


A

Dear Shareholder:

2019 was an exceptional year for First Trinity Financial Corporation (“FTFC” or “the Compa-
ny”) and its subsidiaries, Trinity Life Insurance Company (“TLIC”), Family Benefit Life Insurance
Company (“FBLIC”) and Trinity American, Inc. (“TAI”). As your Chairman, President and Chief
Executive Officer, it is with great pleasure that I present to you the consolidated financial results for
the year ended December 31, 2019.

Assets increased by $171,429,524 from $433,506,850 in 2018 to $604,936,374 in 2019, an increase
of 39.5%! Revenues increased by 26.8 % from $39,241,095 in 2018 to $49,776,695 in 2019. Net
income after tax rose 18.6% to $6,099,720 ($.78 per share), an increase of $957,574 over 2018 net
income after tax of $5,142,146 ($.66 per share)!

Most of the Company’s asset growth can be attributed to our annuity sales. In 2019, annuity con-
siderations received reached an all-time high of $163,781,048 of which $71,681,653 was reinsured.
In addition, the Company’s life insurance premiums received reached an all-time high and eclipsed
the $20,000,000 for the first time ever in company history! 2019 life insurance premium income
was $23,125,090, an increase of $4,302,573 or a 22.9% increase over year end 2018 insurance pre-
miums of $18,822,517.

One reason for the Company’s increase in earnings is the increase in net investment income. Net
investment income for 2019 was $24,370,040 an increase $4,760,654 or 24.3% over 2018 net in-
vestment income of $19,609,386. The increase in net investment income was derived primarily
from two sources; first the Company had significantly more assets under management than it did
in 2018, and second the increase in investments in mortgage loans. Over half of the company’s net
investment income was derived from interest on our mortgage portfolio. At year-end 2019, the
Company’s mortgage loan portfolio totaled $162,404,640 with a gross return of 8.74% and a loan
to value on the entire portfolio of 50.5%. This low loan to value is highly unusual in a portfolio that
returns 8.74% gross yield and provides tremendous security in case of an economic downturn in
the real estate market. Due to the success of our mortgage portfolio, the Company is entering into
partnerships to expand our mortgage loan production. In addition, the Company is also seeking
agreements to sell mortgages produced in excess of the Company’s investment needs which in turn
may provide the Company with additional revenue producing opportunities in the future.

Furthermore, during fourth quarter 2019, FTFC reached an agreement to acquire K-TENN In-
surance Company (“KTIC”), Nashville Tennessee. FTFC acquired KTIC through the issuance of
168,866 shares of FTFC stock valued at $10.94 per share. In the first quarter of 2020, KTIC was
successfully merged into TLIC. This represents the first acquisition FTFC has made using its shares
as consideration. I am also proud to announce that in 2019 FTFC declared its first cash dividend
and its third stock dividend to our shareholders as part of the recapitalization process.



A

In my 2016 letter to the shareholders, I mentioned that management worked with the Oklahoma
Insurance Department and the Speaker of the Oklahoma House of Representatives to pass a bill
to increase mortgage loan investment limits from 25% to 35% of admitted assets for life insurance
companies domiciled in the state of Oklahoma. The passing of this bill aided the Company tremen-
dously by increasing our investment in mortgage loans. During 2020 management will continue
working with the Oklahoma Insurance Department and the Oklahoma legislature to pursue an
increase in mortgage loan investments from 35% to 45% (our original goal) of an Oklahoma Do-
mestic insurer’s admitted assets. If the company can accomplish this goal, it will put the Oklahoma
investment regulations in mortgage loans on a more level playing field with our surrounding states
allowing Oklahoma’s domestic insurers to compete more fairly in the marketplace.

As stated in previous letters, it has been our goal to seek additional opportunities to aid in the
growth and expansion for FTFC, TLIC, FBLIC and TAI. To that end, management has held nu-
merous meetings with investment bankers, corporate brokers, financial institutions and multi-bil-
lion dollar asset life insurers to determine if the development of strategic partnerships, potential
mergers and/or to raise additional capital would be beneficial and the right course of action for the
Company’s future. However, no action will be undertaken without careful consideration and pro-
tection of our existing shareholders. The reclassification of our shares from common stock to both
Class A and Class B shares will aid in this protection. Due to our significant growth and profitability
over the years, our Company is in a very envious position. We can seek external capital infusions
to continue our historic and significant growth but with outside constraints due to having a large
outside investor or we can grow through capital we generate internally with no constraints. Man-
agement will continue to move cautiously and diligently and determine whether to rely on external
or internal capital. Rest assured that we will remain a profitable and growing company!

I can personally guarantee our shareholders that our Board of Directors, executive management
and our home office staff are committed to continually building a profitable and successful Com-
pany. I hope that the steady increase in assets, premium income, net investment income, revenue
and net income each year reflects that our dedication is persistent as well as optimistic for all new
endeavors the Company may encounter.

We are deeply appreciative of our shareholder’s continued support. FTFC could not be as successful
as it has been without your assistance and we will work to continue to earn that support every day.

Sincerely,

Gregg E. Zahn
Chairman, President, Chief Executive Officer
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PART I
Item 1. Business
Business Development

First Trinity Financial Corporation (the “Company” or “FTFC”) is the parent holding company of Trinity Life Insurance
Company (“TLIC”), Family Benefit Life Insurance Company (“FBLIC”), First Trinity Capital Corporation (“FTCC”) and
Trinity American, Inc. (“TAI”"). The Company was incorporated in Oklahoma on April 19, 2004, for the primary purpose of
organizing a life insurance subsidiary.

The Company owns 100% of TLIC. TLIC owns 100% of FBLIC. TLIC and FBLIC are primarily engaged in the business of
marketing, underwriting and distributing a broad range of individual life insurance products and annuity contracts to
individuals.

TLIC’s and FBLIC’s current product portfolio consists of a modified premium whole life insurance policy with a flexible
premium deferred annuity rider, whole life, term, final expense, accidental death and dismemberment policies and annuity
contracts. The term products are both renewable and convertible and issued for 10, 15, 20 and 30 years. They can be issued
with premiums fully guaranteed for the entire term period or with a limited premium guarantee. The final expense is issued
as either a simplified issue or as a graded benefit, determined by underwriting. The TLIC and FBLIC products are sold
through independent agents.

TLIC is licensed in the states of Illinois, Kansas, Kentucky, Montana, Nebraska, North Dakota, Ohio, Oklahoma, Tennessee
and Texas. FBLIC is licensed in the states of Alabama, Arizona, Arkansas, Colorado, Georgia, Illinois, Indiana, Kansas,
Kentucky, Louisiana, Michigan, Mississippi, Missouri, Montana, Nebraska, New Mexico, North Carolina, North Dakota,
Ohio, Oklahoma, Pennsylvania, South Dakota, Tennessee, Texas, Utah, Virginia and West Virginia.

The Company owns 100% of FTCC that was incorporated in 2006, and began operations in January 2007. FTCC provided
financing for casualty insurance premiums for individuals and companies and was licensed to conduct premium financing
business in the states of Alabama, Arkansas, Louisiana, Mississippi and Oklahoma. FTCC has made no premium financing
loans since June 30, 2012.

The Company owns 100% of TAI (formerly known as Citizens American Life, Inc.). TAIl was incorporated in Barbados,
West Indies on March 24, 2016 for the primary purpose of forming a life insurance company producing United States (U.S.)
dollar denominated life insurance policies and annuity contracts outside of the United States and Barbados. TAl is licensed
as an Exempt Insurance Company under the Exempt Insurance Act of Barbados. TAI was initially involved in developing
life insurance and annuity contracts and identifying distribution channels but is now issuing life insurance policies and annuity
contracts through associations with distribution channels. The Company’s acquisition of TAI was formally approved by
Barbados regulators and the certifications were received in 2019.

Company Capitalization

Our operations have been financed primarily through the private placement of equity securities and intrastate public stock
offerings. Through December 31, 2019, we have received $27,119,480 from the sale of our shares. The Company raised
$1,450,000 from two private placements during 2004 and $25,669,480 from two public stock offerings and one private
placement stock offering from June 22, 2005 through February 23, 2007; June 29, 2010 through April 30, 2012 and August
15, 2012 through March 8, 2013. The Company issued 7,347,488 shares of its common stock and incurred $3,624,518 of
offering costs during these private placements and public stock offerings. The Company also issued 702,685 shares of its
common stock in connection with two stock dividends paid to shareholders in 2011 and 2012.

During 2012, 2013, 2014 and 2015, the Company repurchased 247,580 shares of its common stock at a total cost of $893,947
from former members of the Board of Directors including the former Chairman of the Board of Directors, a former agent, the
former spouse of the Company’s current Chairman, Chief Executive Officer and President and a charitable organization
where a former member of the Board of Directors had donated shares of the Company’s common stock.



Acquisitions

On December 23, 2008, FTFC acquired 100% of the outstanding common stock of First Life America Corporation (“FLAC”)
from an unaffiliated company. The acquisition of FLAC was accounted for as a purchase. The aggregate purchase price for
FLAC was $2,695,234 including direct cost associated with the acquisition of $195,234. The acquisition of FLAC was
financed with the working capital of FTFC.

On December 31, 2008, FTFC made FLAC a 15 year loan in the form of a surplus note in the amount of $250,000 with an
interest rate of 6% payable monthly, that was approved by the Oklahoma Insurance Department (“OID”). This surplus note
is eliminated in consolidation.

On August 31, 2009, two of the Company’s subsidiaries, Trinity Life Insurance Company (“OIld TLIC”) and FLAC, were
merged, with FLAC being the surviving company. Immediately following the merger, FLAC changed its name to TLIC.

On December 28, 2011, TLIC acquired 100% of the outstanding common stock of FBLIC from FBLIC’s shareholders. The
acquisition of FBLIC was accounted for as a purchase. The aggregate purchase price for the acquisition of FBLIC was
$13,855,129. The acquisition of FBLIC was financed with the working capital of TLIC.

On April 28, 2015, the Company acquired a block of life insurance policies and annuity contracts according to the terms of
an assumption reinsurance agreement. The Company acquired assets of $3,644,839 (including cash), assumed liabilities of
$3,055,916 and recorded a gain on reinsurance assumption of $588,923.

On April 3, 2018, FTFC acquired 100% of the outstanding stock of TAI domiciled in Barbados, West Indies. The Barbados
regulators approved the acquisition and supplied certifications during 2019. The aggregate purchase price for the acquisition
of TAl was $250,000. The acquisition of TAI was financed with the working capital of FTFC.

Effective January 1, 2020, the Company acquired 100% of the outstanding common stock of K-TENN Insurance Company
(“K-TENN”) from its sole shareholder in exchange for 168,866 shares of FTFC’s common stock. The acquisition of K-TENN
was accounted for as a purchase. The aggregate purchase price of K-TENN was $1,837,469. Immediately subsequent to this
acquisition, the $1,837,469 of net assets and liabilities of K-TENN along with the related life insurance business operations
were contributed to TLIC.

Financial Information about Segments

The Financial Accounting Standards Board (“FASB”) guidance requires a "management approach" in the presentation of
business segments based on how management internally evaluates the operating performance of business units. The
discussion of segment operating results that follows is being provided based on segment data prepared in accordance with
this methodology.

Our business segments are as follows:

e Life insurance operations, consisting of the life insurance operations of TLIC and FBLIC;

e  Annuity operations, consisting of the annuity operations of TLIC and FBLIC and

e Corporate operations, which includes the results of the parent company and FTCC after the elimination of
intercompany amounts.

Please see below and Note 11 to the consolidated financial statements as of and for the years ended December 31, 2019 and
2018 for additional information regarding segment information.

Life Insurance and Annuity Operations

Our Life Insurance and Annuity Operations consists of issuing ordinary whole life insurance, endowments, modified premium
whole life with an annuity rider, term, final expense and accidental death and dismemberment policies and annuity contracts.
The policies can be issued with premiums fully guaranteed for the entire term period or with a limited premium guarantee.
The final expense is issued as either a simplified issue or as a graded benefit, determined by underwriting.



TLIC renewed its administrative services agreement with Investors Heritage Life Insurance Company (“IHLIC”) on
September 1, 2017. Under the terms of this agreement, the services provided by IHLIC include underwriting, actuarial, policy
issue, accounting, claims processing and other services incidental to the operations of TLIC. The agreement is effective for a
period of five (5) years from September 1, 2017 through August 31, 2022 and includes a provision that the agreement may
be terminated at any time by either party with a 180 day prior notice.

FBLIC renewed its administrative services agreement with IHLIC on November 1, 2017. Under the terms of this agreement,
the services provided by IHLIC include underwriting, actuarial, policy issue, accounting, claims processing and other services
incidental to the operations of FBLIC. The agreement is effective for a period of five (5) years from November 1, 2017
through October 31, 2022 and includes a provision that the agreement may be terminated at any time by either party with a
180 day prior notice.

TLIC continues to seek to serve middle income households in the states of Illinois, Kansas, Kentucky, Nebraska, North
Dakota, Ohio, Oklahoma and Texas. TLIC markets its products through independent agents. With the acquisition of FBLIC
in late 2011, we expanded into Arizona, Colorado, Missouri and New Mexico. FBLIC also had initial licenses in Kansas,
Nebraska and Oklahoma where TLIC was also licensed. In late 2012, FBLIC was licensed in Arkansas, Indiana, Kentucky,
North Dakota, South Dakota, Texas and West Virginia. In 2013, FBLIC was licensed in Illinois and Pennsylvania. In 2014,
FBLIC was licensed in Georgia, Louisiana, Michigan, Mississippi, North Carolina, Ohio, Tennessee and Virginia. In 2015,
FBLIC was licensed in Alabama and Utah. In 2018, FBLIC and TLIC were licensed in Montana. In 2019, FBLIC and TLIC
were licensed in Tennessee.

The following tables sets forth our direct collected life insurance premiums and annuity considerations by the policyholder’s
state of residence at the time of premium collection and annuity consideration, for the most significant states in which we are
licensed, for the years ended December 31, 2019 and 2018, in accordance with statutory accounting practices prescribed by
the states of domicile of TLIC and FBLIC.

Year Ended December 31, 2019

Life Annuity
State Premiums  Percentage = Considerations Percentage

AlBDAMA ... $ 521,441 2.39% $ 239,232 0.15%
ATIZONA. s 153,169 0.70% 3,512,507 2.15%
ATKANSAS ..ot 306,292 1.41% 1,091,080 0.67%
COlOTAAD ... 713,272 3.28% 1,829,878 1.12%
GOIGIA vttt 846,972 3.89% 2,025,709 1.24%
HTINOIS vt 1,665,679 7.65% 4,156,611 2.55%
INIANA. ... e 902,189 4.14% 5,116,469 3.13%
KANSAS ...ttt 2,155,408 9.90% 8,797,802 5.39%
KENTUCKY ...ttt 673,336 3.09% 1,486,046 0.91%
LOUISTANG ...ttt 634,294 2.91% 2,308,710 1.41%
MICRIGAN ..o 469,578 2.16% 13,352,907 8.18%
IMISSOUR ...ttt 784,434 3.60% 2,421,882 1.48%
NEDIASKA. .....ceeiveiiiieie e 210,395 0.97% 5,037,505 3.08%
NOIh CaroliNg.......cccvoveeririirneirsee e 1,931,032 8.87% 14,891,247 9.12%
NOIh DAKOLA ... 89,808 0.41% 18,626,695 11.41%
ORNI0 et 2,886,556 13.26% 4,518,836 2.77%
OKIAROMA ... 1,160,860 5.33% 3,001,413 1.84%
PennSYIVaANIa ........ccccviiiieiee e 844,738 3.88% 6,038,947 3.70%
TENNESSEE ...ttt ettt ettt e sttt eeenreas 454,065 2.09% 1,697,493 1.04%
TEXAS 1.ttt bbb 3,500,652 16.08% 53,321,880 32.63%
VIPGINIA 1ot e 381,508 1.75% 3,970,829 2.43%
Al Other STAteS........cuciieeire s 488,075 2.24% 5,873,697 3.60%

Total direct collected premiums and considerations........ $ 21,773,753 100.00% $ 163,317,375 100.00%




Year Ended December 31, 2018

Life Annuity
State Premiums  Percentage  Considerations Percentage

AlBDAMA ... $ 359,367 1.91% $ 50,800 0.09%
ATIZONA ..t 100,989 0.54% 177,560 0.33%
ATKANSES ..ot 256,591 1.36% 205,795 0.38%
COlOradO ....cveeiece s 582,423 3.09% 343,234 0.63%
(CT=To] (o - F ST S PSS PRPPR 630,534 3.35% 695,687 1.28%
HTINOIS . s 1,623,150 8.62% 1,644,945 3.01%
INAIANA. .t 768,182 4.08% 496,481 0.91%
KANSAS ..ot 2,253,023 11.96% 1,976,325 3.62%
KENTUCKY ..ottt 603,186 3.20% 231,112 0.42%
LOUISIANA ....vveveieie ettt 573,141 3.04% 160,132 0.29%
MICRIGAN ... 364,120 1.93% 1,201,305 2.20%
IMIISSOUNT. 1.ttt st 750,749 3.98% 673,760 1.23%
NEDIASKA. .. vevevecie et 212,891 1.13% 1,564,585 2.87%
NOth Carolina.........ccccovviieieiiie e 1,407,279 7.47% 422,725 0.77%
NOPth DaKOta ... .c.vcviieicierieesie e 98,125 0.52% 13,311,590 24.40%
OOt 2,360,144 12.53% 699,796 1.28%
OKIGNOMA .....coviviieiiii e 1,285,488 6.82% 1,179,828 2.16%
PennSYIVaNIa ........c.ccecveieice e 629,500 3.34% 2,618,266 4.80%
TONNESSEE ...ttt 339,087 1.80% 414,392 0.76%
TEXAS vvveveieiecte sttt 2,952,455 15.67% 24,492,681 44.90%
ViATQINIA cviviiciicicc e 310,985 1.65% 50,000 0.09%
Al Other STateS.......ccvcviirieicires e 378,239 2.01% 1,949,102 3.58%

Total direct collected premiums and considerations........ $ 18,839,648 100.00% $ 54,560,101 100.00%

Reinsurance

TLIC cedes reinsurance under various agreements allowing management to control exposure to potential losses arising from
large risks and providing additional capacity for growth and risk diversification. TLIC reinsures all amounts of risk on any
one life in excess of $100,000 for individual life insurance with IHLIC, Optimum Re Insurance Company (“Optimum Re”),
RGA Reinsurance Company and Wilton Reassurance Company (“Wilton Re”).

