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March 10, 2009

Fellow Shareholders,

oOnly when the tide goes ®Dhist d«
adage from Warren Buffett has n

year, which proved to be the year of reckoning for many financial sen
firms. In fact, it appears the worst may not be over and the year 2009
reveal even more casualties; as undesirable as that may be.

Fortunately, our core business is performing quite well, with 2008 r
gains from operations up 4% from 2007. Indeed, net income was
down 8% from the record 2007 level because we earned fewer real e
gains. Of course, we are not immune to the swirling economic ch
around us. We are seeing an increase in loan delinquencies and foreclc
Nevertheless, our investment portfolio on the whole is proving the wisc
of our longtanding conservative business principles.

To mitigate our exposure to the uncertainties of the economic envir
ment, we are adjusting some investment strategies to provide an ¢
greater level of safety. Simultaneously, we are pursuing exciting invest
opportunities that are a direct result of this same economic environm
Letds review these paradoxical s

== Life Insurance BusinessNew Deferred Annuity! &=

We are moving full steam ahead at developing and preparing to mar
new fixed annuity, which we bel.i
low interest rate environment. In fact, at the time of printing this report \
are in the process of submitting the annuity for insurance department
proval and we anticipate beginning sales by May.

The annuityiscaled he PREMI ER SERdn&EHasa e f
3, 5 or 7 year option. Currently,4ear annuity will pa@% interest
the first year, with a target rate of 6.0% for each subsequent year. |f
ever pay |l ess than 6.0% the owne
ity without any surrender charge. The owner can also withdraw 10% of
annuity each year without any penalty.

If you are a resident of Arizona or Utah and are interested in learr
more about this exciting annuity, please be sure to complete the simple
vey provided herewith and return it with your proxy.

So how can we pay such high interest rates when banks and other
ance companies are paying so much less? It is primarily the result of ¢
vestment performance. By investing about 75% of our assets in our nicl



vestment of ultra secure (about 50%-l@dne) and high yielding (average
12% interest) real estate loans, we are able to earn investment yields
make even these high interest annuities profitable.

We are confident that we will be successful in selling as much of this &
ity as we can prudently invest. Consequently, we plan to limit sales dt
the balance of 2009 to about $3 million in annuity premiums.

&= Increased Cash Reserves=

As a hedge against the uncertainties of future economic conditions we
increased the cash reserves we are maintaining. We will continue to
our cash reserves as our assets grow through new annuity premiums.

&= Continuing Our Traditional Investments &=

One of the ways the current market conditions are in our favor is we
enjoying an unusual imbalance in the supply/demand curve for our prir
investment of choice;-oonforming commercial real estate loans. With a
double whammy of (a) the credit markets being extremely constrained,
(b) so many banks and investors having been burned by making agg
loans in recent years, there is much less competition for our loans. Thi
enabled us to increase interest rates and more importantly, it allows us
more selective in which loans we make and underwrite our loans even
carefully.

We recognize that with additional investment funds from annuity prei
ums it will be imperative, more than ever, to maintairstamdamg con-
servative investment practices.

With future property values being such an unknown, we are being €
more cautious than wusual as we a
Historically, when we would conservatively value a property and offer
only loan 50% of our low valuation, borrowers could find other lenders
investors who would | oan more ttF
happening much less frequently. More frequently now borrowers are ac
ing our lower loan amounts because there are fewer alternatives.

&= Additional Investment Opportunities &=

Todayods real estate and | endi ng
ties that we have never seen before. We are seeking to invest a mode
of our investment capital (approximately 5%) igididjhgrinvestments
such as discounted notes and investment real estate.



For example, last month we purchased a group of discounted notes f
bank at an 80% discount. To sweeten the deal, the borrower added add
collateral and we offered a significant discount for the borrower to pay
loan off this year. We are receiving monthly payments of 18% interest
expect to earn a substantial gain when we are paid off.

Our present challenge is to preserve capital and minimize investmen
while simultaneously taking advantage of the opportunities available to
tors with cash. Our investment strategy is therefore to continue to inves
majority of our capital in our traditional real estate loans, keep higher ca:
serves and modestly invest some capital in higher yielding opportunities.

