit likely to be realized. Realization

is dependent on generating sufficient taxable
income prior to expiration of the loss
carryforwards and basis differences. Although
realization is not assured, management
believes it is more likely than not that all of
the recorded net deferred tax assets will be

realized. Net deferred tax assets considered
realizable are adjusted annually dependent
on management’s estimate of future
earnings. An increase or decrease in
management’s estimate of the total taxable
income that will be generated during the
carryforward period will have a corresponding
increase or decrease in net deferred tax
assets considered realizable, with the
exception of certain payments made by
subsidiaries in 2005, 2006 and 2007.

During the periods presented above and prior
periods, tax depletion arising from Sealaska’s
ANCSA resources has offset all other federal
and state taxable income and Sealaska has
not paid federal or state income taxes except
related to the activities of certain controlled
subsidiary operating outside Alaska.
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(13) OTHER NONCURRENT LIABILITIES

The liability portion of the Elders’ Settlement Trust and Endowment Settlement Trust are
included in other noncurrent liabilities on the Consolidated Balance Sheet. Balances of other

noncurrent liabilities at December 31 are:

2007 2006
Elders’ distribution payable $ 6,146 $ 5,991
Shareholders’ distribution payable 644 485
Endowments payable 3,035 3,056
Voluntary retirement deferrals 1,520 1,335
Total $11,345 $10,867

Dollars are in thousands.

(14) RETIREMENT PLANS

Sealaska has a 401(k) plan for substantially
all employees meeting certain eligibility
requirements. Participants may contribute up
to 25 percent of their eligible compensation
to the plan, subject to the limits of Section
401(k) of the Internal Revenue Code. Sealaska
matches 100 percent of the participant’s
contribution up to 2 percent of their eligible
compensation. All participants are immediately
vested in the preceding contributions. Sealaska
also contributes 8 percent of the participant’s
eligible compensation to the plan and these
contributions are vested over a five-year
period. Contributions to the plan are based
upon employees’ total yearly contributions
and base pay. Total contributions to the plans
were $781,000, $653,000 and $610,000 in
2007, 2006 and 2005, respectively.

Kénaak’s predecessor did not comply with
the filing requirement related to its retirement
plan for the years ending December 31, 2001,
2000 and 1999. Sealaska’s management

has complied with the filing requirements

of the US Department of Labor. Penalties
assessed, if any, will be paid by Sealaska but
at December 31, 2007 no amount has been
accrued as it is not currently determinable.

(15) DIVIDENDS

Sealaska’s Board of Directors declared
dividends from Permanent Fund earnings
and natural resource revenue sharing
distributions as follows:

2007 2006 2005
Distribution from Permanent Fund 4.13 3.84 3.60
Distribution from Operations 3.48 2.18 0.73
7(i) and 7(j) Distributions 9.02 5.93 3.75

Total Distribution (per share)

$ 1663 $ 1195 $ 8.08

Total Distribution — Permanent Fund Earnings

Total Distribution — 7(i) revenue sharing

12,540 9,483 6,821
10,289 6,764 4,277

Total (dollars in thousands)

$ 22829 $ 16,247 $ 11,098

(16) DESCRIPTION OF THE
BUSINESS AND SEGMENT
INFORMATION

Sealaska, together with the subsidiaries
through which the Company’s businesses
are conducted, is a diversified Alaska Native
Corporation with operations in the following
business segments: natural resources,
manufacturing, investments and services.

Description of the Business

Natural Resources

The natural resources division is responsible
for the land management and land
stewardship functions of all Sealaska lands.
Management activities include collection of
escrow receipts, cadastral survey of ANCSA
lands, and maintenance of lands records
and other activities vital to land ownership.
Sealaska Timber Corporation is responsible
for the harvesting of timber and marketing
of logs into the highest value export and
domestic markets. Harvesting and marketing
activities include the capturing of business
opportunities and market position to enable
Sealaska to return higher income and cash
flow for the benefit of all shareholders.