The Company also assumes reinsurance under various agreements allowing management to increase growth in assets and
profitability. TLIC is a party to an Automatic Retrocession Pool Agreement (the “Reinsurance Pool”) with Optimum Re,
Catholic Order of Foresters, American Home Life Insurance Company and Woodmen of the World. The agreement provides
for automatic retrocession of coverage in excess of Optimum Re’s retention on business ceded to Optimum Re by the other
parties to the Reinsurance Pool. TLIC’s maximum exposure on any one insured under the Reinsurance Pool is $100,000. As
of January 1, 2008, the Reinsurance Pool stopped accepting new cessions.

Effective September 29, 2005, FLAC and Wilton Re executed a binding letter of intent whereby both parties agreed that
FLAC would cede the simplified issue version of its Golden Eagle Whole Life (Final Expense) product to Wilton Re on a
50/50 quota share original term coinsurance basis. The letter of intent was executed on a retroactive basis to cover all
applicable business issued by FLAC subsequent to January 1, 2005. Wilton Re agreed to provide various commission and
expense allowances to FLAC in exchange for FLAC ceding 50% of the applicable premiums to Wilton Re as they were
collected. As of June 24, 2006, Wilton Re terminated the reinsurance agreement for new business issued after the termination
date.

FBLIC also participates in reinsurance in order to provide risk diversification, additional capacity for future growth and limit
the maximum net loss potential arising from large amounts of risk. FBLIC reinsures initial amounts of risk on any one life in
excess of $100,000 for individual life insurance with Optimum Re. TLIC and FBLIC also reinsure its accidental death benefit
portion of their life policies under a bulk agreement with Optimum Re. To the extent that the reinsurance companies are
unable to meet their obligations under the reinsurance agreements, TLIC and FBLIC remain primarily liable for the entire
amount at risk.



Coinsurance

Effective January 1, 2018, TLIC entered into an annuity coinsurance agreement with an offshore annuity and life insurance
company whereby 90% of TLIC’s annuity considerations originated after December 31, 2017 were ceded to the assuming
company. The assuming company contractually reimburses TLIC for the related commissions, withdrawals, settlements,
interest credited, submission costs, maintenance costs, marketing costs, excise taxes and other costs plus a placement fee.

In accordance with this annuity coinsurance agreement, TLIC holds assets and recognizes a funds withheld liability for the
benefit of the assuming company in an amount at least equal to the annuity reserves in accordance with U.S. statutory
accounting principles generated by this ceded business. In addition, the assuming company maintains a trust related to this
ceded business amounting to at least an additional 4% of assets above the annuity reserve required under U.S. statutory
accounting principles. This coinsurance agreement may be terminated for new business by either party at any time upon 30
days prior written notice to the other party.

In 2019, TLIC entered into a life insurance coinsurance agreement with TAI, effective October 1, 2018, whereby 100% of
TAUI’s life insurance policies and annuity contracts issued after September 30, 2018 were ceded to TLIC. TLIC contractually
reimburses TAI for the related commissions, submission costs, maintenance costs, marketing costs and other costs related to
the production of life insurance policies and annuity contracts.

Competition

The U.S. life insurance industry is a mature industry that has experienced little to no growth. Competition is intense because
the life insurance industry is consolidating, with larger, more efficient and more effective organizations emerging from
consolidation. In addition, legislation became effective in the United States that permits commercial banks, insurance
companies and investment banks to combine. These factors have increased competitive pressures in general.

Many domestic life insurance companies have significantly greater financial, marketing and other resources, longer business
histories and more diversified lines of insurance products than we do. We also face competition from companies marketing
in person as well as with direct mail and internet sales campaigns. Although we may be at a competitive disadvantage to these
entities, we believe that our premium rates, policy features, marketing approaches and policyholder services are generally
competitive with those of other life insurance companies selling similar types of products and provide us with niche marketing
opportunities not actively pursued by other life insurance companies.

Governmental Regulation

TLIC and FBLIC, respectively, are subject to regulation and supervision by the OID and the Missouri Department of
Insurance (“MDOI”). The insurance laws of Oklahoma and Missouri give the OID and MDOI broad regulatory authority,
including powers to: (i) grant and revoke licenses to transact business; (ii) regulate and supervise trade practices and market
conduct; (iii) establish guaranty associations; (iv) license agents; (v) approve policy forms; (vi) approve premium rates for
some lines of business; (vii) establish reserve requirements; (viii) prescribe the form and content of required financial
statements and reports; (ix) determine the reasonableness and adequacy of statutory capital and surplus and (x) regulate the
type and amount of permitted investments.

TLIC and FBLIC can be required, under the solvency or guaranty laws of most states in which they do business, to pay
assessments (up to prescribed limits) to fund policyholder losses or liabilities of other insurance companies that become
insolvent. These assessments may be deferred or foregone under most guaranty laws if they would threaten an insurer's
financial strength and, in certain instances, may be offset against future premium taxes.

TLIC is subject to Oklahoma laws and FBLIC is subject to Missouri laws that limit the amount of dividends insurance
companies can pay to stockholders without approval of the respective Departments of Insurance. The maximum dividend,
which may be paid in any twelve-month period without notification or approval, is limited to the greater of 10% of statutory
surplus as of December 31 of the preceding year or the net gain from operations of the preceding calendar year. Cash
dividends may only be paid out of surplus derived from realized net profits. Based on these limitations, there is capacity for
TLIC to pay a dividend up to $1,245,184 in 2020 without prior approval. In addition, based on those limitations, there is the
capacity for FBLIC to pay a dividend up to $918,511 in 2020 without prior approval. FBLIC paid a dividend of $760,347 to
TLIC in 2018 but none in 2019. Dividends paid by FBLIC are eliminated in consolidation. TLIC has paid no dividends to
FTFC.



There are certain factors particular to the life insurance business which may have an adverse effect on the statutory operating
results of TLIC and FBLIC. One such factor is that the costs associated with issuing a new policy in force is usually greater
than the first year’s policy premium. Accordingly, in the early years of a new life insurance company, these initial costs and
the required provisions for reserves often have an adverse effect on statutory operating results.

Employees
As of March 9, 2020, the Company had fifteen full-time employees and one part-time employee.
Item 2. Properties

The Company leases 6,769 square feet of office space pursuant to an original five-year lease that began October 1, 2010 and
was amended on October 1, 2015 for another five-year term. Under the terms of the original home office lease, the monthly
rent was $7,897 from October 1, 2010 through September 30, 2015. Under the terms of the amended home office lease, the
monthly rent is $8,461 from October 1, 2015 through September 30, 2016, $8,630 from October 1, 2016 through September
30, 2017, $8,805 from October 1, 2017 through September 30, 2018, $8,920 from October 1, 2018 through September 30,
2019 and $9,161 from October 1, 2019 through September 30, 2020. The Company incurred rent expense (including charges
for the lessor’s building operating expenses above those specified in the lease agreement less monthly amortization of the
leasehold improvement allowance received from the lessor) of $97,489 and $97,063 for the years ended December 31, 2019
and 2018, respectively, under this lease.

On January 1, 2011, the Company received a $120,000 leasehold improvement allowance from the lessor related to the
original lease that was fully amortized by September 30, 2015. In accordance with the amended lease on October 1, 2015,
the Company was provided an allowance of $54,152 for leasehold improvements. The leasehold improvement allowance is
amortized over the remaining amended non-cancellable lease term and reduced rent expense by $10,830 for both the years
ended December 31, 2019 and 2018. The future minimum lease payments to be paid under the amended non-cancellable
lease agreement is $82,446 for the year 2020.

TLIC owns approximately six and one-half acres of land located in Topeka, Kansas. A 20,000 square foot office building has
been constructed on approximately one-fourth of this land. TLIC executed a two year lease agreement effective January 1,
2015, for 7,500 square feet of its building in Topeka, Kansas. Effective January 1, 2017, this lease was renewed for two years.
The terms of the lease leave TLIC responsible for paying real estate taxes, building insurance and building and ground
maintenance. The monthly lease payments were $8,696 for 2015, 2016, 2017 and 2018. Effective December 31, 2018, the
lease agreement expired without renewal. TLIC renewed a five year lease agreement effective June 1, 2011, for 10,000 square
feet in the Topeka, Kansas office building. Beginning June 1, 2014, the lessee can terminate the lease with a 180 day written
notice. The terms of the lease leave TLIC responsible for paying real estate taxes, building insurance and building and ground
maintenance with partial reimbursement from the lessee. The lease agreement calls for minimum monthly base lease
payments of $17,750.

This 10,000 square feet lease was renewed for five years to be effective from June 1, 2016 through May 31, 2021, with an
option for an additional five years from June 1, 2021 through May 31, 2026. Beginning June 1, 2021, the lessee can terminate
the lease with a 120 day written notice. The terms of the lease leave TLIC responsible for paying real estate taxes, building
insurance and building and ground maintenance with partial reimbursement from the lessee. The lease agreement calls for a
monthly lease payment of $16,598 from June 1, 2016 through June 30, 2016. Starting July 1, 2016, the lease agreement
includes an $88,833 tenant improvement allowance that is amortized over 59 months with interest at 5.00%. The monthly
lease payments were $18,299 from July 1, 2016 through May 31, 2017, $18,376 from June 1, 2017 through May 31, 2018,
$18,508 from June 1, 2018 through May 31, 2019 and $18,584 from June 1, 2019 through May 31, 2021.

A five year lease agreement effective September 1, 2010 automatically renewed on 2,500 square feet of the Topeka, Kansas
office building with a 90 day notice by the lessee to terminate the lease. This lease was renewed on September 1, 2015 to run
through August 31, 2017 with an option for an additional three years through August 31, 2020. Beginning September 1, 2017,
the lessee can terminate the lease with a 120 day written notice. The terms of the lease leave TLIC responsible for paying
real estate taxes, building insurance and building and ground maintenance with partial reimbursement from the lessee. The
lease payments are $4,236 per month from September 1, 2015 through August 31, 2016, $4,242 from September 1, 2016
through August 31, 2017, $4,263 from September 1, 2017 through August 31, 2018, $4,293 from September 1, 2018 through
August 31, 2019 and $4,310 from September 1, 2019 through December 31, 2019.



The future minimum lease payments to be received under the non-cancellable lease agreements are $223,008 and $92,920
for the years 2020 and 2021, respectively.

FBLIC owns approximately one-half acre of undeveloped land located in Jefferson City, Missouri with a carrying value of
$131,000.

During 2019 and 2018 the Company foreclosed on residential mortgage loans of real estate totaling $99,218 and $467,593,
respectively, and transferred those properties to investment real estate held for sale. The Company’s policy is to reduce the
carrying value of this residential real estate obtained through foreclosure to the lower of acquisition cost or net realizable
value.

During 2019, the Company sold investment real estate property with an aggregate carrying value of $394,002. The Company
recorded a gross realized investment loss on sale of $43,185 based on an aggregate sales price of $350,817. During 2018, the
Company sold investment real estate property with an aggregate carrying value of $313,040. The Company recorded a gross
realized investment gain on sale of $51,649 based on an aggregate sales price of $364,689.

Item 3. Legal Proceedings

A lawsuit filed by the Company and Chairman, President and Chief Executive Officer, Gregg E. Zahn, in 2013 against former
Company Board of Directors member Wayne Pettigrew and Mr. Pettigrew's company, Group & Pension Planners, Inc. (the
"Defendants"), concluded on February 17, 2017. The lawsuit was filed in the District Court of Tulsa County, Oklahoma
(Case No. CJ-2013-03385). In the lawsuit, the Company alleged that Mr. Pettigrew had defamed the Company by making
untrue statements to certain shareholders of the Company, to the press and to regulators of the state of Oklahoma and had
breached his fiduciary duties. Mr. Pettigrew denied the allegations.

The jury concluded that Mr. Pettigrew, while still a member of the Company’s Board of Directors, did, in fact, make untrue
statements regarding the Company and Mr. Zahn and committed breaches of his fiduciary duties to the Company and the jury
awarded the Company $800,000 of damages against Mr. Pettigrew. In addition, the jury found that Mr. Pettigrew had
defamed Mr. Zahn and intentionally inflicted emotional distress on Mr. Zahn and awarded Mr. Zahn $3,500,000 of damages
against Mr. Pettigrew. In addition to the damages awarded by the jury, the Company and Mr. Zahn have initiated steps to
aggressively communicate the correction of the untrue statements to outside parties.

Mr. Pettigrew appealed this decision. The appeal challenged two trial court judgments based on separate verdicts against
him in the jury trial. On February 28, 2020, the Court of Civil Appeals of the state of Oklahoma reversed the judgments
entered by the trial court and remanded the case for a new trial. The Court of Appeals reversal, however, is not final. The
Company will request that the Court of Appeals grant a rehearing and reverse its decision. Should it not do so, the Company
will petition the Oklahoma Supreme Court to reverse the Court of Appeals decision.

In 2013, the Company’s Board of Directors, represented by independent counsel, concluded that there was no action to be
taken against Mr. Zahn and that the allegations by Mr. Pettigrew were without substance. The Company was also informed
back in 2013 by the Oklahoma Insurance Department that it would take no action and was also informed in 2013 that the
Oklahoma Department of Securities, after its investigation of the allegations, concluded that no proceedings were needed
with respect to the alleged matters. It remains the Company’s intention to again vigorously prosecute this action against the
Defendants for damages and for correction of the defamatory statements. In the opinion of the Company’s management, the
ultimate resolution of any contingencies that may arise from this litigation is not considered material in relation to the financial
position or results of operations of the Company.

Prior to being acquired by TLIC, FBLIC developed, marketed, and sold life insurance products known as “Decreasing Term
to 95” policies. On January 17, 2013, FBLIC’s Board of Directors voted that, effective March 1, 2013, it was not approving,
and therefore was not providing, a non-guaranteed dividend for the Decreasing Term to 95 policies since that group of policies
was not producing a positive divisible surplus to allow the payment of a non-guaranteed dividend.

On November 22, 2013, a lawsuit was filed in the Circuit Court of Greene County, Missouri asserting claims by two
individuals and a class of Missouri residents against FBLIC relating to this decision to not pay a non-guaranteed dividend. A
trial was held November 27, 2017 through December 1, 2017 regarding those class and individual claims. During 2018, a
settlement was reached by the parties and the Court approved the settlement agreement on June 11, 2018. FBLIC paid $1.85
million to resolve all class and individual claims and all active Decreasing Term to 95 policies for individuals in the class
were cancelled.



Item 4. Mine Safety Disclosures

None
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Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Small Business Issuer Purchases

(@)

(b)

(©)

of Equity Securities
Market Information
Trading of the Company’s common stock is limited and an established public market does not exist.
Holders
As of March 9, 2020, there were approximately 4,500 shareholders of the Company’s outstanding common stock.

On October 2, 2019, at our Annual Shareholders’ Meeting, our shareholders approved the following proposals subject
to regulatory approval and adoption by our Board of Directors:

e An amendment and restatement of our Certificate of Incorporation to authorize 40,000,000 shares of Class A
common stock and 10,000,000 shares of Class B common stock and to establish the relative rights, preferences and
privileges of, and the restrictions and limitations on, the Class A common Stock and the Class B common stock.

e An amendment and restatement of the Certificate of Incorporation to automatically reclassify each issued and
outstanding share of our existing common stock as one (1) share of Class A common stock or, at the shareholder’s
election, into one (1) share of new Class B common stock.

These proposals recently received regulatory approval from the OID and MDOI. Upon full implementation after formal
adoption by our Board of Directors in March 2020, Class B shareholders will be entitled to elect a majority of our Board
of Directors (one-half plus one) but will only receive, compared to Class A shareholders, 85% of cash dividends, stock
dividends or amounts due upon any Company merger, sale or liquidation event. Class B shareholders may also convert
one share of Class B common stock for a .85 share of Class A common stock. Class A shareholders will elect the
remaining Board of Directors members and will receive 100% of cash dividends, stock dividends or amounts due upon
any Company merger, sale or liquidation event.

Dividends

The Company has not paid any cash dividends since inception (April 19, 2004). The Board of Directors of the Company
has not adopted a dividend payment policy; however, dividends must necessarily depend upon the Company's earnings
and financial condition, applicable legal restrictions, and other factors relevant at the time the Board of Directors
considers a dividend policy. Cash available for dividends to shareholders of the Company must initially come from
income and capital gains earned on its investment portfolio and dividends paid by the Company’s subsidiaries.

Provisions of the Oklahoma Insurance Code relating to insurance holding companies subject transactions between the
Company and TLIC and the Company and FBLIC, including dividend payments, to certain standards generally intended
to prevent such transactions from adversely affecting the adequacy of life insurance subsidiaries' capital and surplus
available to support policyholder obligations. In addition, under the Oklahoma General Corporation Act, the Company
may not pay dividends if, after giving effect to a dividend, it would not be able to pay its debts as they become due in
the usual course of business or if its total liabilities would exceed its total assets.

On January 10, 2011, the Company’s Board of Directors approved a 5% share dividend by which shareholders received
a share of common stock for each 20 shares of common stock of the Company they hold. The dividend was payable to
the holders of shares of the Corporation as of March 10, 2011. Fractional shares were rounded to the nearest whole
number of shares. The Company issued 323,777 shares in connection with the stock dividend.



On January 11, 2012, the Company’s Board of Directors approved another 5% share dividend by which shareholders
received a share of common stock for each 20 shares of common stock of the Company they hold. The dividend was
payable to the holders of shares of the Corporation as of March 10, 2012. Fractional shares were rounded to the nearest
whole number of shares. The Company issued 378,908 shares in connection with the stock dividend.

Upon full implementation after formal adoption by our Board of Directors in March 2020, Class A shareholders will
receive a $0.05 per share cash dividend followed by a 10% stock dividend. The Class B shareholders will not receive
these cash and stock dividends.

(d) Securities Authorized for Issuance Under Equity Compensation Plans

There are no plans under which equity securities are authorized for issuance.
(e) Performance Graph — Not Required
(f) Purchases of Equity Securities by Issuer

During 2012, 2013, 2014 and 2015, the Company repurchased 247,580 shares of its common stock at a total cost of
$893,947 from former members of the Board of Directors including the former Chairman of the Board of Directors, a
former agent, the former spouse of the Company’s current Chairman, Chief Executive Officer and President and a
charitable organization where a former member of the Board of Directors had donated shares of the Company’s common
stock.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Overview

First Trinity Financial Corporation (“we” “us”, “our”, “FTFC” or the “Company”) conducts operations as an insurance
holding company emphasizing ordinary life insurance products and annuity contracts in niche markets. We are no longer
operating a premium finance company that financed casualty insurance premiums. As an insurance provider, we collect
premiums and annuity considerations in the current period to pay future benefits to our policy and contract holders. Our core
TLIC operations include issuing modified premium whole life insurance with a flexible premium deferred annuity, ordinary
whole life, final expense and term products and annuity contracts to predominately middle income households in the states
of Illinois, Kansas, Kentucky, Nebraska, North Dakota, Ohio, Oklahoma and Texas through independent agents. In 2018,
TLIC was licensed in Montana. In 2019, TLIC was licensed in Tennessee.