== Conservative Growth Amidst Uncertainty =

Despite the uncertainty for what the future holds, we will continue
grow in a measured, sustainable way. We will not merely hunker down
hope for better days to come. We will continue forward with- our thre
pronged growth strategy (insurance, lending and real estate). Neverth
we are committed to constrain our growth to a rate that allows us to s
and profitably invest and manage our growth.

Our longstanding prudent investment principles are what have allowec
to thus far dodge the wrath of the present economic and real estate n
conditions. And although we are beginning to see increased foreclosurt
are confident that these principles, together with our investment strategie
scribed above, will allow us to not only survive, but thrive amidst these
nomic conditions.

We will more fully discuss each one of these topics at our annual s
holders meeting on April 14, 2009. It begins at 10:00 AM at our home o
in Mesa, Arizona. We encourage all shareholders to attend.

&= Increased Stock BuyBack Price =

I n January, the Board of Eback e c t
price (for up to 500,000 shares of Company stock) fr&d0%806f4he
most recent stock equity va-lue.
back price is to reflect a closer fair market value for those shareholders v
desire (or in most cases need) to sell their shares.

To be clear, itn®tour intention to encourage you to sell your shares.
On the contrary, we believe your investment in ASL stock will continue tc
crease in value and provide very attractive cash dividends.



&= 2009 Dividends &=

While most companies are slashing or eliminating their dividends, our
Board has declared the samanseral dividend paid in 2008. Twelve
cents per share will be paid on April 10, 2009 to shareholders of record ¢
March 31, 2009. A secondaemuial dividend will be declared by the
Board this summer and paid in October.

&= |n Conclusion &=

As the economic tide recedes, we, as fellow shareholders, realize mor
than ever what a blessing it is for us to be invested in such a strong, con:
tive company. We have no idea how long or how deep the current reces
(depression?) will persist. Nor can we predict what affect it will have on ¢
future earnings. Yet it is only in these tough times that one recognizes tt
real value of conservative business principles. Only in the gales of advel
oneds staying power truly proven

We have no doubt that our solid foundation will see us through whate\
is to come, with us emerging stronger than ever before. While most of tt
world looks to the future with trepidation, we see a future of opportunity
and we look forward to sharing this bright future together with you.

Most sincerely,

Byron Frihoff Allen, President David K. Allen, Chairman

Byron Frihoff Allen and David K. Allen with portrait of Company founder, Frihoff N. Allen



Management &8s Di scussi
Of Operations & Financial Position

Life Insurance Operations

Life Insurance Premium Income
increased by $129K. This Was’l
the sale of a large single pre

Premium Income

Grand Slam Endowment pof .4$300
Aside from that sale, our pren] §
income has remained practicall} 2 $200
changed the last five years. =

. $100
Life Insurance Resersabse-

guently increased as well by $1
The increase is due to the large $0 -
premium policy, somewhat offse
an otherwise modest decrease irrroran
life insurance reserves.
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Guaranteed Interest Contr .
(Gl Cbs) contin Life Insurance Reserve i ng
part of our insurance operations
2007 we began advertising
Gl Cés to our g¢:=2
their dividends directly depoq =
and immediately begin earnin
least 4.0% interest. This has p
to be a big success.

In the past two years we hav 2004 2005 2006 2007 2008
over 80 Shareh1'Uﬂ-U'E|o v anvan ey \Jl\/lﬁs,
most of which have elected to have
their dividends directly deposited.

We now have ov h

10% of total stockholder dividd ~ GIC/APD Funds On Depos
directly deposi|8$2.5
, £ $2.0

Since 1974, we have been p| =
a guaranteed minimum interest} ~ $1-5
of 40% on our GIC and A} $1.0
(Advance Premium Deposit) $0.5
counts (see graph on page 7). '
accounts are currently availabj $0.0 - . »
AZ or UT residents (the state 2004 2005 2006 2007
which we are presently licensear:
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Please indicate your interest on the enclosed stockholder survey and we
vide you with more information.

Life Insurance Operations Growth Initiatives

We are excited with the anticipated growth in 2009 life insurance oper
First and foremost, we are proud to announce the development of a very «
tive deferred annuityT he PREMI ER S E R WE 8eschleefthésr r
more on page8.2We expect 2009 annuity premiums of up to $3 million.

