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March 5, 2010
Dear Fellow Shareholders,

| recently read a version of a popular axiom that is particularl
fitting:“When life gives you a lemon, don’t complain, but instead
make lemonade to sell to those who are thirsty from complain-
ing.” This is a fair description of our business model in this current
economy of low interest rates and investors’ desire for safe, guara
teed returns. In this letter and to an even greater extent in the
“Management’s Discussion & Analysis” we explain how we are su
cessfully making and selling lemonade in today’s challenging ecor

D 2009 Financial Performance ey

You will notice our net income for 2009 was down 30% from tr
prior year. Even this decreased incomeGghi#dseturn to
our shareholders still quite an attractive reinioday’s econ-
omy. From the chart below you will also note that the shareholder
annual total returns (dividends plus increased shareholders equity
eraged 10% annually over the past 10 years.

HE Annuity Sales ©e»

In our 2008 Letter to Shareholders we stated our goal for 200¢
nuity sales was $3 million. Since the product development and stz
approval process took longer than anticipated (mostly on account
this being our first annuity), we were not able to begin marketing tt
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annuity until August. Nevertheless, by year end we sold $2.4 millic
and one week later we hit our $3 million goal. In fact, as of the dat
this letter we have sold nearly $6 million in annuities.

e Our business model is simple  &e

We sell annuities that guarantee our annuity customers attracti
fixed interest rates, we hold some of those funds in liquid assets to
maintain adequate liquidity, and invest most of the annuity premiur
in our conservatNet So Hard Muresns. We provide an attrac-
tive return to our annuity customers, a valuable loan product to our
loan customers, and our shareholders benefit from the difference
(interest spread) between the rate we earn and the rate we pay ou

Y Risks of growth <« e

We are very aware that with growth comes risk. One of the big
gest risks to which many companies fall victim is growing too fast.
are committed to prudently manage our annuity sales to not excee:
our ability to invest our assets in the same uncompromising quality
conservative loans we have maintained for decades.

We have taken steps to control the volume of annuity premiurn
we receive while increasing our capacity to handle a higher volume
loans. As a result of these steps, February, 2010 annuity sales we
million, and our Loans funded were $1.2 million, which are at levels
we believe we can continue to maintain. We are also improving oul
computer systems and employee training to grow our capabilities t
handle even larger volumes as we continue to increase our annuity
sales and loan originations.

D “Carpe diem” <«

With interest rates at historic lows, we have an opportunity to
“seize the day” and benefit from very attractive yield spreads betwe
the interest rate we pay on our annuities and the interest rate we e
on our investments. This is possible because the interest rates we
on our primary investment, our tradeniNok&d Hard Money
loans, are not correlated with the general interest rate market. We
have consistently earned at least 10% interest on these investmen




the last 40 years.

The sale of annuities is a natural evolution for our Company. It
perfect fit with our investment model, where we can provide an exc
lent value to our annuity customers by paying above-market intere:
rates while continuing to earn a profit from our investments. Additi
ally, oulNot So Hard Monegns provide needed financing to busi-
nesses at a time when it is difficult for businesses and investors to
bank financing.

We are thrilled to be able to make a real contribution to the im-
provement of our economy by (1) providing guaranteed annuity inv
ments that pay attractive interest rates to investors, (2) providing pl
dent lending to business owners and investors that can’t get bank 1
nancing, and (3) providing an attractive return to our shareholders.

e 2010 Growth Strategy e

Our strategy for 2010 is to continue our measured, sustainable
growth through the sale of above-market interest annuities and effi
ciently invest the majority of these funds in our conser&ative
Hard Moneilpans. Our goal is to originate at least $10 million in sai
real estate loans this year, which is over twice 2009’s volume. We
have a goal to sell at least $8 million in new annuities.

e 2010 Dividends <5ay

We are pleased to announce that our Board of Directors has de
clared a ten cent per share semi-annual dividend to be paid on Apt
2010 to shareholders of record on March 31, 2010. A second sem
annual dividend will be declared in August and paid in October.

S In Conclusion  &“ay

On this, our Company’s 55th anniversary, we are pleased to he
the opportunity to make sweet lemonade out of this lemon of an ec
omy in which we find ourselves. We believe our lemonade is truly
win for our annuity customers, a win for our loan customers and a\
for our shareholders.