With the acquisition of FBLIC in late 2011, we expanded into Arizona, Colorado, Missouri and New Mexico. FBLIC also
had initial licenses in Kansas, Nebraska and Oklahoma where TLIC was also licensed. In late 2012, FBLIC was licensed in
Arkansas, Indiana, Kentucky, North Dakota, South Dakota, Texas and West Virginia. In 2013, FBLIC was licensed in Illinois
and Pennsylvania. In 2014, FBLIC was licensed in Georgia, Louisiana, Michigan, Mississippi, North Carolina, Ohio, and
Virginia. In 2015, FBLIC was licensed in Alabama and Utah. In 2018, FBLIC was licensed in Montana. In 2019, FBLIC was
licensed in Tennessee.

We also realize revenues from our investment portfolio, which is a key component of our operations. The revenues and funds
we collect as premiums and annuity considerations from policyholders are invested to ensure future benefit payments under
the policy contracts. Life insurance companies earn profits on the investment spread, which reflects the investment income
earned on the premiums and annuity considerations paid to the insurer between the time of receipt and the time benefits are
paid out under our policies and contracts. Changes in interest rates, changes in economic conditions and volatility in the
capital markets can all impact the amount of earnings that we realize from our investment portfolio.



Acquisitions

The Company expects to facilitate growth through acquisitions of other life insurance companies and/or blocks of life
insurance and annuity business. In late December 2008, the Company completed its acquisition of 100% of the outstanding
stock of First Life America Corporation for $2,500,000 and had additional acquisition related expenses of $195,234.

In late December 2011, the Company completed its acquisition of 100% of the outstanding stock of FBLIC for $13,855,129.

In late April 2015, the Company acquired a block of life insurance policies and annuity contracts according to the terms of
an assumption reinsurance agreement. The Company acquired assets of $3,644,839, assumed liabilities of $3,055,916 and
recorded a gain on reinsurance assumption of $588,923.

On April 3, 2018, FTFC acquired 100% of the outstanding stock of TAI domiciled in Barbados, West Indies. The Barbados
regulators approved the acquisition and supplied certifications during 2019. The aggregate purchase price for the acquisition
of TAl was $250,000. The acquisition of TAI was financed with the working capital of FTFC.

Effective January 1, 2020, the Company acquired 100% of the outstanding common stock of K-TENN Insurance Company
(“K-TENN") from its sole shareholder in exchange for 168,866 shares of FTFC’s common stock. The acquisition of K-TENN
was accounted for as a purchase. The aggregate purchase price of K-TENN was $1,837,469. Immediately subsequent to this
acquisition, the $1,837,469 of net assets and liabilities of K-TENN along with the related life insurance business operations
were contributed to TLIC.

Critical Accounting Policies and Estimates

The discussion and analysis of our financial condition, results of operations and liquidity and capital resources is based on
our consolidated financial statements that have been prepared in accordance with accounting principles generally accepted in
the United States (“U.S. GAAP™). Preparation of these financial statements requires us to make estimates and assumptions
that affect the reported amounts of assets, liabilities, revenue and expenses. We evaluate our estimates and assumptions
continually, including those related to investments, deferred acquisition costs, value of insurance business acquired and policy
liabilities. We base our estimates on historical experience and on various other factors and assumptions that we believe are
reasonable under the circumstances, the results of which form the basis for making judgments about the carrying value of
assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates under
different assumptions or conditions. We believe the following accounting policies, judgments and estimates are the most
critical to the preparation of our consolidated financial statements.

Investments in Fixed Maturity Securities

We hold fixed maturity interests in a variety of companies. We continuously evaluate all of our fixed maturity investments
based on current economic conditions, credit loss experience and other developments. We evaluate the difference between
the amortized cost and estimated fair value of our fixed maturity investments to determine whether any decline in fair value
is other-than-temporary in nature. This determination involves a degree of uncertainty. If a decline in the fair value of a fixed
maturity security is determined to be temporary, the decline is recognized in other comprehensive income (loss) within
shareholders’ equity. If a decline in a security’s fair value is considered to be other-than-temporary, we then determine the
proper treatment for the other-than-temporary impairment.

For fixed maturity securities, the amount of any other-than-temporary impairment related to a credit loss is recognized in
earnings and reflected as a reduction in the cost basis of the security. The amount of any other-than-temporary impairment
related to other factors is recognized in other comprehensive income (loss) with no change to the cost basis of the security.

The assessment of whether a decline in fair value is considered temporary or other-than-temporary includes management’s
judgment as to the financial position and future prospects of the entity issuing the security. It is not possible to accurately
predict when it may be determined that a specific security will become impaired. Future adverse changes in market conditions,
poor operating results of underlying fixed maturity investments and defaults on interest and principal payments could result
in losses or an inability to recover the current carrying value of the fixed maturity investments, thereby possibly requiring an
impairment charge in the future.
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In addition, if a change occurs in our intent to sell temporarily impaired fixed maturity securities prior to maturity or recovery
in value, or if it becomes more likely than not that we will be required to sell such securities prior to recovery in value or
maturity, a future impairment charge could result. If an other-than-temporary impairment related to a credit loss occurs with
respect to a fixed maturity security, we amortize the reduced book value back to the security’s expected recovery value over
the remaining term of the fixed maturity investment. We continue to review the fixed maturity security for further impairment
that would prompt another write-down in the book value.

Mortgage Loans on Real Estate

We carry mortgage loans on real estate at unpaid balances, net of unamortized premium or discounts. Interest income and the
amortization of premiums or discounts are included in net investment income. Mortgage loan fees, certain direct loan
origination costs and purchase premiums and discounts on loans are recognized as an adjustment of yield by the interest
method based on the contractual terms of the loan. In certain circumstances, prepayments may be anticipated. We have
established a valuation allowance for mortgage loans on real estate that are not supported by funds held in escrow.

This allowance for possible loan losses from investments in mortgage loans on real estate is a reserve established through a
provision for possible loan losses charged to expense which represents, in our judgment, the known and inherent credit losses
existing in the residential and commercial and industrial mortgage loan portfolio. This allowance, in our judgment, is
necessary to reserve for estimated loan losses inherent in the residential and commercial and industrial mortgage loan portfolio
and reduces the carrying value of investments in mortgage loans on real estate to the estimated net realizable value on the
consolidated statement of financial position.

While we utilize our best judgment and information available, the ultimate adequacy of this allowance is dependent upon a
variety of factors beyond our control, including the performance of the residential and commercial mortgage loan portfolio,
the economy and changes in interest rates. Our allowance for possible mortgage loan losses consists of specific valuation
allowances established for probable losses on specific loans and a portfolio reserve for probable incurred but not specifically
identified loans.

We consider mortgage loans on real estate impaired when, based on current information and events, it is probable that we
will be unable to collect the scheduled payments of principal or interest when due according to the contractual terms of the
mortgage loan agreement. Impairment is measured on a loan-by-loan basis. Factors that we consider in determining
impairment include payment status, collateral value of the real estate subject to the mortgage loan and the probability of
collecting scheduled principal and interest payments when due. Mortgage loans that experience insignificant payment delays
and payment shortfalls generally are not classified as impaired.

We determine the significance of payment delays and payment shortfalls on a case-by-case basis, taking into consideration
all of the circumstances surrounding the mortgage loan on real estate and the borrower, including the length of the delay, the
reasons for the delay, the borrower’s prior payment record and the amount of the shortfall in relation to the principal and
interest owed.

Deferred Policy Acquisition Costs

Commissions and other acquisition costs which vary with and are primarily related to the successful production of new and
renewal insurance contracts are deferred and amortized in a systematic manner based on the related contract revenues or gross
profits as appropriate. The recovery of deferred acquisition costs is dependent on the future profitability of the underlying
business for which acquisition costs were incurred. Each reporting period, we evaluate the recoverability of the unamortized
balance of deferred acquisition costs. We consider estimated future gross profits or future premiums; expected mortality or
morbidity; interest earned and credited rates; persistency and expenses in determining whether the balance is recoverable.

If we determine a portion of the unamortized balance is not recoverable, it is immediately charged to amortization expense.
The assumptions we use to amortize and evaluate the recoverability of the deferred acquisition costs involve significant
judgment. A revision to these assumptions may impact future financial results. Deferred acquisition costs related to the
successful production of new and renewal insurance business for traditional life insurance contracts are deferred to the extent
deemed recoverable and amortized over the premium paying period of the related policies using assumptions consistent with
those used in computing future policy benefit liabilities.
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Deferred acquisition costs related to the successful production of new and renewal insurance and annuity products that subject
us to mortality or morbidity risk over a period that extends beyond the period or periods in which premiums are collected and
that have terms that are fixed and guaranteed (i.e., limited-payment long-duration annuity contracts) are deferred to the extent
deemed recoverable and amortized in relation to the present value of actual and expected gross profits on the policies. To the
extent that realized gains and losses on securities result in adjustments to deferred acquisition costs related to insurance and
annuity products, such adjustments are reflected as a component of the amortization of deferred acquisition costs.

Deferred acquisition costs related to limited-payment long-duration insurance and annuity contracts are also adjusted, net of
tax, for the change in amortization that would have been recorded if the unrealized gains (losses) from securities had actually
been realized. This adjustment is included in the change in net unrealized appreciation (depreciation) on available-for-sale
securities, a component of “Accumulated Other Comprehensive Income (Loss)” in the shareholders’ equity section of the
statement of financial position.

Value of Insurance Business Acquired

As aresult of our purchases of FLAC and FBLIC, an asset was recorded in the application of purchase accounting to recognize
the value of acquired insurance in force. The Company’s value of acquired insurance in force is an intangible asset with a
definite life and is amortized under FASB guidance. The value of acquired insurance in force is amortized primarily over the
emerging profit of the related policies using the same assumptions that were used in computing liabilities for future policy
benefits. The recovery of the value of insurance business acquired is dependent on the future profitability of the underlying
business that was initially recorded in the purchases of FLAC and FBLIC. Each reporting period, we evaluate the
recoverability of the unamortized balance of the value of insurance business acquired.

For the amortization of the value of acquired insurance in force, the Company reviews its estimates of gross profits each
reporting period. The most significant assumptions involved in the estimation of gross profits include interest rate spreads;
future financial market performance; business surrender and lapse rates; mortality and morbidity; expenses and the impact of
realized investment gains and losses. In the event actual experience differs significantly from assumptions or assumptions are
significantly revised, the Company is required to record a charge or credit to amortization expense for the period in which an
adjustment is made.

As of December 31, 2019 and 2018, there was $3,848,430 and $3,554,008, respectively, of accumulated amortization of the
value of insurance business acquired due to the purchases of FLAC and FBLIC. The Company expects to amortize the value
of insurance business acquired by the following amounts over the next five years: $275,501 in 2020, $257,083 in 2021,
$237,034 in 2022, $226,150 in 2023 and $216,735 in 2024.

Future Policy Benefits

Our liability for future policy benefits is primarily comprised of the present value of estimated future payments to or on behalf
of policyholders, where the timing and amount of payment depends on policyholder mortality or morbidity, less the present
value of future net premiums. For life insurance and annuity products, expected mortality and morbidity is generally based
on the Company’s historical experience or standard industry tables including a provision for the risk of adverse deviation.

Interest rate assumptions are based on factors such as market conditions and expected investment returns. Although mortality
and morbidity and interest rate assumptions are “locked-in” upon the issuance of new insurance with fixed and guaranteed
terms, significant changes in experience or assumptions may require the Company to provide for expected future losses on a
product by establishing premium deficiency reserves.

Estimating liabilities for our long-duration insurance contracts requires management to make various assumptions, including
policyholder persistency, mortality rates, investment yields, discretionary benefit increases, new business pricing and
operating expense levels.

Since many of these factors are interdependent and subject to short-term volatility during the long-duration contract period,

substantial judgment is required. Actual experience may emerge differently from that originally estimated. Any such
difference would be recognized in the current year’s consolidated statement of operations.
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Recent Accounting Pronouncements
Leases

In February 2016, the FASB issued updated guidance (Accounting Standards Update 2016-02) to require lessees to recognize
a right-of-use asset and a lease liability for leases with terms of more than 12 months. The updated guidance retains the two
classifications of a lease as either an operating or finance lease (previously referred to as a capital lease). Both lease
classifications require the lessee to record the right-of-use asset and the lease liability based upon the present value of cash
flows. Finance leases will reflect the financial arrangement by recognizing interest expense on the lease liability separately
from the amortization expense of the right-of-use asset. Operating leases will recognize lease expense (with no separate
recognition of interest expense) on a straight-line basis over the term of the lease. The accounting by lessors is not significantly
changed by the updated guidance. The updated guidance requires expanded qualitative and quantitative disclosures, including
additional information about the amounts recorded in the financial statements.

In July 2018, the FASB amended the updated guidance on leases that was issued in February 2016 (Accounting Standards
Update 2018-11) and provided an additional transition method with which to adopt the updated guidance. Under the additional
transition method, entities may elect to recognize a cumulative-effect adjustment to the opening balance of retained earnings
in the year of adoption. Consequently, if this transition method is elected, an entity’s reporting for the comparative periods
prior to adoption presented in the financial statements would continue to be in accordance with current lease guidance. The
amendments also provide lessors with a practical expedient to combine non-lease components (e.g., a fee for common area
maintenance when leasing office space) with the associated lease component rather than accounting for those components
separately if certain criteria are met. The updated guidance requires entities to recognize a right-of-use asset and lease liability
equal to the present value of lease payments for all leases other than those that are less than one year. The updated guidance,
as amended, is effective for reporting periods beginning after December 15, 2018.

In December 2018, the FASB issued additional guidance (Accounting Standards Update 2018-20) that permits an accounting
policy election for lessors to not evaluate whether certain sales taxes and other similar taxes are lessor costs or lessee costs.
A lessor making this election will exclude from the consideration in the contract and from variable payments not included in
the consideration of the contract all collections from lessees of certain sales taxes and other similar taxes and to provide
certain disclosures.

The Company adopted this guidance in first quarter 2019. The adoption of this guidance in 2019 did not have a material effect
on the Company’s results of operations, financial position or liquidity.

Financial Instruments - Credit Losses: Measurement of Credit Losses on Financial Instruments

In June 2016, the FASB issued updated guidance (Accounting Standards Update 2016-13) for the accounting for credit losses
for financial instruments. The updated guidance applies a new credit loss model (current expected credit losses or CECL) for
determining credit-related impairments for financial instruments measured at amortized cost (e.g. reinsurance recoverables,
including structured settlements that are recorded as part of reinsurance recoverables) and requires an entity to estimate the
credit losses expected over the life of an exposure or pool of exposures. The estimate of expected credit losses should consider
historical information, current information, as well as reasonable and supportable forecasts, including estimates of
prepayments. The expected credit losses, and subsequent adjustments to such losses, will be recorded through an allowance
account that is deducted from the amortized cost basis of the financial asset, with the net carrying value of the financial asset
presented on the consolidated balance sheet at the amount expected to be collected.

The updated guidance also amends the current other-than-temporary impairment model for available-for-sale debt securities
by requiring the recognition of impairments relating to credit losses through an allowance account and limits the amount of
credit loss to the difference between a security’s amortized cost basis and its fair value. In addition, the length of time a
security has been in an unrealized loss position will no longer impact the determination of whether a credit loss exists.

The updated guidance was effective for reporting periods beginning after December 15, 2019. As a Smaller Reporting

Company, the effective date was recently changed and the delayed effective date is now for reporting periods beginning after
December 15, 2022. Early adoption is permitted for reporting periods beginning after December 15, 2018.
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Based on the financial instruments currently held by the Company, there would not be a material effect on the Company’s
results of operations, financial position or liquidity if the new guidance had been adopted in the current accounting period.
The impact on the Company’s results of operations, financial position or liquidity at the date of adoption of the updated
guidance will be determined by the financial instruments held by the Company and the economic conditions at that time.

Intangibles - Goodwill and Other

In January 2017, the FASB issued updated guidance (Accounting Standards Update 2017-04) that eliminates the requirement
to calculate the implied fair value of goodwill (i.e., Step 2 of the current goodwill impairment test) to measure a goodwill
impairment charge. Instead, entities will record an impairment charge by comparing a reporting unit’s fair value with its
carrying amount and recognizing an impairment charge for the excess of the carrying amount over estimated fair value (i.e.,
Step 1 of current guidance). The implied fair value of goodwill is currently determined in Step 2 by deducting the fair value
of all assets and liabilities of the reporting unit (determined in the same manner as a business combination) from the reporting
unit’s fair value as determined in Step 1 (including any corporate-level assets or liabilities that were included in the
determination of the carrying amount and fair value of the reporting unit in Step 1). The updated guidance requires an entity
to perform its annual, or interim, impairment test by either: (1) an initial qualitative assessment of factors (such as changes
in management, key personnel, strategy, key technology or customers) that may impact a reporting unit’s fair value and lead
to the determination that it is more likely than not that the reporting unit’s fair value is less than its carrying value, including
goodwill (consistent with current guidance), or (2) applying Step 1.

The updated guidance is effective for reporting periods beginning after December 15, 2019 and is to be applied prospectively.
Early adoption is permitted for interim or annual goodwill impairment tests performed on testing dates after January 1, 2017.
The adoption of this guidance is not expected to have a material effect on the Company’s results of operations, financial
position or liquidity.

Targeted Improvements to the Accounting for Long-Duration Contracts

In August 2018, the FASB issued updated guidance (Accounting Standards Update 2018-12) to the existing recognition,
measurement, presentation and disclosure requirements for long-duration contracts issued by an insurance entity. This update
improves the timeliness of recognizing changes in the liability for future policy benefits, modifies the rate used to discount
future cash flows, simplifies and improves accounting for certain market-based options or guarantees associated with deposit
(i.e., account balance) contracts, simplifies the amortization of deferred acquisitions costs and expands required disclosures.

The expanded disclosure requires an insurance entity to provide disaggregated roll forwards of beginning to ending balances
of the following: liability for future policy benefits, policyholder account balances, market risk benefits, separate account
liabilities and deferred acquisition costs including disclosure about, changes to and effect of changes for significant inputs,
judgments, assumptions and methods used in measurements.