Our second insurance growth initiativepsidinal increases in Youth Life in-
surance policisages 25, 28 and 31. Although we began work on this in :
we have deferred its completion to allow us to focus our efforts on the d
ment of the new annuity product. Nevertheless, we still believe in the valu
Youth Life Plan additions and we look forward to rolling them out this year

Althoughacquisitions of life insurance comipasiesen a desired growth
strategy, we have found it difficult to find financially profitable opportunities
hope, however, this will change in the near future as the life insurance indc
fers from asset devaluations of real estate, mortgage backed securities a
the three largest asset classes of most life insurers. Even though we will
| ooking for acquisition opportuni
must admit we are presently more optimistic about the potential growth we
from the sale of annuities. Accordingly, this is where our primary focus rest

Investments

Despite our strong portfolio of very conservative real estate loans, we
completely immune to the woes of the real estate market and economy. £
78% of our assets currently invested in real estate mortgage loans, our pot
posure is certainly significant.



As you see in this chart, ¢~ 1010 69 h
rently 8% of our loan portfo] Mortgage Loan Portfoliodays past  special
is in foreclosure.  Although As of March 1, 2009 due  payment
other 20% of our loans are WP 2o Eliatils

. 13% _$1,265,241
linquent, most of these loans - 7%

still making payments. We wj In Good e
closely with our borrowers e 8 pastdue
help them keep their propert 0 $64,359.25
there is any way possible. 72% 0%
T— \ In
foreclosure

Of course, if the econor $1.304.612
continues to worsen and the 8%
estate market continues \
weaken, we are prepared for an
increasing number of loan defaults. We are in the favorable position of sta
with very strong equity positions in our loans (about-tefallmgrnwvhen we
make them. So unlike most banks that loan much higher percentages o
ertyds values, we do not usually
However, with real estate prices as depressed as they are, this may not b
for some of our foreclosures. Fortunately, another advantage we have ove
we do not have to liquidate foreclosed properties quickly as banks must; ra
can hold a foreclosed property as REO (Real Estate Owned) until we are
sell it at a fair price.

American Life Financial

We set a goal last year for our mortgage bank subsidiary, American Lif
ci al Corporation (O0OALFG6), to cont
mark by a mile. As well as originating our own loans, we count on ALF t
nate loans for other lenders as well. ALF suffered ftaim puonh of (a)
fewer Company loan payoffs, resulting in fewer Company loan originatio
chart); and (b) the incredibly tight commercial lending market which limite
success in closing@ompany loans. ALF actually netted a small loss of $15
the year.

Even if the credit and real e Loans Originated
markets remain equally weal ¢g
2009, we still anticipate a profit} §
year for ALF, considering that §$6 1

anticipated annuity sales will bri
substantial new funds, from w
ALF will generate additional feq ¢, |
come as it originates new Com
loans with the bulk of these aff $0 -
pated funds. 2004 2005 2006 2007 2008
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Real Estate

On December 3, 2008, we opened escrow to sell the 4,750 acre Holbrook
property in Northern Arizona for $12.5 million (an 80% return on our invest
made in March 2007). It is scheduled to close in June, 2009. Of course, ¢
current economy, no deal is a done deal until the check clears the bank! F
if the sale does close, it will mgaim @& ASL of nearly $800he@dre tax.
Only Clark Allen can put together a sale like this in an economy and re:
market like the one we are experiencing!

Clark Allen retired on December 31, BOD®rtunately not without filling his
shoes with two very capable men who also happen to be his sons. Trent
been working with Clark in our Real Estate Department for nearly 4 years r
Troy Allen was hired when Clark retired. Clark still comes into the office re
and works as a consultant to Trent and Troy, passing on his nearly 20 yez
estate experience. With the comb
enthusiasm and the incredible work ethic they have inherited from Clark, w
Real Estate Department capable of profitably managing the increased for
looming on the horizon.