Manufacturing

The manufacturing division is comprised

of a contract manufacturer of injection
molded components, a full service prototype
and limited-run production facility and a
weld fabricator. The contract manufacturer
specializes in high quality plastics

injection molded products and value added
manufacturing services in partnership with
customers in the consumer/industrial,
electronics/telecommunications, healthcare
and automotive industries. Secondary value
added services include product design,
engineering, tooling, automated molding
and some secondary value added services
including shielding, painting, decorating,
graphics and assembly. The prototype and

limited-run facility specializes in machining
models, stereolithography, cast urethane
and limited-run injection molding. The weld
fabricator specializes in large assemblies
and components for the aerospace and
nuclear industries.

Services

The services division provides environmental
construction and remediation, environmental
assessments consulting, and engineering
services to federal government agencies,
private, and commercial clients through
wholly owned subsidiary Sealaska
Environmental Services, and 51 percent
owned Kingston Environmental Services,
Inc. The services division expanded in 2006
and now provides services in the disciplines
of information technology (IT) strategy and
consulting, business intelligence, application
services, infrastructure management,
managed services and data processing
through the 51 percent owned subsidiary
Managed Business Solutions, LLC.

Investments

Sealaska’s securities portfolio consists of

two separate investment accounts that are
managed to achieve different objectives:

the Permanent Fund is managed long

term with the objective of shareholder
dividends, and the Investment Growth fund

is managed shorter term, and is used for
operational needs and new investments.
Sealaska investments follow a disciplined
investment philosophy by building off existing
strengths, exercising patience and selectivity
in making investment, adding investments
that will achieve consistency in growth

and earnings, and being prepared to exit
investments or potential investments if upside
opportunities arise or if problems change
expected returns, and by seeking strong and
strategic partnerships; distributing risk and
benefit; and establishing a new platform of
companies for future growth.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(CONTINUED)

SEALASKA CORPORATION

2007 2006 2005
Net earnings before income taxes and
discontinued operations:
Natural resources $ 7,720 $ 9,859 $ 9,102
Manufacturing 1,155 1,816 1,029
Investments 21,316 34,442 23,706
Services 4,345 1,985 76
Corporate and other (14,739) (13,563) (11,899)
Total segment net earnings 19,797 34,539 22,014
Net earnings not allocable to a segment:
Natural resource revenue sharing under 14,380 6,373 2,279
Sections 7(i) and 7(j)
Loss from discontinued operations — — 1,103
Other, net (2,136) (339) 173
Equity in earnings (losses) of affiliates — (82) (159)
Gain on sale of International BioResources, LLC 2,152 5,694 —
Minority interest (3,747) (1,190) (233)
Net income before taxes 30,446 44,995 25,177
Income tax benefit (expense) (409) (3,836) 94
Net income $ 30,037 $ 41,159 $ 25,271
Total assets by operating segment:
Natural resources 11,661 18,334 40,862
Manufacturing 22,538 33,720 25,309
Investments 197,321 194,920 173,464
Services 8,244 18,497 1,466
Corporate and other 121,180 65,606 48,259
Total assets $ 360,944 $ 331,077 $ 289,360
Capital expenditures by segment:
Natural resources 4,497 3,823 7,984
Manufacturing 3,747 3,315 1,129
Services 695 689 40
Corporate and other 13,820 3,747 939
Total capital expenditures $ 22,759 $ 11,574 $ 10,092
Depreciation, impairment and amortization by segment:
Natural resources 7,079 5,269 13,220
Manufacturing 1,551 1,384 1,240
Services 2,081 18 4
Corporate and other 832 746 600
Total depreciation, impairment and amortization $ 11,543 $ 7,417 $ 15,064

Dollars are in thousands. Years ended December 31.

(17) COMMITMENTS AND
CONTINGENCIES

Management is not aware of or party to

any legal action that would have a material
adverse effect on the consolidated financial
condition, results of operations or cash
flows of Sealaska. Sealaska, in its normal
course of activities, is exposed to regulatory
and environmental matters. In the opinion

of management, the disposition of these
matters is not expected to have a material
adverse effect on Sealaska’s financial
condition, results of operations or liquidity.

Sealaska is currently leasing facilities and
manufacturing and office equipment from
a variety of vendors. Minimum annual
rental commitments on operating leases
at December 31, 2007, are as follows:

2008 $ 2,508
2009 2,157
2010 2,048
2011 1,262
2012 840
Thereafter 1,170
Total $ 9,985

Dollars are in thousands.