The updated guidance was effective for reporting periods beginning after December 15, 2020. As a Smaller Reporting
Company, the effective date was recently changed and the delayed effective date is now for reporting periods beginning after
December 15, 2023. Early adoption is permitted. With respect to the liability for future policyholder benefits for traditional
and limited-payment contracts and deferred acquisition costs, an insurance entity may elect to apply the amendments
retrospectively as of the beginning of the earliest period presented. With respect to the market risk benefits, an insurance
entity should apply the amendments retrospectively as of the beginning of the earliest period presented. The Company expects
that the impact on the Company’s results of operations, financial position and liquidity at the date of adoption of the updated
guidance in 2024 will be determined by the long-duration contracts then held by the Company and the economic conditions
at that time.

Disclosure Framework — Changes to the Disclosure Requirements for Fair Value Measurement

In August 2018, the FASB issued amendments (Accounting Standards Update 2018-13) to modify the disclosure
requirements related to fair value measurements including the consideration of costs and benefits of producing the modified
disclosures. The updated guidance is effective for reporting periods beginning after December 15, 2019. Early adoption is
permitted and an entity is permitted to early adopt any removed or modified disclosures upon issuance and delay adoption of
the additional disclosures until their effective date. The adoption of this guidance in 2020 is not expected to have a material
effect on the Company's results of operations, financial position or liquidity.
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Income Taxes - Simplifying the Accounting for Income Taxes

In December 2019, the FASB issued updated guidance (Accounting Standards Update 2019-12) for the accounting for income
taxes. The updated guidance is intended to simplify the accounting for income taxes by removing several exceptions contained
in existing guidance and amending other existing guidance to simplify several other income tax accounting matters. The
updated guidance is effective for the quarter ending March 31, 2021. Early adoption is permitted. The adoption of this
guidance is not expected to have a material effect on the Company’s results of operations, financial position or liquidity.

Business Segments
The FASB guidance requires a "management approach” in the presentation of business segments based on how management
internally evaluates the operating performance of business units. The discussion of segment operating results that follows is
being provided based on segment data prepared in accordance with this methodology.
Our business segments are as follows:

e Life insurance operations, consisting of the life insurance operations of TLIC and FBLIC;

e Annuity operations, consisting of the annuity operations of TLIC and FBLIC and

e Corporate operations, which includes the results of the parent company and FTCC after the elimination of

intercompany amounts.

Please see below and Note 11 to the consolidated financial statements as of and for the years ended December 31, 2019 and
2018 for additional information regarding segment information.

The following is a discussion and analysis of our financial condition, results of operations and liquidity and capital resources.

FINANCIAL HIGHLIGHTS

Consolidated Condensed Results of Operations for the Years Ended December 31, 2019 and 2018

Years Ended December 31, Amount Change

2019 2018 2019 less 2018
PremiumsS ....oviireiciiese e $ 23,125,090 $ 18,822,517 $ 4,302,573
Net investment INCOME..........covererirereinencnienes 24,370,040 19,609,386 4,760,654
Net realized investment gains ...........ccccoceeeienennenn 967,978 266,498 701,480
SEIVICE TEES oot 1,087,181 465,528 621,653
Other INCOME........cccoveiiiiee e 226,406 77,166 149,240
Total FEVENUES ...c.oveveice e 49,776,695 39,241,095 10,535,600
Benefits and claims .........ccccovvveriiieinincie 28,395,457 22,455,883 5,939,574
EXPENSES ..ot 13,161,622 10,180,945 2,980,677
Total benefits, claims and eXpenses ...........c.cc..... 41,557,079 32,636,828 8,920,251
Income before federal income tax expense............. 8,219,616 6,604,267 1,615,349
Federal income tax eXPenSe .......ccocvevvrerererennanens 2,119,896 1,462,121 657,775
NELINCOME ..o $ 6,099,720 $ 5,142,146 $ 957,574
Net income per common share basic and diluted.... $ 078 % 066 $ 0.12
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Consolidated Condensed Financial Position as of December 31, 2019 and 2018

INVESTMENT 8SSELS ..ot
Assets held in trust under coinsurance agreement.....
Other SSELS ...vevverieeirieeeie e

TOtal ASSELS ...vevvevevieieesieee e

Policy Habilities ..o,
Funds withheld under coinsurance agreement...........
Deferred federal income taxes ...........ccocevevvrenieenen.
Other lIabilties. ......coovcovveiiivec e

Total liabilities........ccooeiiiii e,
Shareholders' equity ........cccccvveiiireiicie e

Total liabilities and shareholders' equity ...............

Shareholders' equity per common share....................

December 31,

December 31,

Amount Change

2019 2018 2019 less 2018

419,242,515 325,844,275 93,398,240
105,089,240 25,494,700 79,594,540

80,604,619 82,167,875 (1,563,256)
604,936,374 433,506,850 171,429,524
429,631,596 354,604,734 75,026,862
105,638,974 29,285,119 76,353,855
6,345,918 2,373,478 3,972,440

5,901,624 8,118,268 (2,216,644)
547,518,112 394,381,599 153,136,513
57,418,262 39,125,251 18,293,011
604,936,374 433,506,850 171,429,524
7.36 5.01 2.35

Results of Operations — Years Ended December 31, 2019 and 2018

Revenues

Our primary sources of revenue are life insurance premium income and investment income. Premium payments are classified
as first-year, renewal and single. In addition, realized gains and losses on investment holdings can significantly impact

revenues from period to period.

Our revenues for the years ended December 31, 2019 and 2018 are summarized as follows:

PreEmMIiUMS. ..o
Net iNVeStMENt INCOME........cocoveeeieieee e
Net realized investment gains...........cccccoevenenciennens

SEIVICE TEES ..vviiiiciiii et

Other INCOME .....eveiiiceee e
Total FEVENUES. ....cceeveieiceie e

The $10,535,600 increase in total revenues for the year ended December 31, 2019 is discussed below.

Years Ended December 31,

Amount Change

2019 2018 2019 less 2018
23,125,090 $ 18,822,517 $ 4,302,573
24,370,040 19,609,386 4,760,654

967,978 266,498 701,480
1,087,181 465,528 621,653
226,406 77,166 149,240
49,776,695 $ 39,241,095 $ 10,535,600
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Premiums

Our premiums for the years ended December 31, 2019 and 2018 are summarized as follows:

Years Ended December 31, Amount Change

2019 2018 2019 less 2018
Ordinary life first year.........cococevevvviviivcceccen $ 1,533,619 $ 406,793 $ 1,126,826
Ordinary life renewal ..........ccccoovvevvivvivincierce e, 2,224,638 2,094,982 129,656
Final expense first year.........ccccoceveverivvennsesnsnnneans 4,809,064 4,498,389 310,675
Final expense renewal ..........cccovevvveierienenievesnsesnens 14,430,278 11,736,143 2,694,135
Supplementary contracts with life contingencies ....... 127,491 86,210 41,281
Total PremiumS........ccceeviiiiiceeee e $ 23,125,090 $ 18,822,517 $ 4,302,573

The $4,302,573 increase in premiums for the year ended December 31, 2019 is primarily due to a $2,694,135 increase in
final expense renewal premiums and a $1,126,826 increase in ordinary life first year premiums.

The increase in final expense renewal premiums reflects the persistency of prior years’ final expense production. Our
marketing efforts are focused on final expense and annuity production. The increase in ordinary life first year premiums
reflects ordinary life insurance sold in the international market that the Company started producing in fourth quarter 2018.

Net Investment Income

The major components of our net investment income for the years ended December 31, 2019 and 2018 are summarized as
follows:

Years Ended December 31, Amount Change

2019 2018 2019 less 2018
Fixed maturity SECUNItIES .......covevvvverreerieicesee e, $ 7,419,650 $ 6,278,105 $ 1,141,545
Preferred stock and equity securities...........c.ccoceeuenne. 131,823 83,263 48,560
Other long-term investments..........ccoevevvevververereennenn 4,860,323 3,992,882 867,441
Mortgage l0ans.........coevvrereiinieeee e 13,544,895 11,079,802 2,465,093
POIICY 10@NS ....c.ccviiiiceicicccc e 137,492 122,587 14,905
REaI SLALE ..o 269,123 376,599 (107,476)
Short-term and other investments............cc.cceoerveeene. 637,999 233,366 404,633
Gross investment iNCOME.........ccevvveveevecve s, 27,001,305 22,166,604 4,834,701
INVESTMENT EXPENSES. .....cviviiirierierieeiieee e (2,631,265) (2,557,218) 74,047
Net investment iNCOME ........cccecvverirerieieserieesieens $ 24,370,040 $ 19,609,386 $ 4,760,654

The $4,834,701 increase in gross investment income for the year ended December 31, 2019 is primarily due to increased
investments in fixed maturity securities, mortgage loans and other long-term investments. In the year ended December 31,
2019, we have increased investments in fixed maturity securities by $47.8 million, mortgage loans on real estate by $32.4
million and other long-term investments by $12.6 million.

The $74,047 increase in investment expense is primarily related to production of investments in mortgage loans on real estate.
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Net Realized Investment Gains

Our net realized investment gains result from sales of fixed maturity securities, equity securities, investment real estate,
preferred stock securities and changes in the fair value of equity securities.

Our net realized investment gains for the years ended December 31, 2019 and 2018 are summarized as follows:

Years Ended December 31, Amount Change
2019 2018 2019 less 2018
Fixed maturity securities available-for-sale:
Sale ProCeeds ......ccovvviviiicreieiecee e $ 33,700,106 $ 22,037,796 $ 11,662,310
Amortized cost at sale date............cceeeevreiveennennn 32,710,599 21,791,718 10,918,881
Net realized gains..........cocevvvevevervceericceeenne, $ 989,507 $ 246,078 $ 743,429
Equity securities at fair value:
Sale ProCeedS ......cvcveiveiere e $ 19,371 $ 361,947 $ (342,576)
Costatsale date........coovvvvveveeeiiicceec e, 6,999 336,214 (329,215)
Net realized gains...........ccocevveeveveceicieeeiienens $ 12,372 $ 25,733 $ (13,361)
Investment real estate:
Sale ProCeEdS ......cvcveiieicre e $ 350,817 $ 364,689 $ (13,872)
Carrying value at sale date...........c.ccceeverveverennnne 394,002 313,040 80,962
Net realized gains (I0SSES).......ccccovvververerrerennen, $ (43,185) $ 51,649 $ (94,834)
Preferred stock securities available-for-sale:
Sale ProCeEAS .....ccveveeeeeeereeeeee e, $ 50,000 $ - $ 50,000
Cost at sale date ......ccocevvvereieveneieseeesee e 50,000 - 50,000
Net realized gains (l0SS€S)........cccevvvrvirereannn $ - $ - 3 -
Equity securities, changes in fair value .................. $ 9,284 $ (56,962) $ 66,246
Net realized investment gains..................... $ 967,978 $ 266,498 $ 701,480

Service Fees

The $621,653 increase in service fees for the year ended December 31, 2019 is primarily due to ceding fees related to TLIC’s
annuity coinsurance agreement with an offshore annuity and life insurance company.
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Total Benefits, Claims and Expenses

Our benefits, claims and expenses are primarily generated from benefit payments, surrenders, interest credited to
policyholders, change in reserves, commissions and other underwriting, insurance and acquisition expenses. Benefit
payments can significantly impact expenses from period to period.

Our benefits, claims and expenses for the years ended December 31, 2019 and 2018 are summarized as follows:

Years Ended December 31, Amount Change
2019 2018 2019 less 2018
Benefits and claims

Increase in future policy benefits........ccccoceevrrinnnne. $ 8,769,777 $ 6,634,114 $ 2,135,663
Death benefitS.....cccovvviireriiiisrc s 6,555,001 5,345,707 1,209,294
SUITENAENS ... 1,000,447 913,977 86,470
Interest credited to policyholders............cccccocenenene 11,782,286 9,282,425 2,499,861
Dividend, endowment and supplementary life

contract benefitsS .......cccvvvriveiiienece e 287,946 279,660 8,286

Total benefits and claims..........ccccocvveriieneiinnn, 28,395,457 22,455,883 5,939,574

Expenses

Policy acquisition costs deferred ...........ccccoceeviennne (12,369,350) (8,527,380) (3,841,970)
Amortization of deferred policy acquisition costs ... 4,015,480 3,515,624 499,856
Amortization of value of insurance business

ACUITEA ..vvevrveieeesie e 294,422 340,775 (46,353)
COMMUSSIONS ...vviivieecrie ettt 12,125,929 8,228,279 3,897,650
Other underwriting, insurance and acquisition

EXPENSES ..vvvvvereeresteeesesseeesestesesessesaresreeesesreeans 9,095,141 6,623,647 2,471,494

TOtal EXPENSES....eeveerieiisierie e 13,161,622 10,180,945 2,980,677

Total benefits, claims and expenses..................... $ 41,557,079 $ 32,636,828 $ 8,920,251

The $8,920,251 increase in total benefits, claims and expenses for the year ended December 31, 2019 is discussed below.
Benefits and Claims
The $5,939,574 increase in total benefits and claims for the year ended December 31, 2019 is primarily due to the following:
° $2,499,861 increase in interest credited to policyholders is primarily due to an increase of approximately $65.9
million in the amount of policyholders’ account balances in the consolidated statement of financial position

(increased deposits and interest credited in excess of withdrawals) during the year ended December 31, 2019.

° $2,135,663 increase in future policy benefits is primarily due to the increased number of life policies in force and
the aging of existing life policies.

° $1,209,294 increase in death benefits is primarily due to approximately $1.2 million of increased final expense

settlements. The increase in final expense incurred claims is expected by the Company due to the continued
growth in the number and amount of final expense policies in force.
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Deferral and Amortization of Deferred Acquisition Costs

Certain costs related to the successful acquisition of traditional life insurance policies are capitalized and amortized over the
premium-paying period of the policies. Certain costs related to the successful acquisition of insurance and annuity policies
that subject us to mortality or morbidity risk over a period that extends beyond the period or periods in which premiums are
collected and that have terms that are fixed and guaranteed (i.e., limited-payment long-duration annuity contracts) are
capitalized and amortized in relation to the present value of actual and expected gross profits on the policies. These acquisition
costs, which are referred to as deferred policy acquisition costs, include commissions and other successful costs of acquiring
life insurance, which vary with, and are primarily related to, the successful production of new and renewal insurance and
annuity contracts.

For the years ended December 31, 2019 and 2018, capitalized costs were $12,369,350 and $8,527,380, respectively. During
2019, $11,521,406 of commissions (95.0% of total 2019 commissions of $12,125,929) and $847,944 of expenses (9.3% of
total 2019 other underwriting, insurance and acquisition expenses of $9,095,141) were eligible for deferral and were
capitalized. During 2018, $7,505,616 of commissions (91.2% of total 2018 commissions of $8,228,279) and $1,021,764 of
expenses (15.4% of total 2018 other underwriting, insurance and acquisition expenses of $6,623,647) were eligible for
deferral and were capitalized. The $3,841,970 increase in the 2019 acquisition costs deferred primarily relates to increased
ordinary life, final expense and annuity production and deferral and capitalization of the increased eligible commissions and
decreased eligible expenses.

Amortization of deferred policy acquisition costs for the years ended December 31, 2019 and 2018 were $4,015,480 and
$3,515,624, respectively. The $499,856 increase in the 2019 amortization of deferred acquisition costs is primarily due to an
increased number and amount of final expense policies and annuity contracts in force and lapsation of ordinary life policies
reflected by increased death benefits, surrenders and annuity withdrawals.

Amortization of Value of Insurance Business Acquired

The cost of acquiring insurance business is amortized over the emerging profit of the related policies using the same
assumptions that were used in computing liabilities for future policy benefits. Amortization of the value of insurance business
acquired was $294,422 and $340,775 for the years ended December 31, 2019 and 2018, respectively.

Commissions

Our commissions for the years ended December 31, 2019 and 2018 are summarized as follows:

Years Ended December 31, Amount Change

2019 2018 2019 less 2018
ANNUILY oo $ 3,225,813 $ 1,221,517 $ 2,004,296
Ordinary life first year........c.ccoovvvevevcniiie s, 1,672,935 406,707 1,266,228
Ordinary life renewal ..........cccoceevvieiiineiecicceceens 73,071 61,268 11,803
Final expense first year..........cccoovvvviiveievcneniesie s, 5,734,930 5,385,178 349,752
Final expense renewal ...........coccocvvvvviveenieescriesenes 1,419,180 1,153,609 265,571
Total COMMISSIONS ....c.coveeirieeeseee e, $ 12,125,929 $ 8,228,279 $ 3,897,650

The $3,897,650 increase in commissions for the year ended December 31, 2019 is primarily due to a $2,004,296 increase in
annuity commissions (due to a $67,299,833 increase in annuity considerations net of coinsurance), a $1,266,228 increase in
ordinary life first year commissions (due to a $1,126,826 increase in ordinary life first year premiums), a $349,752 increase
in final expense first year commissions (due to a $310,675 increase in final expense first year premiums) and a $265,571
increase in final expense renewal commissions (due to $2,694,135 increase in final expense renewal premiums).
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Other Underwriting, Insurance and Acquisition Expenses

The $2,471,494 increase in other underwriting, insurance and acquisition expenses for the year ended December 31, 2019
was primarily related to increases in bonuses, salaries, benefits, consulting fees, legal fees, third party administration fees and
expenses associated with the increased production of ordinary life, final expense and annuity policies and contracts.

Federal Income Taxes

FTFC files a consolidated federal income tax return with TLIC, FBLIC and FTCC. Certain items included in income reported
for financial statement purposes are not included in taxable income for the current period, resulting in deferred income taxes.

For the years ended December 31, 2019 and 2018, current income tax expense was $1,388,711 and $100,075, respectively.
Deferred federal income tax expense was $731,185 and $1,362,046 for the years ended December 31, 2019 and 2018,
respectively.

Net Income Per Common Share Basic and Diluted

Net income was $6,099,720 ($0.78 per common share basic and diluted) and $5,142,146 ($0.66 per common share basic and
diluted) for the years ended December 31, 2019 and 2018, respectively.

Net income per common share basic and diluted is calculated using the weighted average number of common shares
outstanding during the year. The weighted average outstanding common shares basic and diluted were 7,802,593 for both of
the years ended December 31, 2019 and 2018.

Business Segments
The Company has a life insurance segment, consisting of the life insurance operations of TLIC and FBLIC, an annuity
segment, consisting of the annuity operations of TLIC and FBLIC and a corporate segment. Results for the parent company

and the operations of FTCC, after elimination of intercompany amounts, are allocated to the corporate segment.