. i Our 2008 realized gain, from the sale
Vekol Wash Capital Gain. | of real estate were down $228,000
w $300 from 2007. This is mostly from the
o def ault of t he I
§$200 Was h 6 property s
2 guently foreclosed and reacquired the
= property in October 2008. We have
Iy receive1.5 million in capital gains
and interesince we sold it in 2004.
$0 - ‘ ‘ ‘ T ‘ Now we get to-=ell it and make ad-
2004 2005 2006 2007 2008 ¥ (ijtional gains all over again!
The sale of our two residential lot
i subdivisions near Holbrook, AZ have
Payments Received from also been strong contributors to our
Holbrook Lot Sales net income the past few years. Unfor-
o $200 tunately, we have experienced high
£ $150 foreclosures with these sales. In 200;
§ we took back 25% of the total lots
2 e - sold. The upside with these loans i
$50 - that about 85% of the sales price is
G profit. We currently have $355,000
in sales contracts and notes out-
2004 2005 2006 2007 2008 | standing, $85,000 of which are new

sales wedve made



Consolidated Statement of Operations

(UNAUDITED)

REVENUES
Life insurance premiums
Interest Income
Interest on cash & cash equivale
Interest on policy loans
Interest on mortgage loans
Investment Income Net of Expenses

Dec 31, 2007 Dec 31, 200t
$ 138,356 $ 137,058

144,576 149,854
5,481 5,092
2,258,899 2,129,525

Real Estate Rental Income 13,596 30,180
Mortgage Fees 178,686 166,783
Other investment income 15,020 23,897

TOTAL REVENUES $ 2,754,613 $ 2,642,389

EXPENSES
Death benefits 86,887 26,810
Other policyholder benefits 27,022 41,369
Policyholder dividends 25,287 23,411
Incr/decr in reserves and loading 30,586 54,616
Commissions and Advertising 0 0
Interest on insurance 108,819 87,195
General Expenses
Salaries and wages 565,590 526,902
Employee Medical Benefits 42,298 43,964
Profit Sharing Plan 56,598 52,703
Professional Service fees 54,891 56,532
Other expenses 51,386 46,314
Taxes Licences and Fees 59,092 62,875

TOTAL EXPENSES 1,108,456 1,022,691

NET GAIN FROM OPERATIONS
Realized Gain on Real Estate &
Securities

Federal Income Tax Paid

$ 1,646,157 $ 1,619,698

423,974 377,941
(284,110) (281,961)

NET INCOME $ 1,786,020 $ 1,715,678

Total shares outstanding
Net Income per share

5,091,530 5,102,640
$ 0.351 $ 0.336

The accompanying notes are an integral part of these financial statements.

10



Consolidated Statement of Financial Position

(UNAUDITED)
ASSETS Dec 31, 200
Cash and cash equivalents $ 1,804,554
Long term certificates of deposit 500,000
Common & preferred stock 56,471
Policy loans 105,253
Mortgage loans 18,027,850
Real estate investments & receivables 1,132,091
TOTAL CASH & INVESTED ASSETS 21,626,220
Accured interest & deposits 240,985
Land and building 167,880
Office equipment 34,602
Income tax refundable 0
TOTAL ASSETS $ 22,069,686
LIABILITIES
Reserves for life policies 2,200,562
Insurance policy claims pending 36,437
Policy holder & GIC funds on deposit 2,418,714
Other policy holder liabilities 32,015
Taxes & expenses due & accrued 114,588
Unearned investment income 314
Amounts held by ASLIC for others 423,363
Income tax payable 12,200
TOTAL LIABILITIES $ 5,238,194
SHAREHOLDERS EQUITY
Capital stock 914,933
Capital stock in excess of par 2,205,412
Stock notes & Employee receivables (284)
Retained earnings 18,472,444
Unrealized gain on securities 43,697
Less treasury stock (4,804,710
TOTAL SHAREHOLDERS EQUITY 16,831,493
TOTAL LIABILITIES AND L]
SHAREHOLDERS EQUITY ‘ $ 22,069,686
Shares Outstanding 5,091,530
Equity Value Per Share $ 3.306

11 The accompanying notes are an integral part of these financial statements.



Consolidated Statement of Cash Flows

(UNAUDITED)

OPERATING ACTIVITIES
Funds provided from operations
Premiums received
Net investment income (excluding realized gains

Dec 31, 200°

$ 140,276
2,614,452

Total funds provided from operations 2,754,728
Funds used in operations
Benefits and loss related payments (192,335)
Commissions and other expenses and taxes paic
(excluding federal income taxes) (745,380)
Dividends paid to policyholders (23,242)