We thank each of our exceptional employees for their commitr
and hard work that makes our Company’s success possible. We a




grateful for the privilege of working for this great Company and we
thank you, our shareholders, for entrusting us with it. We look for-
ward with enthusiasm and confidence to sharing the next 55 years

success with you and your loved ones.
Most sincerely,

Byron Frihoff Allen, President David K. Allen, Chairman

Executive Management Committee

David K. Allen  Byron F. Allen Robert E. Allen Clark E. Allen
Chairman President V.P., Operations Director



Management’s Discussion and Analysis
Of Operations & Financial Position

2009 IWNANCIAL PERFORMANCE

Although 2009 was a profitable year, our net income was down 30% froi
2008. This was primarily caused by two factors: holding higher levels of ce
decrease in investment income due to foreclosures. Even though we belie
conservative, high liquidity position of 2009 was prudent given the economi
certainties that existed for much of 2009, the low interest rates hurt our bott
line. The other significant cause of our decreased net income was an incre
sets not producing interest income and capital gains, which were the result
increased foreclosures that invariably occur in this current cycle of the ecor

One particular foreclosure from 2008 played a significant part in our red
earnings this year. Itthe®©ctober 2008 foreclosure of the 500+ acre Ve-
kol Wash property off 1-8. Our 2008 net income included $245,000 of inter-
est income and capital gains from the 2004 sale of that property. As you m
call, we sold this property for $2.85 million in 2004. During those four years
received $1.5 million in both capital gains and interest income. Even thoug
now own this property again, and will hold it until the market for developme
properties returns and we can sell it once again for a substantial gain, it adc
interest income or capital gains to our net income during 2009. Its unique ¢
teristics make it an inherently more valuable asset than the $440,000 book
that is reflected in our financial statements.

We also had several foreclosures and loans that became non-performin
practice is to stop accruing interest income on loans when we declare the Ic
in default (usually when the loan is about two months late), unless the prop
value is clearly greater than the loan balance plus accrued interéstu\We we
nate that our loan-to-values were low enough that more delinquent loans w
off or reinstated, than were foreclosed winfalieclosed on only five per-
cent of our total loan portfolio, which is very low compared to our industry’s
performance.

Even more significant than 2009’s low foreclosure rate, howeeer, is that
did not have to write down any material amount of our loan values
After each foreclosure the property is appraised, and only one property was
praised for less than its loan balance, a deficiency of $18,000. All other prc
appraised for more than our book value (loan amount plus accrued interest
Therefore, we did not have to incur large loan write-downs like so many bal
lenders do.

LIFE INSURANCES ANNUITY OPERATIONS

Our new fixed annuity salegeally took off at the end of 2009 and continu
going strong. In last year’s report we set a goal of $3 million in annuity s
2009. We sold $2.4 million by year end, and we crossed the $3 million mi
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one week later. As of

Annuity Premiums Received March 1. 2010 we
62,500,000 Total as of 3/1/10 = $5.5M ha\/_e S_Old over $5.5
$2,033,342 million in all. By re-
$2,000,000 . . .
ST ducing the annuity in-
BLoR0.000 . terest rates and agent
$1,038,983 ..
$1,000,000 commissions, we low-

ered the annuity premi-
ums from January’s
level of $2 million to a
more manageable $1
million in February. As
long as we can timely get our assets invested in safe, conservative investi
anticipate continuing at about $1 million per month of annuity premiums.

$500,000

Sep Oct Nov Dec Jan Feb
2009 2009 2009 2009 2010 2010

Annuity marketing: Our initial marketing was done exclusively to our
shareholders and policyholders. Our I.T. Department upgraded our website
added dozens of informative pages about our annuity. They also successfi
mized our website to achieve high search result rankings from search engit
Google.

We designed our annuity to be as attractive as possible by paying “abov
interest” and providing strong guarantees. We pay a very modestt"below n
sales commission and seek out sales professionals that recognize the valu
nuity and are willing to sell it for a low commission.

With the combination of a very competitive product and a well designed
site, we received many calls from independent financial advisors that found
online and wanted to sell our annuity. Then, when some of these agents pl
vertisements in their local newspapers, many more financial professionals |
about us and requested to sell our annuity for us. The majority of our annu
have been through independent financial advisors.

Life Insurance Salesemain consistent with prior year levels. We recogn
the sale of life insurance is an
GIC/APD Funds on Depos ideal hedge against inflation and ¢
very complementary line of busi-
ness to our annuity sales. There-
fore, we will make selling life in-
surance a high priority in coming
years; not instead of, but in addi-
tion to annuity sales.
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Guaranteed Interest Con-
. tracts (GIC’s) grewby 50%
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lion. Certainly the driving force behind this growth is the current low intere:
environment. Since 1974, we have beengagiagteed minimum inter-

est rate of 4.0%on our GIC and APD (Advance Premium Deposit) accot
These accounts are currently available to AZ or UT residents (the states
we are presently licensed). Please indicate your interest on the enclose
holder survey and we will gladly provide you with more information.