The revenues and income before federal income taxes from our business segments for the years ended December 31, 2019
and 2018 are summarized as follows:

Years Ended December 31, Amount Change
2019 2018 2019 less 2018
Revenues:
Life insurance operations.............ccceevvveeresveernsnerennnns $ 27,170,994 $ 21,985,441 $ 5,185,553
ANNUILY OPErationS.........ocevrvrieirinirensee s 21,931,249 16,739,274 5,191,975
Corporate OPErationsS...........ccevveeverreseseseeeereeseesesnens 674,452 516,380 158,072
TOLAl ..ot $ 49,776,695 $ 39,241,095 $ 10,535,600
Income before federal income taxes:
Life insurance operations..........c..cccevvvvevenrisreresnenenenns $ 621,436 $ 780,362 $ (158,926)
ANNUItY OPErations.........ccoeiueieriieieeeseeee e 7,109,199 5,369,900 1,739,299
Corporate OPErations. ..........ccoerereriereeieereenieseeseeseene 488,981 454,005 34,976
TOMAl .. $ 8,219,616 $ 6,604,267 $ 1,615,349

Life Insurance Operations

The $5,185,553 increase in revenues from Life Insurance Operations for the year ended December 31, 2019 is primarily due
to the following:

e $4,302,573 increase in premiums

e $711,824 increase in net investment income
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e $104,777 increase in service fees and other income
e 366,379 increase in net realized investment gains

The $158,926 decreased profitability from Life Insurance Operations for the year ended December 31, 2019 is primarily due
to the following:

e $2,135,663 increase in future policy benefits
e $1,893,354 increase in commissions
e $1,603,984 increase in other underwriting, insurance and acquisition expenses
e  $1,209,294 increase in death benefits
e  $86,470 increase in surrenders
e  $8,286 increase in dividend, endowment and supplementary life contract benefits
e $23,177 decrease in amortization of value of insurance business acquired
e $66,379 increase in net realized investment gains
e $104,777 increase in service fees and other income
e $711,824 increase in net investment income
e $1,569,395 increase in policy acquisition costs deferred net of amortization
e $4,302,573 increase in premiums
Annuity Operations
The $5,191,975 increase in revenues from Annuity Operations for the year ended December 31, 2019 is due to the following:
e  $3,947,177 increase in net investment income
e 3$635,101 increase in net realized investment gains
e $609,697 increase in service fees and other income

The $1,739,299 increased profitability from Annuity Operations for the year ended December 31, 2019 is due to the
following:

e 33,947,177 increase in net investment income

e $1,772,719 increase in policy acquisition costs deferred net of amortization
e 3$635,101 increase in net realized investment gains

e $609,697 increase in service fees and other income

e 323,176 decrease in amortization of value of insurance business acquired

e 3$744,414 increase in other underwriting, insurance and acquisition expenses
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e 32,004,296 increase in commissions
e 32,499,861 increase in interest credited to policyholders
Corporate Operations

The $158,072 increase in revenues from Corporate Operations for the year ended December 31, 2019 is primarily due to
$101,653 of increased net investment income and $56,419 of increased other income.

The $34,976 increase in Corporate Operations profitability for the year ended December 31, 2019 is primarily due to $101,653
of increased net investment income and $56,419 of increased other income that exceeded $123,096 of increased operating
expenses.

Consolidated Financial Condition

Our invested assets as of December 31, 2019 and 2018 are summarized as follows:

December 31, December 31, Amount Change
2019 2018 2019 less 2018

Assets
Investments
Available-for-sale fixed maturity securities at fair value
(amortized cost: $166,760,448 and $134,414,517 as of
December 31, 2019 and 2018, respectively).............c.c...... $ 178,951,324 $ 131,152,199 $ 47,799,125
Available-for-sale preferred stock at fair value (cost:
$49,945 and $99,945 as of December 31, 2019 and 2018,

TESPECLIVELY) covviiiiciie e 51,900 90,580 (38,680)
Equity securities at fair value (cost: $180,194 and $187,122

as of December 31, 2019 and 2018 respectively) .............. 201,024 198,668 2,356
Mortgage loans on real estate.........ccccvevvevverervvvninnie s e, 162,404,640 130,049,610 32,355,030
Investment real eState........coovvvevericre s 1,951,759 2,392,031 (440,272)
POLCY 10NS ... 2,026,301 1,809,339 216,962
Short-term INVESIMENTS .......eovvviicveecee e 1,831,087 896,371 934,716
Other long-term iNVEStMENTS.........ccovvereeneieeneese e 71,824,480 59,255,477 12,569,003

Total INVESIMENTS.....cveiviiieeieie e $ 419,242515 $ 325,844,275 $ 93,398,240

The $47,799,125 increase and $18,530,940 decrease in fixed maturity available-for-sale securities for the years ended
December 31, 2019 and 2018, respectively, are summarized as follows:

Years Ended December 31,

2019 2018

Fixed maturity securities, available-for-sale, beginning ..........ccccocvevvevvvennne. $ 131,152,199 $ 149,683,139

PUICRASES ... ettt bbbttt 65,657,914 13,191,134
Unrealized appreciation (depreciation)...........ccccevereieneneneninieeieie e 15,453,194 (9,323,510)

Net realized iINVESIMENt QAINS.........cooeiiiiiieiee e 989,507 246,078
SAIES PIrOCEEUS ...ttt (29,175,106) (16,961,796)
Y ] =TSSR (4,525,000) (5,076,000)
Premium amortization ..........cceovevverereiesnseeeeee e (601,384) (606,846)
INCIEasE (AECTEASE).....cveveeeiieireetese et ettt st re e re st re e 47,799,125 (18,530,940)

Fixed maturity securities, available-for-sale, ending ..........ccccceooeviniiinnne. $ 178,951,324 $ 131,152,199

Fixed maturity securities available-for-sale are reported at fair value with unrealized gains and losses, net of applicable
income taxes, reflected as a separate component in shareholders' equity within accumulated other comprehensive income
(loss). The available-for-sale fixed maturity securities portfolio is invested primarily in a variety of companies, U. S.
government and government agencies, states and political subdivisions, asset-backed securities and foreign securities.
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The $38,680 and $10,140 decreases in preferred stock available-for-sale for the years ended December 31, 2019 and 2018,
respectively, are summarized as follows:

Years Ended December 31,

2019 2018
Preferred stock, available-for-sale, beginning..........cccococevvvvieieviciiccicniinn, $ 90,580 $ 100,720
SAIE PIrOCEEUS.......evveiiitetirt et (50,000) -
Unrealized appreciation (depreciation)...........ccocvvvvvvivsvsiesreerenenesesesee s 11,320 (10,140)
Dol =T T SRR (38,680) (10,140)
Preferred stock, available-for-sale, ending...........ccccccovevviviiiniciicnccecccee, $ 51,900 $ 90,580

Preferred stock available-for-sale is also reported at fair value with unrealized gains and losses, net of applicable income
taxes, reflected as a separate component in shareholders' equity within accumulated other comprehensive income (loss).

The $2,356 increase and $372,759 decrease in equity securities available-for-sale for the years ended December 31, 2019 and
2018, respectively, are summarized as follows:

Years Ended December 31,

2019 2018

Equity securities, available-for-sale, beginning ...........c.cccoviiiviiciiiniscininna, $ 198,668 $ 571,427

PUICNASES .....ecceiee ittt st et e srae e eaee e 115,357 76,127
SAIES PIrOCEEUS ...ttt (19,371) (361,947)
Joint venture distribUtion.........c.cccooveieieie e (115,286) (55,710)

Net realized investment gains, sale of SECUFItIES ........cccvvvviveieiiciicieic, 12,372 25,733
Net realized investment gains (losses), changes in fair value...................... 9,284 (56,962)
INCIEASE (HECIBASE) ... eeueereeeeie ettt et 2,356 (372,759)

Equity securities, available-for-sale, ending ..........c.ccoeevenernieneinenece, $ 201,024 % 198,668

Equity securities are reported at fair value with the change in fair value reflected in net realized investment gains within the
consolidated statements of operations.

The $32,355,030 and $27,553,159 increases in mortgage loans on real estate for the years ended December 31, 2019 and
2018, respectively, are summarized as follows:

Years Ended December 31,

2019 2018

Mortgage loans on real estate, beginning...........ccoccoveveveiineicvseccceceens $ 130,049,610 $ 102,496,451

PUFCRASES ...ttt 74,689,461 63,066,644

DiSCOUNE ACCTELION ...ttt s ere e 374,670 536,331
Y 1101 TSSO (42,502,954) (35,461,456)
Foreclosed - transferred to real eState..........ccccovereieieiiniiicieee e (99,218) (467,593)
Increase in allowance for bad debts...........ccovereiiiiiiiiciec (81,212) (81,351)
Amortization of loan origination fEeS.........cccevvireineneiie e, (25,717) (39,416)

INCTBASE ...ttt r et 32,355,030 27,553,159

Mortgage loans on real estate, NdiNg.......c.ccccceveiiiieiiiciesiece e $ 162,404,640 $ 130,049,610
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The $440,272 decrease and $9,065 increase in investment real estate for the years ended December 31, 2019 and 2018,
respectively, are summarized as follows:

Years Ended December 31,

2019 2018

Investment real estate, DEGINNING ........c.cccoveviiiiiiiicce s $ 2,392,031 $ 2,382,966
Real estate acquired through mortgage loan foreclosure ...........cccccoevvveivinenne 99,218 467,593

T LTSy o] o Tod=T o S (350,817) (364,689)
Depreciation of BUIlAiNG ........ccooeiiiiiiin e (145,488) (145,488)
Net realized investment gains (I0SSES) ........ccvvrrrreeereereresesesesreseeeeseeseenes (43,185) 51,649
INCrEase (ABCIBASE) ....eveveeerierierieeteereeseeeesee e stesrestesreereesaeneeseesaeseesresresreenens (440,272) 9,065
Investment real estate, ENAING .......covevveririiie s $ 1,951,759 $ 2,392,031

The $12,569,003 and $3,440,894 increases in other long-term investments (comprised of lottery receivables) for the years
ended December 31, 2019 and 2018, respectively, are summarized as follows:

Years Ended December 31,

2019 2018
Other long-term investments, begiNNINg........c.cccoveveiiiiesicce e $ 59,255,477 % 55,814,583
PUICRASES .....eveve ettt b ann 18,605,374 9,143,277
ACCIEtion OF AISCOUNT .......cveviciiiiciie et 4,862,978 3,998,117
PAYIMENTS ...ttt b (10,899,349) (9,700,500)
INCTBASE ...ttt bbbt nnea 12,569,003 3,440,894
Other long-term investments, eNAING ..........ccoeveveiirenie i $ 71,824,480 $ 59,255,477

The $934,716 increase in short-term investments is due to management’s decision to increase our investment in funds that
have a maturity of more than 90 days but less than one year at the date of purchase.

Our assets other than invested assets as of December 31, 2019 and 2018 are summarized as follows:

December 31, December 31, Amount Change
2019 2018 2019 less 2018
Cash and cash eqUIVaIENtS..........ccccoeviriieiriicicccce e, $ 23,212,170 $ 29,665,605 $ (6,453,435)
Accrued investment iNCOME..........ccoevvrireninieiee e 5,207,823 2,672,978 2,534,845
Recoverable from reinSurers ........ccccocveeceeicieeccee e 1,244,733 2,323,157 (1,078,424)
Assets held in trust under coinsurance agreement................ 105,089,240 25,494,700 79,594,540
Agents' balances and due premiums .........cccocevevererenennnn, 1,618,115 1,418,916 199,199
Deferred policy acquisition COStS........c.cccevevevenenesenienienns 38,005,639 29,681,737 8,323,902
Value of insurance business acquired ...........c.ccooeeeereiennenn 4,891,448 5,185,870 (294,422)
OLNEr @SSEES ...vvivevieieiieeeie ettt 6,424,691 11,219,612 (4,794,921)
Assets other than investment assets..........cccovevveeveiieeenen, $ 185,693,859 $ 107,662,575 $ 78,031,284

The $6,453,435 decrease in cash and cash equivalents for the year ended December 31, 2019 and the corresponding decrease
of $1,830,554 for the year ended December 31, 2018 are summarized in the Company’s consolidated statements of cash
flows.
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The $79,594,540 increase in assets held in trust under the coinsurance agreement is due to assets acquired under TLIC’s
annuity coinsurance agreement with an offshore annuity and life insurance company that is administered on a funds withheld
basis.

The increase in deferred policy acquisition costs for the years ended December 31, 2019 and 2018, respectively, are
summarized as follows:

Years Ended December 31,

2019 2018
Balance, beginning 0f YEar.........ccccvvveiciiiic i $ 29,681,737 $ 24,555,902
Capitalization of commissions, sales and iSSUE EXPENSES...........ccvererveriennnnn 12,369,350 8,527,380
AMOMTIZALION. ...ttt e sae s (4,015,480) (3,515,624)
Deferred acquisition costs allocated to iNVEStMENtS..........cccocevvererneniecnen, (29,968) 114,079
Balance, eNd Of YEAN........cccovveiiiicecc e $ 38,005,639 $ 29,681,737

Our other assets as of December 31, 2019 and December 31, 2018 are summarized as follows:

December 31, December 31, Amount Change

2019 2018 2019 less 2018
Advances to mortgage loan originator ............ccccoeeveevvereesennnn, $ 4,436,787 $ 4,942,870 $ (506,083)
Federal and state income taxes recoverable ............cccccocvvevivnennne. 1,301,868 4,492,793 (3,190,925)
NOLES FECEIVADIE ... 445,778 446,978 (1,200)

Accrual of mortgage loan and long-term investment payments

AUE .ot - 1,045,634 (1,045,634)
Receivable for securities sold............ccooveiiiininiiiiiecee, - 33,600 (33,600)
GUAraNtY FUNAS ... 71,455 69,740 1,715
Lease asset - FIgt t0 USE.......cccuierireiieie e 76,711 - 76,711
Other receivables, prepaid assets and deposits...........cccccevervenne. 92,092 187,997 (95,905)
Total OtNEr ASSELS ......cvcveeercieeeee et $ 6,424,691 $ 11,219,612 $ (4,794,921)

There was a $3,190,925 decrease in federal and state income taxes recoverable primarily due to receipt of the 2017 and 2018
federal tax refunds in excess of federal and state tax withholdings on lottery receivables.

During second quarter 2019 the Company changed its accounting practice and no longer accrued the principal collections on
mortgage loans causing this change of $1,045,634.

There was a $506,083 decrease in advances to one mortgage loan originator who acquires residential mortgage loans for our
life insurance companies.

The decrease in other receivables, prepaid assets and deposits of $95,905 was primarily due to a reclassification of a $125,000
deposit to record the acquisition of Trinity American, Inc., a Barbados, West Indies domiciled life insurance company,
approved by local country regulators and the certifications were received in 2019.

The Company reported a lease asset of $76,711 as of December 31, 2019, in accordance with the lease guidance adopted in
2019.

On April 15, 2019, the Company renewed its previous one-year loan of $400,000 to its former Chairman. The renewed loan

has a term of one year and a contractual interest rate of 5.00%. The loan is collateralized by 100,000 shares of the Company’s
Common stock owned by the former Chairman.
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Our liabilities as of December 31, 2019 and 2018 are summarized as follows:

December 31, December 31, Amount Change
2019 2018 2019 less 2018
Policy liabilities
Policyholders' account balances...........cc.ccccvevenen. $ 363,083,838 $ 297,168,411 $ 65,915,427
Future policy benefits..........ccoovivvivivniecccec 65,015,390 56,261,507 8,753,883
Policy ClaimS.......cccoeviiiciiccc e 1,399,393 1,102,257 297,136
Other policy liabilities ........ccocovvevieiereiiiicies 132,975 72,559 60,416
Total policy liabilities ..........ccooveveveniiiiene 429,631,596 354,604,734 75,026,862
Funds withheld under coinsurance agreement........... 105,638,974 29,285,119 76,353,855
Deferred federal income taxXes..........ccoevvevvevveinnnens 6,345,918 2,373,478 3,972,440
Other labilitieS......cccceveeveiierce e 5,901,624 8,118,268 (2,216,644)
Total Habilities........covviviivciii e $ 547,518,112 $ 394,381,599 $ 153,136,513

The $76,353,855 increase in the liability for funds withheld under coinsurance agreement is due to liabilities incurred under
TLIC’s annuity coinsurance agreement with an offshore annuity and life insurance company that is administered on a funds
withheld basis.

The $65,915,427 and $4,258,649 increases in policyholders’ account balances for the years ended December 31, 2019 and
2018, respectively, are summarized as follows:

Years Ended December 31,

2019 2018

Policyholders' account balances, beginning ...........cccccovveiiivcieienesie e, $ 297,168,411 $ 292,909,762
DT 101 | RS UTR 163,781,048 54,957,500
WItNAFAWALS ..o eneas (33,294,052) (30,696,157)
Funds withheld under coinsurance agreement...........ccoeevevevvseseeeereeneens (76,353,855) (29,285,119)
INEErESt CrEAIEd ..ot 11,782,286 9,282,425
INCIBASE ...ttt bbbt 65,915,427 4,258,649
Policyholders' account balances, ending ............ccocevvievieiiievcese e $ 363,083,838 $ 297,168,411

The $8,753,883 increase in future policy benefits during the year ended December 31, 2019 is primarily related to the
production of new life insurance policies and the aging of existing policies.

The $3,972,440 increase in deferred federal income taxes during the year ended December 31, 2019 was due to $3,241,255

of increased deferred federal income taxes on the unrealized appreciation of fixed maturity and preferred stock available-for-
sale and $731,185 of operating deferred federal tax expense.
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Our other liabilities as of December 31, 2019 and December 31, 2018 are summarized as follows:

December 31, December 31, Amount Change

2019 2018 2019 less 2018
Suspense accounts payable...........cccccevveeieicecicecen, $ 20,166 $ 7,379,975 $ (7,359,809)
ACCOUNtS PAYADIE ... 21,387 47,309 (25,922)
Accrued expenses payable.........cccocoovireieicnie s 679,000 668,000 11,000
Payable for securities purchased .........ccccecvevvevverernenn. 564 393,762 (393,198)
Guaranty fund asseSSMENts ..........cccoevvvrenreerereneneenns 25,000 35,000 (10,000)
Unearned investment iNnCOMe ...........ccocvvvveeereenieneneennn 62,404 71,234 (8,830)
Deferred reVENUE ........cceevvvieeree et 8,123 18,953 (10,830)
unclaimed funds .......cccooeiiiiiiiiieeeee e 38,273 39,325 (1,052)
Lease Hability ......ccccooeriiiiiiee e 76,711 - 76,711
Mortgage 10ans SUSPENSE. .......ccccerererinenieieieesee e 5,782,427 - 5,782,427
Other payables, withholdings and escrows................... (812,431) (535,290) (277,141)
Total other liabilities..........cccoveviiviiiiiicececee, $ 5,901,624 $ 8,118,268 $ (2,216,644)

The $7,359,809 decrease in suspense accounts payable is due to decreased deposits on policy applications that had not been
issued as of the financial reporting date primarily due to a suspension of annuity production after June 30, 2019.