Federal income taxes paid (excluding capital gains
Total funds (used) in operations

(220,144)
(1,181,101

NET CASH PROVIDED FROM OPERATIONS ‘ ‘ $ 1,573,627

INVESTING ACTIVITIES

Funds provided from investments sold, matured or repz

Bonds 400,000
Stocks 0
Mortgage Loans 4,354,134
Real Estate 542,622
Other invested assets 7,183
Total investment proceeds before capital gains tax 5,303,939

Cost of investments acquired

Class one mutual funds & long term CD's (400,000)
Mortgage Loans (5,147,471
Real Estate (893,594)

Other invested assets

Total cost of investments acquired (6,441,070

(Increase) Decrease in policy loans (7,654)
NET CASH PROVIDED BY INVESTING ACTIVITIES - ‘ $ (1,144,785
FINANCING ACTIVITIES
Funds provided from (used for) financing activities

Capital and paid in surplus 0

Net deposits on deposit-type contracts 429,485

Cash dividends paid (1,121,481

Treasury stock purchased (23,937)
Net cash provided from (used for) financing activities_:7 GEEEY $ (715,933)

Increase (Decrease) in cash and short-term investme

Cash and short-term investments, beginning of year

$ 2,091,645
Cash and short-term investments, end of year 1

1,804,554

The accompanying notes are an integral part of these financial statements.

12



'SjuBWIdle]s [eloueuly 9say) Jo ued [eibajul ue are sajou BuiAuedwodoe ayl

(£60°'TT) (£60°'TT) S19SSY PalWPEUON Ul ebueyd
(865°'T2) (865'T2) SaNuN2as uo ures pazieaiun abueyd
(£20'99) (£20'99) (Ainsea.)) %0015 [endeD aseyainday
G¥6'0ET T00'92T Yv6'y 3201 Ul uonesuadwod aakojdwa anss|
(ze9'oez'T) (zeg'oez'T) panioge  pale|dap SpPuspIAg
666'€Y9‘T 666'€V9‘T awoou| 18N
€6v'T€8'9T  (0TL'v08'%)  (#82) EV'eLY'8T 169'cy 21v's0z'e €E6'V16 2002 ‘T€ 18quwadad ‘S3ONVIVd
0099 0099 S1assy paniwpeuoN ul abuey)
T2T'0T TZT'0T SaNIIN23S Uo ures pazijeaiun abueyd
(Le6'€2) (Le6'€2) (Ainseau]) %0015 [ende) aseyaindey
(18¥'12T'T) (18¥'12T'T) paniooe  pale|dap SpuspIAIg
020'98.'T 020'98.°T awoou| 18N
69T'vLT'9OT (€22'08L'v)  (¥88'9) ¥06',08°LT 9/G'€e 21v's0z'e €E6'V16 900¢ ‘T€ 18quwadad ‘SIONVIVd
[ejoL %0015 %01s [enden  snjding sanunas  Jed o 3o01S [ended
Ainseal| 10 3[es paufisseun  a|gqeISYIBIN  SS80XJ U|
3y wol- uoures BN  [ended
Sso|qeAl90ay pazieaiun

(@3LianvNn)
£00Z ANV 8002 ‘T€ ¥39N3D3Ad A3ANTI SHLNOW IATIML IHL ¥OH

Ainb3 siapjoyyo01s ul sebueyd Jo juswalels «



Notes to the Consolidated Financial Statements

(1) ORGANIZATION

American Savings Life Insurance Comp
health and accident insurance company authorized to conduct business in the stz
zona and Utah. The Company is currently engaged in the life and disability insurz
ness. It is customary in the insurance industry for a portion of income to be deriv
Irnortgage loans; however, a majority of the Company's income is attributed to n
oans.

Company reorganizati@n February 15, 2007, American Savings Life Insurance C
pany purchased 325,000 shares as 100% ownership of the newly formed ASL
Group, Inc. for $325,000 in cash and real estate mortgage loans. ASL Financial G
purchased 300,000 shares as 100% ownership in the newly formed American Life
Corporation for $300,000 in cash and real estate mortgage loans. American Life
Corporation has been formed to incre:
and ASL Financial Group is a holding company, which at some future date could
holding company for both American Saving Life Insurance Company and Amer
Financial Corporation.