These leases primarily relate to Kanaak. The facility lease payments are subject to an annual
increase based on changes in the cost of living, as reflected by the Consumer Price Index.
Kénaak has options to renew, at substantially similar terms, the facility leases for an additional

two to 10 years.

During October 2006, Sealaska committed to advance up to $500,000 for the working
capital needs of the Cloverdale Rancheria Tribe of Pomo Indians of California to develop a
new gaming casino near the city of Cloverdale in Sonoma County, California. Sealaska has
expensed these advances to date and will continue to expense advances until critical project
milestones are reached. All other amounts relating to the project have been capitalized. In
2007, Sealaska increased its commitment to the prospective development project to a total
of $31.9 million which includes preconstruction expenses and land purchases. All principal
and interest payments are deferred until the project is bank financed, which is expected to
be in 2009. The Company earns interest at favorable rates. Additional advances funding the
remaining commitment have been made through December 2007.
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DIRECTORY

SEALASKA COPORATION

Corporate Headquarters

One Sealaska Plaza, Suite 400
Juneau, AK 99801

TEL: 907.586.1512

FAX: 907.586.2304
SHAREHOLDER TOLL-FREE LINE:
800.848.5921
www.sealaska.com

Seattle Office

13810 SE Eastgate Way, Suite 420
Bellevue, WA 98005

TEL: 425.283.0600

FAX: 425.283.0650

Sealaska Heritage Institute
One Sealaska Plaza, Suite 301
Juneau, AK 99801

TEL: 907.463.4844

FAX: 907.586.9293
www.sealaskaheritage.org
www.alaskanativeartists.com

OUTSIDE COUNSEL

Simpson, Tillinghast & Sorensen, P.C.

One Sealaska Plaza, Suite 300
Juneau, AK 99801

INDEPENDENT AUDITORS

KPMG

Phillips Tower South

701 West 8th Avenue, Suite 600
Anchorage, AK 99501

SEALASKA SUBSIDIARIES:

NATURAL RESOURCES

Sealaska Timber Corporation
Headquarters

2030 Sea Level Drive, Suite 202
Ketchikan, AK 99901

TEL: 907.225.9444

Fax: 907.247.9444
www.sealaskatimber.com

Marketing and Sales

13810 SE Eastgate Way, Suite 420
Bellevue, WA 98005

TEL: 425.283.0615

FAX: 425.283.0660

Alaska Coastal Aggregates
One Sealaska Plaza, Suite 400
Juneau, AK 99801

TEL: 907.586.9122

FaX: 907.463.3897

SERVICES

Sealaska Environmental Services
13810 SE Eastgate Way, Suite 420
Bellevue, WA 98005

TEL: 425.283.0630

FAX: 425.283.0650

Kingston Environmental Services
15450 Hangar Road

Kansas City, MO 64147

TEL: 816.524.8811

FAX: 816.525.5027
www.kingstonenv.com

Managed Business Solutions
12265 Oracle Blvd., Suite 105
Colorado Springs, CO 80921
TEL: 719.314.3400

FAX: 719.314.3499
www.mbshome.com

MANUFACTURING

Nypro Kanaak Alabama
208 Nypro Lane
Dothan, AL 36305

TEL: 334.702.2583
www.nyprokanaak.com

Nypro Kanaak Guadalajara
lgnacio Jacobo #23

Parque Industrial Belenes
Zapopan Jalisco, MX 45101
TEL: 52 (33) 3819.5000
www.nyprokanaak.com

Nypro Kanaak lowa
400 North Harvey Road
Mt. Pleasant, 1A 52641
TEL: 319.385.4426
www.nyprokanaak.com

Olympic Fabrication
410 W Enterprise Road
Shelton, WA 98584
TEL: 360.426.7878

FAX: 360.432.0747

Synergy Systems
12328 134th Court NE
Redmond, WA 98052
TEL: 425.820.2250

FAX: 425.821.3848
www.synergyproto.com

Portrait photography by Scott Areman, Jennifer Rutledge, Don Douglas, Guillermo Flores and James Shankle. Other photography by Scott Areman,
Jennifer Rutledge, Getty Images, iStock Photo and PunchStock. Printed in the U.S.A. Copyright 2008 Sealaska Corporation.
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