As of December 31, 2019, the Company had $564 of security purchases where the trade date and settlement date were in
different financial reporting periods compared to $393,762 of security purchases overlapping financial reporting periods as
of December 31, 2018.

The $277,141 decrease in other payables, withholdings and escrows is primarily due to a $273,000 increase in escrow amounts
on purchased mortgage loans due from previous servicers that has been traditionally recorded as a contra liability.

The Company reported a lease liability of $76,711 as of December 31, 2019, in accordance with the lease guidance adopted
in 2019.

The Company changed its accounting practice and no longer reclassified its mortgage loan suspense account to reduce
balances of mortgage loans on real estate causing this change of $5,782,427.

Liquidity and Capital Resources

Our operations have been financed primarily through the private placement of equity securities and intrastate public stock
offerings. Through December 31, 2019, we have received $27,119,480 from the sale of our shares.

The Company raised $1,450,000 from two private placements during 2004 and $25,669,480 from two public stock offerings
and one private placement stock offering from June 22, 2005 through February 23, 2007; June 29, 2010 through April 30,
2012; and August 15, 2012 through March 8, 2013. The Company issued 7,347,488 shares of its common stock and incurred
$3,624,518 of offering costs during these private placements and public stock offerings.

The Company also issued 702,685 shares of its common stock in connection with two stock dividends paid to shareholders
in 2011 and 2012 that resulted in accumulated earnings being charged $5,270,138 with an offsetting credit of $5,270,138 to
common stock and additional paid-in capital.

During 2012, 2013, 2014 and 2015, the Company repurchased 247,580 shares of its common stock at a total cost of $893,947
from former members of the Board of Directors including the former Chairman of the Board of Directors, a former agent, the
former spouse of the Company’s current Chairman, Chief Executive Officer and President and a charitable organization
where a former member of the Board of Directors had donated shares of the Company’s common stock.
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As of December 31, 2019, we had cash and cash equivalents totaling $23,212,170. As of December 31, 2019, cash and cash
equivalents of $11,650,247 and $9,690,063, respectively, totaling $21,340,310 were held by TLIC and FBLIC and may not
be available for use by FTFC due to the required pre-approval by the OID and MDOI of any dividend or intercompany
transaction to transfer funds to FTFC. The maximum dividend, which may be paid in any twelve-month period without
notification or approval, is limited to the greater of 10% of statutory surplus as of December 31 of the preceding year or the
net gain from operations of the preceding calendar year.

Cash dividends may only be paid out of surplus derived from realized net profits. Based on these limitations, there is capacity
for TLIC to pay a dividend up to $1,245,184 in 2020 without prior approval. In addition, based on those limitations, there is
the capacity for FBLIC to pay a dividend up to $918,511 in 2020 without prior approval. FBLIC paid dividends of $760,347
to TLIC in 2018 but none in 2019. Dividends paid by FBLIC are eliminated in consolidation. TLIC has paid no dividends to
FTFC.

The Company maintains cash and cash equivalents at multiple institutions. The Federal Deposit Insurance Corporation insures
interest and non-interest bearing accounts up to $250,000. Uninsured balances aggregate $18,089,331 and $14,663,402 as of
December 31, 2019 and December 31, 2018, respectively. Other funds are invested in mutual funds that invest in U.S.
government securities. We monitor the solvency of all financial institutions in which we have funds to minimize the exposure
for loss. The Company has not experienced any losses in such accounts.

On November 8, 2019, the Company renewed its $1.5 million line of credit with a bank to provide working capital and funds
for expansion. The terms of the line of credit allows for advances, repayments and re-borrowings through a maturity date of
September 15, 2020. Any outstanding advances will incur interest at a variable interest rate of the prime rate set forth in the
Wall Street Journal plus 1% per annum adjusting monthly based on a 360 day year with a minimum interest rate floor of 5%.

Our cash flows for the years ended December 31, 2019 and 2018 are summarized as follows:

Years Ended December 31, Amount Change

2019 2018 2019 less 2018
Net cash used in operating activities ............ccoceevevenane. $ (65,150,610) $ (8,858,987) $ (56,291,623)
Net cash used in investing activities............c.ccoceverennens (71,789,821) (17,232,910) (54,556,911)
Net cash provided by financing activities...............cc..... 130,486,996 24,261,343 106,225,653
Decrease in Cash........cccvvvvvievieiisecce e (6,453,435) (1,830,554) (4,622,881)
Cash and cash equivalents, beginning of period........ 29,665,605 31,496,159 (1,830,554)
Cash and cash equivalents, end of period.................. $ 23,212,170 $ 29,665,605 $ (6,453,435)
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The $65,150,610 and $8,858,987 cash used in operating activities for the years ended December 31, 2019 and 2018,

respectively, are summarized as follows:

Years Ended December 31,

Amount Change

2019 2018 2019 less 2018

Premiums collected ..o 23,149,802 $ 18,843,535 $ 4,306,267
Net investment income collected............cccovvvieieinieriennnn, 18,235,735 17,033,536 1,202,199
Service fees and other income collected...........cccccvvennene. 1,313,587 542,694 770,893
Death benefits paid........ccccoevviveiviieeice s (5,179,442) (6,374,420) 1,194,978
SUITENdErs PAIG.......ccceieierrieeeeeee e (1,000,447) (913,977) (86,470)
Dividends and endowments paid............ccccovevrericrieinnenn (290,557) (282,029) (8,528)
ComMmMISSIONS PAI .....ovevirviiciiriecree s (12,287,862) (8,176,470) (4,111,392)
Other underwriting, insurance and acquisition expenses

PAIL ..ttt (3,277,801) (8,609,969) 5,332,168
Taxes received (PAId) ......cooevererinieiieeee e 1,802,214 (2,088,374) 3,890,588
Increased (decreased) advances to mortgage loan

(o] T 1 = Lo SRS 506,083 (17,611) 523,694
Increased (decreased) deposits of pending policy

APPHICALIONS ..o (7,359,809) 7,337,074 (14,696,883)
Increased assets held in trust under coinsurance

AQFEEMENT....eviiieieeeieee e s sneeneas (79,594,540) (25,494,700) (54,099,840)
Increased short-term iNVESIMENLS........cccoovveneiienienen (934,716) (348,402) (586,314)
Increased policy 10aNS ..., (216,962) (149,164) (67,798)
INCreased dePOSILS ......cocvrereereiee e - (125,000) 125,000
OENET .t (15,895) (35,710) 19,815

Cash used in operating activities..............cccceveveveeieenns $ (65,150,610) $ (8,858,987) $ (56,291,623)

Please see the consolidated statements of cash flows for the years ended December 31, 2019 and 2018 for a summary of the
components of net cash used in investing activities and net cash provided by financing activities.

Our shareholders’ equity as of December 31, 2019 and 2018 is summarized as follows:
December 31,

December 31, Amount Change

2019 2018 2019 less 2018

Common stock, par value $.01 per share (20,000,000

shares authorized, 8,050,173 issued as of December

31, 2019 and 2018 and 7,802,593 outstanding as of

December 31, 2019 and 2018)........cccccevveverereresienennen, $ 80,502 $ 80,502 $ -
Additional paid-in capital..........cccccooeveriiininiiennseseenn, 28,684,598 28,684,598 -
Treasury stock, at cost (247,580 shares as of December

31,2019 and 2018) .....cvvveverrrriieie e (893,947) (893,947) -
Accumulated other comprehensive income (l0sS)........... 9,616,660 (2,576,631) 12,193,291
Accumulated earnings.........ocooevrereieneneeneeee e 19,930,449 13,830,729 6,099,720

Total shareholders' equity .......c.ccoceeveverireriircrcieicnnen, $ 57,418,262 $ 39,125,251 $ 18,293,011

The increase in shareholders’ equity of $18,293,011 for the year ended December 31, 2019 is due to $12,193,291 in
accumulated other comprehensive income and $6,099,720 in net income.

Shareholders’ equity per common share outstanding increased 46.9% from $5.01 per share as of December 31, 2018 to $7.36
per share as of December 31, 2019, based upon 7,802,593 common shares outstanding as of both December 31, 2019 and
2018.

The liquidity requirements of our life insurance companies are met primarily by funds provided from operations. Premium
and annuity consideration deposits, investment income and investment maturities are the primary sources of funds, while
investment purchases, policy benefits, and operating expenses are the primary uses of funds. There were no liquidity issues
in 2019 or 2018. Our investments include marketable debt securities that could be readily converted to cash for liquidity
needs. We are subject to various market risks. The quality of our investment portfolio and the current level of shareholders’
equity continue to provide a sound financial base as we strive to expand our marketing to offer competitive products.
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Our investment portfolio had unrealized appreciation (depreciation) on available-for-sale securities of $12,192,831 and
($3,271,683) as of December 31, 2019 and 2018, respectively, prior to the impact of income taxes and deferred acquisition
cost adjustments. An increase of $16,454,021 in unrealized gains arising for year ended December 31, 2019 and 2019 net
realized investment gains of $989,507 originating from the sale and call activity for fixed maturity securities available-for-
sale resulting in net unrealized gains on investments of $15,464,514.

A primary liquidity concern is the risk of an extraordinary level of early policyholder withdrawals. We include provisions
within our insurance policies, such as surrender charges, that help limit and discourage early withdrawals. Individual life
insurance policies are less susceptible to withdrawal than annuity reserves and deposit liabilities because policyholders may
incur surrender charges and undergo a new underwriting process in order to obtain a new insurance policy. Cash flow
projections and cash flow tests under various market interest rate scenarios are also performed annually to assist in evaluating
liquidity needs and adequacy. We currently anticipate that available liquidity sources and future cash flows will be adequate
to meet our needs for funds.

One of our significant risks relates to the fluctuations in interest rates. Regarding interest rates, the value of our available-for-
sale fixed maturity securities investment portfolio will increase or decrease in an inverse relationship with fluctuations in
interest rates, while net investment income earned on newly acquired available-for-sale fixed maturity securities increases or
decreases in direct relationship with interest rate changes.

From an income perspective, we are exposed to rising interest rates which could be a significant risk, as TLIC's and FBLIC’s
annuity business is impacted by changes in interest rates. Life insurance company policy liabilities bear fixed rates. From a
liquidity perspective, our fixed rate policy liabilities are relatively insensitive to interest rate fluctuations. We believe gradual
increases in interest rates do not present a significant liquidity exposure for the life insurance policies and annuity contracts.
We maintain conservative durations in our fixed maturity portfolio.

As of December 31, 2019, cash and cash equivalents, short-term investments, the fair value of fixed maturity available-for-
sale securities with maturities of less than one year and the fair value of lottery receivables with maturities of less than one
year equaled 8.9% of total policy liabilities. If interest rates rise significantly in a short time frame, there can be no assurance
that the life insurance industry, including the Company, would not experience increased levels of surrenders and reduced
sales, and thereby be materially adversely affected.

In addition to the measures described above, TLIC and FBLIC must comply with the National Association of Insurance
Commissioners promulgated Standard Valuation Law ("SVL") which specifies minimum reserve levels and prescribes
methods for determining them, with the intent of enhancing solvency. Upon meeting certain tests, which TLIC and FBLIC
met during 2019, the SVL also requires the Company to perform annual cash flow testing for TLIC and FBLIC. This testing
is designed to ensure that statutory reserve levels will maintain adequate protection in a variety of potential interest rate
scenarios. The Actuarial Standards Board of the American Academy of Actuaries also requires cash flow testing as a basis
for the actuarial opinion on the adequacy of the reserves which is a required part of the annual statutory reporting process.

Our marketing plan could be modified to emphasize certain product types and reduce others. New business levels could be
varied in order to find the optimum level. We believe that our current liquidity, current bond portfolio maturity distribution
and cash position give us substantial resources to administer our existing business and fund growth generated by direct sales.

The operations of TLIC and FBLIC may require additional capital contributions to meet statutory capital and surplus
requirements mandated by state insurance departments. Life insurance contract liabilities are generally long term in nature
and are generally paid from future cash flows or existing assets and reserves. We will service other expenses and commitments
by: (1) using available cash, (2) dividends from TLIC and FBLIC that are limited by law to the greater of prior year net
operating income or 10% of prior year-end surplus unless specifically approved by the controlling insurance department, (3)
public and private offerings of our common stock and (4) corporate borrowings, if necessary.

Effective January 1, 2019, the Company entered into a revised advance agreement with one loan originator. As of December
31, 2019, the Company has outstanding advances to this loan originator totaling $4,436,787. The advances are secured by
$7,032,420 of residential mortgage loans on real estate that are assigned to the Company. The Company has committed to
fund up to an additional $2,063,213 to the loan originator that would result in additional security in the form of residential
mortgage loans on real estate to be assigned to the Company.

31



Effective January 1, 2019, the Company also entered into a revised escrow agreement with the same loan originator.
According to the revised terms of the escrow agreement, as of December 31, 2019, $798,753 of additional and secured
residential mortgage loan balances on real estate are held in escrow by the loan originator. As of December 31, 2019,
$489,965 of that escrow amount is available to the Company as additional collateral on $4,436,787 of advances to the loan
originator. The remaining December 31, 2019 escrow amount of $308,788 is available to the Company as additional collateral
on its investment of $61,757,602 in residential mortgage loans on real estate.

We are not aware of any commitments or unusual events that could materially affect our capital resources. We are not aware
of any current recommendations by any regulatory authority which, if implemented, would have a material adverse effect on
our liquidity, capital resources or operations. We believe that our existing cash and cash equivalents as of December 31, 2019
will be sufficient to fund our anticipated operating expenses.

Off-Balance Sheet Arrangements
The Company does not have any off-balance sheet arrangements.
SPECIAL NOTE CONCERNING FORWARD-LOOKING STATEMENTS

Certain statements contained herein are forward-looking statements. The forward-looking statements are made pursuant to
the “safe harbor” provisions of the Private Securities Litigation Reform Act of 1995, and include estimates and assumptions
related to economic, competitive and legislative developments. Forward-looking statements may be identified by words such
as “expects,” “intends,” “anticipates,” “plans,” “believes,” “estimates,” “will” or words of similar meaning; and include, but
are not limited to, statements regarding the outlook of our business and financial performance. These forward-looking
statements are subject to change and uncertainty, which are, in many instances, beyond our control and have been made based
upon our expectations and beliefs concerning future developments and their potential effect upon us. There can be no
assurance that future developments will be in accordance with our expectations, or that the effect of future developments on
us will be as anticipated. These forward-looking statements are not a guarantee of future performance and involve risks and
uncertainties. There are certain important factors that could cause actual results to differ, possibly materially, from
expectations or estimates reflected in such forward-looking statements. These factors include among others:

e general economic conditions and financial factors, including the performance and fluctuations of fixed income,
equity, real estate, credit capital and other financial markets;

e differences between actual experience regarding mortality, morbidity, persistency, surrenders, investment returns,
and our pricing assumptions establishing liabilities and reserves or for other purposes;

e the effect of increased claims activity from natural or man-made catastrophes, pandemic disease, or other events
resulting in catastrophic loss of life;

e adverse determinations in litigation or regulatory matters and our exposure to contingent liabilities, including and
in connection with our divestiture or winding down of businesses such as FTCC;

e inherent uncertainties in the determination of investment allowances and impairments and in the determination of

the valuation allowance on the deferred income tax asset;

investment losses and defaults;

competition in our product lines;

attraction and retention of qualified employees and agents;

ineffectiveness of risk management policies and procedures in identifying, monitoring and managing risks;

the availability, affordability and adequacy of reinsurance protection;

the effects of emerging claim and coverage issues;

the cyclical nature of the insurance business;

interest rate fluctuations;

changes in our experiences related to deferred policy acquisition costs;

the ability and willingness of counterparties to our reinsurance arrangements and derivative instruments to pay

balances due to us;

impact of medical epidemics and viruses;

domestic or international military actions;

the effects of extensive government regulation of the insurance industry;

changes in tax and securities law;

changes in statutory or U.S. generally accepted accounting principles (“GAAP”), practices or policies;
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regulatory or legislative changes or developments;

the effects of unanticipated events on our disaster recovery and business continuity planning;

failures or limitations of our computer, data security and administration systems;

risks of employee error or misconduct;

the assimilation of life insurance businesses we acquire and the sound management of these businesses; and
the availability of capital to expand our business.

It is not our corporate policy to make specific projections relating to future earnings, and we do not endorse any projections
regarding future performance made by others. In addition, we do not publicly update or revise forward-looking statements
based on the outcome of various foreseeable or unforeseeable developments.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and
Shareholders of First Trinity Financial Corporation

Opinion on the Financial Statements

We have audited the accompanying consolidated statements of financial position of First Trinity Financial Corporation and
Subsidiaries (the Company) as of December 31, 2019 and 2018, and the related consolidated statements of operations,
comprehensive income (loss), changes in shareholders’ equity, and cash flows for each of the years in the two-year period
ended December 31, 2019, and the related notes (collectively referred to as the financial statements). In our opinion, the
consolidated financial statements present fairly, in all material respects, the financial position of the Company as of December
31, 2019 and 2018, and the results of its operations and its cash flows for each of the years in the two-year period ended
December 31, 2019, in conformity with accounting principles generally accepted in the United States of America.

Basis for Opinion

These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on the Company’s consolidated financial statements based on our audits. We are a public accounting firm
registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and are required to be
independent with respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and
regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement,
whether due to error or fraud. The Company is not required to have, nor were we engaged to perform, an audit of its internal
control over financial reporting. As part of our audits, we are required to obtain an understanding of internal control over
financial reporting, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control
over financial reporting. Accordingly, we express no such opinion.

Our audits included performing procedures to assess the risks of material misstatement of the financial statements, whether
due to error or fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test
basis, evidence regarding the amounts and disclosures in the consolidated financial statements. Our audits also included
evaluating the accounting principles used and significant estimates made by management, as well as evaluating the overall
presentation of the financial statements. We believe that our audits provide a reasonable basis for our opinion.

/sl Kerber, Eck & Braeckel LLP
We have served as the Company’s auditor since 2004.