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

InvestmentsThe following Company investments are recorded in accordance wi
Statement of Financial Accounting StandardsAdocoting and Reporting by Insur-

ance Enterprises
A. Mortgage loans are reported at outstanding principal balance or amortized cost.
B. Receivables secured by real estate including property tax certificates of purc

reported at their outstanding principal balance, less deferred gains, which ar
nized under the installment method.

C.Real estate investments are reported at lower of cost or fair market value with
lated charge to realized loss if applicable.

D. Common stock and mutual funds are reported at market and temporary chang
market value of those securities are recognized as an unrealized gain (los:
redeemable preferred stock is reported at cost.

E. Bonds are stated at amortized cost, since they are expected to be held until mat
F. Policy loans are reported at their outstanding principal balance.

G.Realized gains (losses) are determined on a specific identification basis and al
(charged) to operations; unrealized gains (losses) are credited (charged) to t
section.

Cash and cash equival&@htscompany considers all highly liquid investments with a
turity of one year or less at the time of purchase to be cash equivalents.

Restricted Securities accordance with the State of Arizona Insurance Regulations
term certificates of deposit with an aggregate value of $500,000 at year end in
2007 were on deposit with the Arizona State Treasurer.

Policy Claims Pendifigpe liability for policy claims is based on the estimated cost of
vidual claims reported plus estimated claims incurred but unreported prior to De
31, 2008 and December 31, 2007 respectively.

ReinsuraneceThe Company had no agreements with nonaffiliated reinsurers or reil
policies during the period covered by this report.

Estimates The preparation of these financial statements requires management t
14




estimates and assumptions that affect the reported amounts of assets, liabilities,
sure of contingent assets and liabilities at the date of the financial statements, an
amounts of revenues and expenses during the reporting period. Actual results cc
from those estimates.

(3) CASH AND INVESTMENTS
Cash and shorterm investmentsconsist of the following:

December 31, 2008 2007
Certificates of deposit $0 $0
Money market funds 1,614,183 1,466,387
Demand deposits 276,452 338,167

Total cash & short term investment$1,890,635 $1,804,554

The Company has maintained various accounts at several banks with amounts no
$250,000. Accounts at each institution are insured by the Federal Deposit Insuranc
ration up to $250,000. Cash in some bank accounts exceeded FDIC insurance lir
amounts of $0 and $298 at December 31, 2008 and 2007, respectively. The mone
funds utilized by the Company invest-eshdigtS. government and commercial pape
securities.

Mortgage Loansconsist of commercial, consumer and purchase money loans collat
ized by real estate. The Company has a concentration of mortgage loans in centre
The Companyds |l ending policies allow
appraised values at interest rates ranging from 9.9% to 15.99% and terms ranging
15 years. Purchase money mortgages were provided to purchasers of Company ¢
estate at rates from 7% to 10 %. Pur c
unamortized cost of the real estate sold. The balance of the remaining installment:
ortized deferred gain, and is excluded from the mortgage loan assets. The deferre
will be recognized as income, only as the installment payments are received.

December 31, 2008 2007
Commercial & consumer loans $17,456,034 $17,621,695
Purchase Money Loans 85,145 406,155
Remaining Deferred Gain 269,098 2,396,379
Annual Realized Deferred Gain $120,843 $258,219

A significant portion of the decrease in mortgages receivable and deferred gain on
ment sales is the result of the October 2008 foreclosure of a purchase money mort
a balance of $2,137,579 and a deferred gain of $1,902,274.

During 2007 the company began to amortize interest on two mortgages. Previously
company had included the amortization of principal payments with realized gain bu
made no provision for a $250,000 balloon payment. A provision for prior years amc
tion of the balloon payment included in mortgage interest in 2007 was $63,857. Ad
ally $48,261and $31,023 interest amortized during 2008 and 2007 respectively, for
of $48,261 and $94,880 for 2008 and 2007 respectively.

Real Estateln March 2007 the Company purchased approx. 4,700 acres near Holb
Arizona in a real estate investment joint venture with Boa Sorte, LLC (The Cardon
The current book value of this property is $986,035. In October 2008 the company
closed on two properties: A commercial office building on 15th Ave. in Phoenix for

pany cost of $346,720 and a 513 acre parcel e8land tirelVekol Valley interchange

for a Company cost of $439,801.