Althougacquisitions of life insurance companielas been an anticipated
growthstrategy, we believe focusing on “organic growth” through the sale
fixed annuities will be a much more profitable means of growth. Furthermc
believe we will be able to grow as fast as is prudent through the sak®of anr
we do not see a compelling reason to seek out acquisitions at this time. T
advantages that acquisitions can provide that organic sales may not, su
products, distribution channels/relationships, key person competencies, ne
licensing, etc. For this reason, we still foresee acquisitions being part of ¢
term growth, but probably not in the near-term.

INVESTMENTS

We started 2009 with 78% of our assets invesidat iSmttard Mdtey
real estate loans and ended the year with only 69% of total asseatleeing r
loans. The decrease is the
sult of two primary factors|  Asset Allocation 12/31/09
First, the sale of $2.4 million «
annuities, almost all of whic
were made in November ai
December, therefore thos Mortgage
premiums were mostly still i Loans
cash at year-end. Second, 69%
real estate assets increasec
million (from 9% to 11% of to
tal assets) as the result of fc
closures.

Better than bonds: Our
Not So Hard MoWegal estate
loans have proven to be a | g0
profitable asset class for sefs gig ,_-\/——/
decades, even in recessionys si4
real estate market correctif 22
like the one we presently f|f $8
ourselves in. In fact, we belif ¢ L
since we only loan about 509  $2
a property’s conservative va
we purport these investment
be as safe as investment ¢

ASL Loan Portfolic
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bonds, which are the traditional investments of most insurance companie
thermore, our average interest rate on these loans is between 10% and 12
we have maintained for several decades, even in low interest rate envir
such as today. This rate is far more attractive than the yields earned on in
grade bonds. For these rea-

Loan Portfolio Status sons, we strive to invest as
March 1, 2010

40-69 Days 70+pays] Much of our assets as possible i

PastDue pastpue § this asset class.
1,279,040 704,318

6% 4% Presently we have 5% of our
Notin Specia loan portfolio ($1 million) in
Default payment | the foreclosure process and an-
EERZY M ) Schedue | other 16% ($3.2 million) 40
79% 1,105,900
% days or more past due. These
| forect are very similar levels to what
Foreclosure ; ;
943,923 we maintained throughout
5% 2009.

\

AMERICAN LIFE HNANCIAL

Our mortgage bank subsidiary, American Life Financial Corporation (“
was profitable in 2009 due to the increased loan originations we had in 200

To facilitate the substantial
Loans Originated increase in loan volume we an-
ticipate in 2010 as a result of our
annuity sales, we have assignel
three employees from other ar-
eas of the Company to ALF. We
expect ALF to originate more
than $10 million in new loans
this year. Although this is a mo-
mentous increase in loan origina-
tions, it is an achievable goal.
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REAL ESTATE

The pending sale of the 4,750 acre Holbrook Legacy property in Northe
zona, which we discussed in last year's annual report did not close. Cert:
investment has been adversely affected by the current real estate market
still optimistic with the future potential profits we will gain from this property.

The sale of our two residential lot subdivisions near Holbrook, AZ ha
been strong contributors to our net income in previous years. In 2008 and :
have experienced high defaults with these sales. We currently have $1&



sales contracts and notes out-

standing and Holbrook Lot sales Payments Received from
still contributed $66,000 to this Holbrook Lot Sales
year's taxable net income. )

with our Vekol Wash propert)'/a,@ 00.000

since our Holbrook Lot prop-$150,000 -

erty’s cost basis is so low, WE 00 000 -

have the opportunity to make

substantial gains when the maf50,000 -

ket returns and we sell them $0 - | | | | |

once again.
2005 2006 2007 2008 2009

LOOKING AHEAD

Commercial Real Estate: The Next Shoe to Drop?

We have a combined 809

our assets invested in our n Loan Portfolio

Not So Hard Mthians and Commercial/Residential
Real Estate Owned (REO). F

thermore, 73% of our loan pc Commercial

folio is secured by commer 13,132,919

real estate. With this level of 3% Residential

4,841,025,

posure to commercial real est 7%

it is only prudent for us to revi
what we are doing to hec
against increased foreclosure
our commercial real estate loaris.

First, we have anticipated a decline in commercial real est#te \asties fc
two years. Therefore we have been valuing commercial rgat@ssateaer
tively and only loaning about 50% of these lower values. We also require
demonstration of a borrower’s ability to make the loan payments.

Anticipated Foreclosures

During the first two months of 2010 we have foreclosed on three pro
with a combined book value of $897,000. We anticipate an increase of
sures in 2010 of perhaps more than twice the 2009 level. It is also reasc
expect we will incur some loan write-downs given the anticipated continue
the declining commercial real estate market. We remain confident, howev
any such write-downs will be a small percentage of our total portfolio.
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