Springfield, Illinois
March 11, 2020
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First Trinity Financial Corporation and Subsidiaries
Consolidated Statements of Financial Position

December 31,

December 31,

2019 2018
Assets
Investments
Available-for-sale fixed maturity securities at fair value (amortized cost:

$166,760,448 and $134,414,517 as of December 31, 2019 and 2018,

TESPECTIVELY) ottt $ 178,951,324 $ 131,152,199
Auvailable-for-sale preferred stock at fair value (cost: $49,945 and $99,945 as of

December 31, 2019 and 2018, reSpectiVely)........cccvviiieiiiiniie e 51,900 90,580
Equity securities at fair value (cost: $180,194 and $187,122 as of December 31,

2019 and 2018, reSPECLIVEIY) ....ccueiuieieieriesie et e 201,024 198,668
Mortgage 10ans 0N real ESTALE.........c.civeriiie i 162,404,640 130,049,610
INVESEMENE FEAI ESLALE ......vevieeiieeieiicie s 1,951,759 2,392,031
o] T oy VA [0V SR 2,026,301 1,809,339
ShOrt-term INVESIMENTS .....oveiiiiieiieiei ettt 1,831,087 896,371
Other 10Ng-term INVESIMENTS .......cveieiererere e nne 71,824,480 59,255,477

TOtaAl INVESIMENTS.....cviitiiciiie et ene 419,242,515 325,844,275

Cash and €ash eQUIVAIENTS .........ccccviiieeieierc e 23,212,170 29,665,605
AcCCrued INVESTMENT INCOME.......couii ettt ettt e et e e ereeebe e ereesbee s 5,207,823 2,672,978
RecOVErable frOm FBINSUIETS.......cvviiceiiciie ettt ettt e b 1,244,733 2,323,157
Assets held in trust under coOiNSUraNCe agreeMENt .........cocvvvveeierierene e 105,089,240 25,494,700
Agents' balances and du PreMiUMS ........cooiiieiirereee e 1,618,115 1,418,916
Deferred policy aCqUISITION COSES........ouiiiiriiiiriirierie et 38,005,639 29,681,737
Value of insurance bUSINESS ACUUITEM .........ccoieriiirieieieriee e 4,891,448 5,185,870
(@] 11T g T £SO 6,424,691 11,219,612
QL] 7= L= TS OSSPSR $ 604,936,374 $ 433,506,850
Liabilities and Shareholders' Equity
Policy liabilities
Policyholders' account BalanCes...........cccoveiiiiiiiieseceece e $ 363,083,838 $ 297,168,411
Future PoliCy DENETILS........coviii i 65,015,390 56,261,507
o] T oy Vol = U131 SRS 1,399,393 1,102,257
Other Policy HabIltIES.......ccvvvieceeec e 132,975 72,559
Total policy HabilItieS.......ccoiiiiiiie e 429,631,596 354,604,734
Funds withheld under coinSUrance agreemMeNt...........ccovvivrveeereeresesese e seseeee e 105,638,974 29,285,119
Deferred federal iINCOME tAXES ........eveireieireieere e 6,345,918 2,373,478
Other THADTHEIES ....eoviveicie e 5,901,624 8,118,268
TOtaAl TADIIITIES ..o e et 547,518,112 394,381,599
Shareholders' equity
Common stock, par value $.01 per share (20,000,000 shares authorized, 8,050,173

issued as of December 31, 2019 and 2018 and 7,802,593 outstanding as of

December 31, 2019 and 2018).......ccvcvrveiiirieiiirieesre e 80,502 80,502
Additional paid-in Capital...........coooiiiiiiii 28,684,598 28,684,598
Treasury stock, at cost (247,580 shares as of December 31, 2019 and 2018)........... (893,947) (893,947)
Accumulated other comprehensive iNCOMEe (10SS)........cvverererererienieieriee e 9,616,660 (2,576,631)
AcCUMUIALE BAMMINGS ...cvveiiviie et 19,930,449 13,830,729

Total Shareholders” EQUILY ........ccoieiiiiiee e e 57,418,262 39,125,251
Total liabilities and shareholders’ eQUILY ...........ccooriiieriie i $ 604,936,374 $ 433,506,850

See notes to consolidated financial statements.
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First Trinity Financial Corporation and Subsidiaries
Consolidated Statements of Operations

Years Ended December 31,

2019 2018
Revenues
PIEMIUMS 1.ttt ettt e bbb b e st bbbttt r e e s nn s $ 23,125,090 $ 18,822,517
NEt INVESTMENT INCOME .....oviiiiiiieieeie e 24,370,040 19,609,386
Net realized INVESIMENT QAINS ........cviveieieiere e 967,978 266,498
SBIVICE TEES ...ttt 1,087,181 465,528
(01 T T (ot 1 1 [T USRI 226,406 77,166
QLI 7= LI =AY 0 TR 49,776,695 39,241,095
Benefits, Claims and Expenses
Benefits and claims
Increase in future policy DENETILS .......coiiiiiiie e 8,769,777 6,634,114
Death DENETILS ..c.vicei e e e 6,555,001 5,345,707
]8T =T o [T SRS RRTRPPPR 1,000,447 913,977
Interest credited to POlICYNOIErS ......cviviiieiiiicc e 11,782,286 9,282,425
Dividend, endowment and supplementary life contract benefits.............ccccceeinnnnenn. 287,946 279,660
Total benefits and ClAIMS ......coooiiiiec e 28,395,457 22,455,883
Policy acquisition costs deferred...........ccovviiiieiiiiiiie i (12,369,350) (8,527,380)
Amortization of deferred policy acquisition COSES..........ccvvvvivrivrriiesieeie e 4,015,480 3,515,624
Amortization of value of insurance business acquired............ccocvvvveveieereererereneens 294,422 340,775
COMIMISSIONS ..ttt ettt b et b et s b et et b et st b et nrene et 12,125,929 8,228,279
Other underwriting, insurance and acquisition eXPENSES ...........ccovvereierereieneneiens 9,095,141 6,623,647
QLI =Y o< TSP 13,161,622 10,180,945
Total benefits, claims and EXPENSES .......cccvivrieiieie i 41,557,079 32,636,828
Income before total federal iNCOMe tax EXPENSE ......ccevvevvvrervsire e 8,219,616 6,604,267
Current federal iINCOME taX EXPENSE.....c.uviveieeieierierie e stese e ee e e see e stesresreeseeneeneens 1,388,711 100,075
Deferred federal iNCOME taX EXPENSE. .......eierirrireeieierenie et se e see e seeenes 731,185 1,362,046
Total federal iINCOME taX EXPENSE .....c.vevvervirieriereeieeeeeeee e et se et eree e neeseeseenes 2,119,896 1,462,121
[IT=] TR To7o ] 1 0= $ 6,099,720 5,142,146
Net income per common share basic and diluted ..o $ 0.78 0.66

See notes to consolidated financial statements.
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First Trinity Financial Corporation and Subsidiaries
Consolidated Statements of Comprehensive Income (Loss)

NEt INCOME.....eiiciiiiieceee e

Other comprehensive income (loss)

Total net unrealized investment gains (losses) arising during the period ....................
Cumulative effect, adoption of accounting guidance for equity securities...................

Less net realized investment gains..................
Net unrealized investment gains (losses) ....
Adjustment to deferred acquisition costs ....

Other comprehensive income (loss) before federal income tax expense (benefit)...

Federal income tax expense (benefit) .............

Total other comprehensive income (loss)

Total comprehensive income (l0ss) ..........

See notes to consolidated financial statements.
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Years Ended December 31,

2019 2018
6,099,720 $ 5,142,146
16,454,021 (9,087,572)

- (68,508)

989,507 246,078
15,464,514 (9,402,158)
29,968 (114,079)
15,434,546 (9,288,079)
3,241,255 (1,950,497)
12,193,291 (7,337,582)
18,293,011 $  (2,195,436)




First Trinity Financial Corporation and Subsidiaries
Consolidated Statements of Changes in Shareholders' Equity
Years Ended December 31, 2019 and 2018

Common Accumulated
Stock Additional Other Total
$.01 Par Paid-in Treasury  Comprehensive Accumulated Shareholders'
Value Capital Stock Income (L0ss) Earnings Equity
Balance as of January 1,2018.. $ 80,502 $28,684,598 $ (893,947) $ 4,760,951 $ 8,620,075 $ 41,252,179
Comprehensive loss:
Net inCome ......coceevvvvcveernnnene - - - - 5,142,146 5,142,146
Cumulative effect, adoption
of accounting guidance for
equity securities................ - - - - 68,508 68,508
Other comprehensive loss ... - - - (7,337,582) - (7,337,582)
Balance as of December 31,
2018 ... $ 80,502 $28,684,598 $ (893,947) $ (2,576,631) $ 13,830,729 $ 39,125,251
Comprehensive income:
Net iINnCOMe .......coocevviveinnene - - - - 6,099,720 6,099,720
Other comprehensive
INCOME ...covveeeieee e - - - 12,193,291 - 12,193,291
Balance as of December 31,
2019 . $ 80,502 $28,684,598 $ (893,947) $ 9,616,660 $ 19,930,449 $ 57,418,262

See notes to consolidated financial statements.
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First Trinity Financial Corporation and Subsidiaries
Consolidated Statements of Cash Flows

Years Ended December 31,

2019 2018
Operating activities
INEEINCOME ..ottt r e r e $ 6,099,720 $ 5,142,146
Adjustments to reconcile net income to net cash used in operating activities:
Provision for depreCiation ... 145,488 145,488
Accretion of diSCOUNt 0N INVESIMENTS ......eeeiieeee et e e e e e e e eeee s (4,636,264) (3,927,602)
Net realized INVESIMENT JAINS .......viiiiiiiiiiii e (967,978) (266,498)
Amortization of policy aCQUISITION COSE ........ccevvevierieieierceee e 4,015,480 3,515,624
Policy acquisition COSt deferred ..........ocovviviiiiineneieeee e (12,369,350) (8,527,380)
Amortization of 10an origination fEES .........ccevv e 25,717 39,416
Amortization of value of insurance business acquired...........cccocevvvivviniiiiiniinnnnn, 294,422 340,775
Allowance for mortgage 10an 10SSES .......cuviverieieeriere e 81,212 81,351
Provision for deferred federal inCOME taX EXPENSE ......cvcviiiviiinviiinenesesieseseniens 731,185 1,362,046
Interest credited t0 POlICYNOIAEIS .........coviiiiiiiiiic s 11,782,286 9,282,425
Change in assets and liabilities:
0] 1oV o} o SR (216,962) (149,164)
ShOrt-termM INVESIMENTS......eeieieieieieee e (934,716) (348,402)
Accrued iNVESTMENT INCOIME .......ccvvirierreie e e e se e e st e e ae e e e ens (2,534,845) (128,015)
Recoverable from FEINSUIEIS. ...t 1,078,424 (982,457)
Assets held in trust under coinsurance agreement (79,594,540) (25,494,700)
Agents' balances and due PremilmS .........oveveeeieninienesese s (199,199) 66,389
Other assets (excludes change in receivable for securities sold of ($33,600)
and ($331,012) in 2019 and 2018, reSpectively) .......ccccvevvevveiverveieinaianannas 4,761,321 (630,054)
Future policy DENETIS ......cviiiiiiii 8,753,883 6,598,408
POLCY ClAIMS ..ottt 297,136 (46,256)
Other policy Habilities .........ccvviiiiiiiii s 60,416 4,069
Other liabilities (excludes change in payable of securities purchased of
($393,198) and ($68,838) in 2019 and 2018, respectively) ........ccorvvveuenen. (1,823,446) 5,063,404
Net cash used in OPerating aCtiVitieS........ccccvvierieriieiesesesese e (65,150,610) (8,858,987)
Investing activities
Purchases of fixed Maturity SECUFILIES.......ccvververierieiereieieeie e (65,657,914) (13,191,134)
Maturities of fixed Maturity SECUMLIES ........cooereriirereeeeee s 4,525,000 5,076,000
Sales of fixed MAtUrity SECUMTIES ..o.vvveieieieieieiee e 29,175,106 16,961,796
Purchases of eqUItY SECUITIES .......cviiiiiiiieisieee e (115,357) (76,127)
Sales Of EQUILY SECUITIES ......viuvieiiieiiieises ettt es 19,371 361,947
JOINt VENTUIE AISEIIDULION ....vveeieee ettt ettt e e e et et e e e s e e eeeessanennes 115,286 55,710
Sales Of Preferred StOCK........oviiiieiece e 50,000 -
Purchases of Mortgage l0aNS........c.ovvvveiviieie e (74,689,461) (63,066,644)
Payments 0N MOrtgage [0aNS..........cuiviiiiiiiiiiiii e see s 42,502,954 35,461,456
Purchases of other 1ong-term iNVESIMENTS.........cccooeiiririnenereeree e (18,605,374) (9,143,277)
Collections on other long-term investments 10,899,349 9,700,500
SAIES OF TBAI BSEALE.....cieeeeeee ettt et e e e e et e e e e e e e e e e e e e e s erraeees 350,817 364,689
Net change in receivable and payable for securities sold and purchased................. (359,598) 262,174
Net cash used in INVESEING ACTIVITIES ........coveiiiiiiiiiieeeeee e (71,789,821) (17,232,910)
Financing activities
Policyholders' aCCOUNt ABPOSIES. ......civeiverierieieieriesieie e 163,781,048 54,957,500
Policyholders' account Withdrawals ...........ccocoviiiiinininineneeeeeee e (33,294,052) (30,696,157)
Net cash provided by finanCing aCtiVities...........ccooeiirinineieeeee e 130,486,996 24,261,343
Decrease in cash and cash eqUIVAIENTS.............cooviiiiriineieeeeeee e (6,453,435) (1,830,554)
Cash and cash equivalents, beginning of Period...........cccevvereiieiieiiniiniisie s 29,665,605 31,496,159
Cash and cash equivalents, end of PEriod.........ccevivirrieieie e $ 23,212,170 $ 29,665,605

See notes to consolidated financial statements.

40



First Trinity Financial Corporation and Subsidiaries
Consolidated Statements of Cash Flows (continued)
Supplemental Disclosure — Cash and Non-Cash Impact on Operating, Investing and Financing Activities

During 2019 and 2018, the Company foreclosed on residential mortgage loans of real estate totaling $99,218 and $467,593,
respectively, and transferred those properties to investment real estate that are now held for sale.

In conjunction with these foreclosures, the non-cash impact on investing activities is summarized as follows:

Year Ended Year Ended
December 31, December 31,
2019 2018
Reductions in mortgage loans due to fOorecloSure...........cocoveeeiencieninnseeiene $ 99,218 $ 467,593
Investment real estate held-for-sale acquired through foreclosure....................... (99,218) (467,593)
Net cash used in INVESLING aCHIVITIES ........cccveieieiicie e $ - $ -

See notes to consolidated financial statements.
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First Trinity Financial Corporation and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 2019 and 2018

1. Organization and Significant Accounting Policies

First Trinity Financial Corporation (the “Company” or “FTFC”) is the parent holding company of Trinity Life Insurance
Company (“TLIC”), Family Benefit Life Insurance Company (“FBLIC”), First Trinity Capital Corporation (“FTCC”) and
Trinity American, Inc. (“TAI”"). The Company was incorporated in Oklahoma on April 19, 2004, for the primary purpose of
organizing a life insurance subsidiary.

The Company owns 100% of TLIC. TLIC owns 100% of FBLIC. TLIC and FBLIC are primarily engaged in the business of
marketing, underwriting and distributing a broad range of individual life insurance and annuity products to individuals.
TLIC’s and FBLIC’s current product portfolio consists of a modified premium whole life insurance policy with a flexible
premium deferred annuity rider, whole life, term, final expense, accidental death and dismemberment and annuity products.
The term products are both renewable and convertible and issued for 10, 15, 20 and 30 years. They can be issued with
premiums fully guaranteed for the entire term period or with a limited premium guarantee. The final expense product is issued
as either a simplified issue or as a graded benefit, determined by underwriting. The TLIC and FBLIC products are sold
through independent agents. TLIC is licensed in the states of Illinois, Kansas, Kentucky, Montana, Nebraska, North Dakota,
Ohio, Oklahoma, Tennessee and Texas. FBLIC is licensed in the states of Alabama, Arizona, Arkansas, Colorado, Georgia,
Illinois, Indiana, Kansas, Kentucky, Louisiana, Michigan, Mississippi, Missouri, Montana, Nebraska, New Mexico, North
Carolina, North Dakota, Ohio, Oklahoma, Pennsylvania, South Dakota, Tennessee, Texas, Utah, Virginia, West Virginia and
Tennessee.

The Company owns 100% of FTCC that was incorporated in 2006, and began operations in January 2007. FTCC provided
financing for casualty insurance premiums for individuals and companies and was licensed to conduct premium financing
business in the states of Alabama, Arkansas, Louisiana, Mississippi and Oklahoma. FTCC has made no premium financing
loans since June 30, 2012.

The Company owns 100% of TAI (formerly known as Citizens American Life, Inc.). TAIl was incorporated in Barbados,
West Indies on March 24, 2016 for the primary purpose of forming a life insurance company producing United States (U.S.)
dollar denominated life insurance policies and annuity contracts outside of the United States and Barbados. TAl is licensed
as an Exempt Insurance Company under the Exempt Insurance Act of Barbados. TAI was initially involved in developing
life insurance and annuity contracts through an association with distribution channels but is now issuing life insurance policies
and annuity contracts. The Company’s acquisition of TAIl was formally approved by Barbados regulators and the
certifications were received in 2019.

Company Capitalization

The Company raised $1,450,000 from two private placement stock offerings during 2004 and $25,669,480 from two public
stock offerings and one private placement stock offering from June 22, 2005 through February 23, 2007; June 29, 2010
through April 30, 2012 and August 15, 2012 through March 8, 2013. The Company issued 7,347,488 shares of its common
stock and incurred $3,624,518 of offering costs during these private placements and public stock offerings. The Company
also issued 702,685 shares of its common stock in connection with two stock dividends paid to shareholders in 2011 and
2012.

During 2012, 2013, 2014 and 2015, the Company repurchased 247,580 shares of its common stock at a total cost of $893,947
from former members of the Board of Directors including the former Chairman of the Board of Directors, a former agent, the
former spouse of the Company’s current Chairman, Chief Executive Officer and President and a charitable organization
where a former member of the Board of Directors had donated shares of the Company’s common stock.