Land and Building The office occupied by the company is located at 935 E. Main S
Mesa, AZ. The Company acquired the building through a section 1031 property ¢
and is valued as shown in the following schedule:

15




December 31, 2008 2007

Building cost $434,605 $434,605
Improvements 126,171 104,263
Land cost 75,633 75,633

$636,409 614,501
Less deferred gain on 1031 exchanget46,621 -446,621
Statement value of land and building$189,788 $167,880

Since the book value of land and building does not exceed the estimate salvage
depreciation is taken on this property. An appraisal for this property was done in
2007 and it was appraised at a fair market value of $1,625,000.

(4) RESERVE FOR POLICY AND CONTRACT CLAIMS

The reserve reflects the liability for aggregate reserve amounts which, with additic
premiums to be received and with interest compounded annually at a level 5%
assumption, are calculated to be sufficient to meet policy obligations as they matur

(5) GUARANTEED INTEREST CONTRACTS

Guaranteed Interest Contracts are amounts held on behalf of outside parties. |
paid yearly at a rate set by the Company, which is currently equal torfentverage
CD rate as reported by the Federal Reserve. It is updated each month with a gt
minimum rate of 4.00%. Guaranteed Interest Contracts are held primarily by stocl
of the Company. Contracts owned by stockholders represent 84% of all contract
cember 31, 2008 and 2007.

(6) STOCKHOLDERS' EQUITY

State of Arizona insurance regulations require the Company to keep a minimum |
$400,000 and a minimum free surplus of $100,000. At December 31, 2008 and D
31, 2007 the Company had a capital amount of $919,877 and $914,933, respectiv
free surplus of $16,357,205 and $15,916,559, respectively. Free surplus was rec
the|$4,870,737 and $4,804,710 cost of treasury stock for years 2008 and 2007
tively.

In March 2001, the Board of Directors authorizeeeadaxpeffer to purchase shares of
Company stock for 67% of the most recent equity value. On January 8, 2008 the B
replaced this offer with an offer to purchase up to 1,000,000 share of Company sto
80% of the most recent equity value. On January 13, 2009 the Board increased th
90% of the most recent equity value. The equity value is prepared monthly using G
standards and adjusted for any accrued dividends payable. During 2008, treasury
increased by the purchase of 24,834 shares of capital stock at prices ranging from
$2.72 per share. During 2007 a total of 11,110 shares were purchased at prices of
$2622 per share. Stockholder equity per share was $3.38 at year end 2008 and $3.
end 2007.

On January 13, 2009, the Board of Directors declared a cash dividend of 12¢ p
The payment will be on April 10, 2009 to stockholders of record on March 31, 2C
second sefannual dividend is expected to be declared by the Board this summer &
in October.

(7) PARTICIPATING INSURANCE POLICIES

The allocation of dividends to participating policy owners is based on actuarial 1
rates with consideration for investment yields (which are subject to periodic reviev
ages, policy durations and premium charges. The mortality rates correspond w
assumed in the calculation of the premium charges. Participating business com
proximately 22% of total life insurance in force at December 31, 2008 and 21% at
ber 31, 2007
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(8) RELATED PARTIES

There is a significant irg&tionship between policyholders who are also stockholder:
members of Company management. Nevertheless, no related party transactions
this group have occurred during the years ended December 31, 2008 and 2007, c
ordinary compensation, expense reimbursements and similar items incurred in the
course of business, except as follows:

1. A management education loan described in third paragraph of note 10 bel

2. Insurance premiums paid by Company officers and directors totaled 12.t
23.7% of total premiums paid in 2008 and 2007, respectively. Company c
and directors also owned 9.7% and 11.6% of total policy face value in 20
2007, respectively.

3. Wilford R. Cardon is a Company director and also a principal in Boa Sort
which has entered into an investment joint venture with the Company as ¢
in note 3, Real Estate.

(9) CASH FLOW RECONCILIATION
A reconciliation of net income to cash flows from operating activities is as follows:

December 31, 2008 2007
Net income $1,643,999 $1,786,020
Adjustments to reconcile net income to net cash provided
from operations
Subsidiary companyds ne&R53cas B80504r om ¢

Amortization of mortgage interest -48,338 -94,880
Noncash realized gain (Holbrook Legacy) -18,664 18,664
(Increase) decrease in investment due & accrued75,420 -62,413
Incr. (decr.) in payables, accrued expense & otheb8,745 80,713
Incr. (decr.) in reserves for policy & contract claimss,142 27,387
Incr. (decr.) in other policyholder funds 6,228 2,928
Incr. (decr.) in income tax payable -38,055 7,840
Incr. (decr.) in life insurance reserve 143,295 30,996
Incr. (decr.) in deposit to deposit type accts 101,399 538,304
Incr. (decr.) in net deposits to deposit type accts -7,799 -429,485
Net realized capital gains -151,036 -367,848
(Incr.) decr. In office equipment -6,011 3,870
(Incr.) decr. In prepaid expenses 1,596 1,027
Net cash from operations $1,481,054 ~ $1,573,627

(10) EMPLOYEE BENEFITS

Profit Sharing Plan- In 1993, the Company began to sponsor a qualified profit sh
plan available to -fithe employees who meet the plan's eligibility requirements.
terms of the plan call for annual discretionary contributions by the Company as de
by the Board of Directors. The plan contribution was $61,803 for 2008 and $56,
2007.

Stock Benefit Plan In October 2007 the Company began an employee compensat
stock benefit plan available ttfellemployees and directors. The terms of the pl:
allows employees or directors to specify up to 50% of the their total compensatic
taken as shares of company stock. The allocation price of the stock is 100% of
audited) GAAP book value for the month preceding enroliment. During 2008, /
shares of Company common stock were purchased under the plan for a total of 4
The October 2008 enrollment stock price was $3.307 and as of December 3:
$13,583 of employee and directors compensation had been set aside for stock pur
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Employee Education Loanr A loan for employee educational expenses of $30,000
authorized by the Board of Directors in September 2008. $11,180 of the educatic
had been disbursed as of December 31, 2008. The balance of the loan is subjec
fringe benefit payments, and is therefore not included as an asset in this statement

(11) CLAIMS AND CONTINGENCIES

The Company has various legal proceedings and claims pending that are commol
erations. While it is not possible to determine the ultimate outcome of these matte
the opinion of management that they will not result in monetary damages that in tt
gate would be material to the business or operations of the Company.

(12) SPECIAL NOTEstatutory Financial Statements

Each year, the Company files another set of financial statements with the Arizon:
ment of Insurance and the National Association of Insurance Commissioners (NAI
are prepared according to Statutory Accounting Practices (SAP) requirements, anc
by state regulators to review our Company's strength. We refer to these as the "s
.finaplcial statements, and they are audited each year by a qualified Certified Public
ing firm.

The statutory financial statements differ in several respects with the financial st
provided herein (referred to as the Stockholders Financial Statements). The di
include reserves for asset adequacy ($2.7 million), asset valuation ($1.1 million) &
est maintenance ($255,000). The stockholders financial statements, although u
are prepared using Generally Accepted Accounting Principles. The following table
comparison of the financial highlights of the stockholders financial statements with
tory financial statements:

2008stockholders 2008 Statutory
Financial Statements Financial Statements

Total Assets $22,682,582 $21,984,320
Total Liabilities $5,405,498 $9,757,997
Total Stockholders Equity $17,277,083 $12,226,324
Equity per Share $3.38 $2.39
Annual Net Income $1,643,999 $1,628,400
Net Income per Share $0.32 $0.32

The Company would be pleased to provide any shareholder with a copy of the
statutory financial statements upon request.

FORWARDLOOKING STATEMENTS

Certain statements contained in this Annual Report al@ofangasthtements. Exam-
ples of forwatdoking statements include (i) projections of revenues, income or lost
ings or loss per share and other financial items, (ii) statements of plans and objecti
Company or its management, and (iii) statements of future economic performance.
such as oObelieved, oOanticipatesod, O0ex
are intended to identify ford@o#fing statements but are not the exclusive means of
identifying these statements. In addition, all statements other than statements of h
facts that address activities that the Company expects or anticipates will or may oc
future are forwahdoking statements. Forh@wking statements involve risk and uncer-
tainties, which may cause actual results to differ materially from those in such state
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