Acquisition of Other Companies
On December 23, 2008, FTFC acquired 100% of the outstanding common stock of First Life America Corporation (“FLAC”)
from an unaffiliated company. The acquisition of FLAC was accounted for as a purchase. The aggregate purchase price for

FLAC was $2,695,234 including direct costs associated with the acquisition of $195,234. The acquisition of FLAC was
financed with the working capital of FTFC.
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First Trinity Financial Corporation and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 2019 and 2018

1. Organization and Significant Accounting Policies (continued)

On December 31, 2008, FTFC made FLAC a 15 year loan in the form of a surplus note in the amount of $250,000 with an
interest rate of 6% payable monthly, that was approved by the Oklahoma Insurance Department (“OID”). This surplus note
is eliminated in consolidation.

On August 31, 2009, two of the Company’s subsidiaries, Trinity Life Insurance Company (“Old TLIC”) and FLAC, were
merged, with FLAC being the surviving company. Immediately following the merger, FLAC changed its name to TLIC.

On December 28, 2011, TLIC acquired 100% of the outstanding common stock of FBLIC from FBLIC’s shareholders. The
acquisition of FBLIC was accounted for as a purchase. The aggregate purchase price for the acquisition of FBLIC was
$13,855,129. The acquisition of FBLIC was financed with the working capital of TLIC.

On April 28, 2015, the Company acquired a block of life insurance policies and annuity contracts according to the terms of
an assumption reinsurance agreement. The Company acquired assets of $3,644,839, assumed liabilities of $3,055,916 and
recorded a gain on reinsurance assumption of $588,923.

On April 3, 2018, FTFC acquired 100% of the outstanding stock of TAI domiciled in Barbados, West Indies. The Barbados
regulators approved the acquisition and supplied certifications during 2019. The aggregate purchase price for the acquisition
of TAIl was $250,000. The acquisition of TAI was financed with the working capital of FTFC.

Basis of Presentation

The accompanying consolidated financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of America ("U.S. GAAP").

Principles of Consolidation

The consolidated financial statements include the accounts and operations of the Company and its subsidiaries. All
intercompany accounts and transactions are eliminated in consolidation.

Reclassifications

Certain reclassifications have been made in the prior year financial statements to conform to current year classifications.
These reclassifications had no effect on previously reported net income or shareholders' equity.

Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and accompanying notes. Although these estimates
are based on management’s knowledge of current events and actions it may undertake in the future, they may ultimately
differ from actual results.

Investments

Fixed maturity securities comprised of bonds and preferred stocks are classified as available-for-sale and are carried at fair
value with unrealized gains and losses, net of applicable income taxes, reported in accumulated other comprehensive income.
The amortized cost of fixed maturity securities available-for-sale is adjusted for amortization of premium and accretion of
discount to maturity.

Interest income on fixed maturity securities, as well as the related amortization of premium and accretion of discount, is
included in net investment income under the effective yield method. Dividend income on preferred stocks are recognized in
net investment income when declared. The amortized cost of fixed maturity securities available-for-sale and the cost of
preferred stocks are written down to fair value when a decline in value is considered to be other-than-temporary.

43



First Trinity Financial Corporation and Subsidiaries
Notes to Consolidated Financial Statements
December 31, 2019 and 2018

1. Organization and Significant Accounting Policies (continued)

The Company evaluates the difference between the cost or amortized cost and estimated fair value of its fixed maturity and
preferred stock investments to determine whether any decline in value is other-than-temporary in nature. This determination
involves a degree of uncertainty. If a decline in the fair value of a security is determined to be temporary, the decline is
recorded as an unrealized loss in stockholders' equity. If a decline in a security's fair value is considered to be other-than-
temporary, the Company then determines the proper treatment for the other-than-temporary impairment.

For fixed maturity securities available-for-sale, the amount of any other-than-temporary impairment related to a credit loss is
recognized in earnings and reflected as a reduction in the cost basis of the security; and the amount of any other-than-
temporary impairment related to other factors is recognized in other comprehensive income (loss) with no change to the cost
basis of the security. For preferred stocks available-for-sale, the amount of any other-than-temporary impairment is
recognized in earnings and reflected as a reduction in the cost basis of the security.

The assessment of whether a decline in fair value is considered temporary or other-than-temporary includes management's
judgment as to the financial position and future prospects of the entity issuing the security. It is not possible to accurately
predict when it may be determined that a specific security will become impaired. Future adverse changes in market
conditions, poor operating results of underlying investments and defaults on mortgage loan payments could result in losses
or an inability to recover the current carrying value of the investments, thereby possibly requiring an impairment charge in
the future.

Likewise, if a change occurs in the Company’s intent to sell temporarily impaired securities prior to maturity or recovery in
value, or if it becomes more likely than not that the Company will be required to sell such securities prior to recovery in value
or maturity, a future impairment charge could result.

If an other-than-temporary impairment related to a credit loss occurs with respect to a bond, the Company amortizes the
reduced book value back to the security's expected recovery value over the remaining term of the bond. The Company
continues to review the security for further impairment that would prompt another write-down in the value.

Equity securities are comprised of mutual funds and common stocks and are carried at fair value. The associated unrealized
gains and losses are included in net realized investment gains (losses). Dividends from these investments are recognized in
net investment income when declared.

Mortgage loans are carried at unpaid balances, net of unamortized premium or discounts. Interest income and the amortization
of premiums or discounts are included in net investment income. Mortgage loan fees, certain direct loan origination costs,
and purchase premiums and discounts on loans are recognized as an adjustment of yield by the interest method based on the
contractual terms of the loan. In certain circumstances, prepayments may be anticipated. The Company has established a
valuation allowance for mortgage loans on real estate that are not supported by funds held in escrow.

Investment real estate in buildings held for the production of income is carried at cost less accumulated depreciation.
Depreciation on investment real estate in buildings held for the production of income is calculated over an estimated useful
life of 19 years. Investment real estate in land held for both the production of income and for sale is carried at cost. Investment
real estate obtained through foreclosure on mortgage loans on real estate is carried at the lower of acquisition cost or net
realizable value.

Policy loans are carried at unpaid principal balances. Interest income on policy loans is recognized in net investment income
at the contract interest rate when earned.

Other long term investments are comprised of lottery prize receivables and are carried at amortized cost. Interest income and
the accretion of discount are included in net investment income.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, amounts due from banks and money market instruments.
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Short-term investments

Short-term investments include funds that have a maturity of more than 90 days but less than one year at the date of purchase.
Investment Income and Realized Gains and Losses on Sales of Investments

Interest and dividends earned on investments are included in net investment income. Realized gains and losses on sales of
investments are recognized in operations on the specific identification basis.

Deferred Policy Acquisition Costs

Commissions and other acquisition costs which vary with and are primarily related to the successful production of new
business are deferred and amortized in a systematic manner based on the related contract revenues or gross profits as
appropriate. Recoverability of deferred acquisition costs is evaluated periodically by comparing the current estimate of the
present value of expected pretax future profits to the unamortized asset balance. If this current estimate is less than the existing
balance, the difference is charged to expense.

Deferred acquisition costs for the successful production of traditional life insurance contracts are deferred to the extent
deemed recoverable and amortized over the premium paying period of the related policies using assumptions consistent with
those used in computing future policy benefit liabilities. Deferred acquisition costs related to the successful production of
insurance and annuity products that subject the Company to mortality or morbidity risk over a period that extends beyond the
period or periods in which premiums are collected and that have terms that are fixed and guaranteed (i.e., limited-payment
long-duration annuity contracts) are deferred to the extent deemed recoverable and amortized in relation to the present value
of actual and expected gross profits on the policies.

To the extent that realized gains and losses on fixed income securities result in adjustments to deferred acquisition costs
related to insurance and annuity products, such adjustments are reflected as a component of the amortization of deferred
acquisition costs. Deferred acquisition costs related to limited-payment long-duration insurance and annuity contracts are
also adjusted, net of tax, for the change in amortization that would have been recorded if the unrealized gains (losses) from
available-for-sale securities had actually been realized. This adjustment is included in the change in net unrealized
appreciation (depreciation) on available-for-sale securities, a component of “Accumulated Other Comprehensive Income
(Loss)” in the shareholders’ equity section of the statement of financial position.

Allowance for Loan Losses from Mortgage Loans

The allowance for possible loan losses from investments in mortgage loans on real estate is a reserve established through a
provision for possible loan losses charged to expense which represents, in the Company’s judgment, the known and inherent
credit losses existing in the residential and commercial mortgage loan portfolio. The allowance, in the judgment of the
Company, is necessary to reserve for estimated loan losses inherent in the residential and commercial mortgage loan portfolios
and reduces the carrying value of investments in mortgage loans on real estate to the estimated net realizable value on the
consolidated statement of financial position.

While the Company utilizes its best judgment and information available, the ultimate adequacy of the allowance is dependent
upon a variety of factors beyond the Company’s control, including the performance of the residential and commercial
mortgage loan portfolios, the economy and changes in interest rates. The Company’s allowance for possible mortgage loan
losses consists of specific valuation allowances established for probable losses on specific loans and a portfolio reserve for
probable incurred but not specifically identified loans.

Mortgage loans are considered impaired when, based on current information and events, it is probable that the Company will
be unable to collect the scheduled payments of principal or interest when due according to the contractual terms of the
mortgage loan agreement. Factors considered by the Company in determining impairment include payment status, collateral
value of the real estate subject to the mortgage loan, and the probability of collecting scheduled principal and interest
payments when due.
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Mortgage loans that experience insignificant payment delays and payment shortfalls generally are not classified as impaired.
The Company determines the significance of payment delays and shortfalls on a case-by-case basis, taking into consideration
all of the circumstances surrounding the mortgage loan and the borrower, including the length of the delay, the reasons for
the delay, the borrower’s prior payment record, and the amount of the shortfall in relation to the principal and interest owed.
Impairment is measured on a loan-by-loan basis.

Property and Equipment

Property and equipment are carried at cost less accumulated depreciation or amortization. Office furniture, equipment and
computer software is recorded at cost or fair value at acquisition less accumulated depreciation or amortization using the
straight-line method over the estimated useful life of the respective assets of three to ten years. Leasehold improvements are
recorded at cost and depreciated over the remaining non-cancellable lease term.

Reinsurance

The Company cedes reinsurance under various agreements allowing management to control exposure to potential losses
arising from large risks and providing additional capacity for growth. Estimated reinsurance recoverable balances are reported
as assets and are recognized in a manner consistent with the liabilities related to the underlying reinsured ceded contracts.
The Company also assumes reinsurance under various agreements allowing management to increase growth in assets and
profitability. Estimated reinsurance payable balances are reported as liabilities and are recognized in a manner consistent with
the assets related to the underlying assumed reinsurance contracts.

Value of Insurance Business Acquired

As aresult of the Company’s purchases of FLAC and FBLIC, an asset was recorded in the application of purchase accounting
to recognize the value of acquired insurance in force. The Company’s value of acquired insurance in force is an intangible
asset with a definite life and is amortized under Financial Accounting Standards Board (“FASB”) guidance. The value of
acquired insurance in force is amortized primarily over the emerging profit of the related policies using the same assumptions
that were used in computing liabilities for future policy benefits.

For the amortization of the value of acquired insurance in force, the Company periodically reviews its estimates of gross
profits. The most significant assumptions involved in the estimation of gross profits include interest rate spreads, future
financial market performance, business surrender/lapse rates, mortality and morbidity, expenses and the impact of realized
investment gains and losses. In the event actual experience differs significantly from assumptions or assumptions are
significantly revised, the Company is required to record a charge or credit to amortization expense for the period in which an
adjustment is made.

As of December 31, 2019 and 2018, there was $3,848,430 and $3,554,008, respectively, of accumulated amortization of the
value of insurance business acquired due to the purchases of FLAC and FBLIC. The Company expects to amortize the value
of insurance business acquired by the following amounts over the next five years: $275,501 in 2020, $257,083 in 2021,
$237,034 in 2022, $226,150 in 2023 and $216,735 in 2024.

Other Assets and Other Liabilities

Other assets consist primarily of advances to mortgage loan originator, receivable for securities sold, federal and state income
taxes recoverable, accrual of mortgage loan and long-term investment payments due, guaranty funds, notes receivable,
prepaid assets, deposits, other receivables and property and equipment.

Other liabilities consist primarily of accrued expenses payable, accounts payable, remittance and suspense items not allocated,

payable for securities purchased, guaranty fund assessments, unclaimed funds, deferred revenue, unearned investment
income, withholdings, escrows and other payables.
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Policyholders’” Account Balances

The Company’s liability for policyholders’ account balances represents the contract value that has accrued to the benefit of
the policyholder as of the financial statement date. This liability is generally equal to the accumulated account deposits plus
interest credited less policyholders’ withdrawals and other charges assessed against the account balance. Interest crediting
rates for individual annuities range from 2.25% to 4.50%. Interest crediting rates for deposit-type liabilities range from 2.50%
to 4.00%.

Future Policy Benefits

The Company’s liability for future policy benefits is primarily comprised of the present value of estimated future payments
to or on behalf of policyholders, where the timing and amount of payment depends on policyholder mortality or morbidity,
less the present value of future net premiums. For life insurance and annuity products, expected mortality and morbidity is
generally based on the Company’s historical experience or standard industry tables including a provision for the risk of
adverse deviation. Interest rate assumptions are based on factors such as market conditions and expected investment returns.
Although mortality, morbidity and interest rate assumptions are “locked-in” upon the issuance of new insurance with fixed
and guaranteed terms, significant changes in experience or assumptions may require the Company to provide for expected
future losses by establishing premium deficiency reserves.

Policy Claims

Policy claim liabilities represent the estimated liabilities for claims reported plus estimated incurred but not yet reported
claims developed from trends of historical market data applied to current exposure.

Federal Income Taxes

The Company uses the asset and liability method of accounting for income taxes. Deferred income taxes are provided for
cumulative temporary differences between balances of assets and liabilities determined under U.S. GAAP and balances
determined using tax bases. A valuation allowance is established for the amount of the deferred tax asset that exceeds the
amount of the estimated future taxable income needed to utilize the future tax benefits.

Common Stock
Common stock is fully paid, non-assessable and has a par value of $.01 per share.
Treasury Stock

Treasury stock, representing shares of the Company’s common stock that have been reacquired after having been issued and
fully paid, is recorded at the reacquisition cost and the shares are no longer outstanding.

Accumulated Other Comprehensive Income (Loss)

FASB guidance requires the inclusion of unrealized gains or losses on available-for-sale securities, net of tax, as a component
of other comprehensive income (loss). Unrealized gains and losses recognized in accumulated other comprehensive income
(loss) that are later recognized in net income through a reclassification adjustment are identified on the specific identification
method. In addition, deferred acquisition costs related to limited-payment long-duration insurance and annuity contracts are
also adjusted, net of tax, for the change in amortization that would have been recorded if the unrealized gains (losses) from
available-for-sale securities had actually been realized. This adjustment is included in the change in net unrealized
appreciation (depreciation) on available-for-sale securities, a component of “Accumulated Other Comprehensive Income
(Loss)” in the shareholders’ equity section of the statement of financial position.
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Revenues and Expenses

Revenues on traditional life insurance products consist of direct premiums reported as earned when due. Liabilities for future
policy benefits are provided and acquisition costs are amortized in a systematic manner based on the related contract revenues
or gross profits as appropriate.

Acquisition costs for traditional life insurance contracts are deferred to the extent deemed recoverable and are amortized over
the premium paying period of the related policies using assumptions consistent with those used in computing future policy
benefit liabilities. Traditional life insurance products are treated as long-duration contracts since they generally remain in
force for the lifetime of the insured.

Deferred acquisition costs related to insurance and annuity products that subject the Company to mortality or morbidity risk
over a period that extends beyond the period or periods in which premiums are collected and that have terms that are fixed
and guaranteed are deferred to the extent deemed recoverable and amortized in relation to the present value of actual and
expected gross profits on the policies. These types of insurance and annuity contracts are treated as long-duration insurance
contracts since they generally remain in force for an extended period.

Net Income per Common Share

Net income per common share basic and diluted is calculated using the weighted average number of common shares
outstanding and subscribed during the year. The weighted average outstanding and subscribed common shares basic and
diluted were 7,802,593 for both of the years ended December 31, 2019 and 2018.

Subsequent Events

Effective January 1, 2020, the Company acquired 100% of the outstanding common stock of K-TENN Insurance Company
(“K-TENN”) from its sole shareholder in exchange for 168,866 shares of FTFC’s common stock. The acquisition of K-TENN
was accounted for as a purchase. The aggregate purchase price of K-TENN was $1,837,469. Immediately subsequent to this
acquisition, the $1,837,469 of net assets and liabilities of K-TENN along with the related life insurance business operations
was contributed to TLIC.

Since regulatory approval has recently been granted by the OID and Missouri Department of Insurance (“MDOI”) and
approved at the Company’s October 2, 2019 Annual Shareholders’ Meeting (pending formal adoption by the Company’s
Board of Directors in March 2020), the Company’s Certificate of Incorporation will be amended and restated to authorize a.)
50,000,000 shares of common stock to be divided into 40,000,000 shares of Class A common stock and 10,000,000 shares
of Class B common stock and will establish the relative rights, preferences and privileges of, and the restrictions and
limitations on, the Class A common stock and the Class B common stock and b.) there will be an automatic reclassification
of each existing share of common stock into one (1) share of Class A common stock or, at the shareholder’s election, into
one (1) share of Class B common stock.

Upon full implementation after formal adoption by the Company’s Board of Directors in March 2020, Class B shareholders
will elect a majority of our Board of Directors (one-half plus one) but will only receive, compared to Class A shareholders,
85% of cash dividends, stock dividends or amounts due upon any Company merger, sale or liquidation event. Class B
shareholders may also convert one share of Class B common stock for a .85 share of Class A common stock. Class A
shareholders will elect the remaining Board of Directors members and will receive 100% of cash dividends, stock dividends
or amounts due upon any Company merger, sale or liquidation event.

Upon full implementation after formal adoption by the Company’s Board of Directors in March 2020, Class A shareholders

will receive a $0.05 per share cash dividend followed by a 10% stock dividend. The Class B shareholders will not receive
these cash and stock dividends.
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Management has evaluated all other events subsequent to December 31, 2019 through the date that these financial statements
have been issued.

Recent Accounting Pronouncements
Leases

In February 2016, the FASB issued updated guidance (Accounting Standards Update 2016-02) to require lessees to recognize
a right-of-use asset and a lease liability for leases with terms of more than 12 months. The updated guidance retains the two
classifications of a lease as either an operating or finance lease (previously referred to as a capital lease). Both lease
classifications require the lessee to record the right-of-use asset and the lease liability based upon the present value of cash
flows. Finance leases will reflect the financial arrangement by recognizing interest expense on the lease liability separately
from the amortization expense of the right-of-use asset. Operating leases will recognize lease expense (with no separate
recognition of interest expense) on a straight-line basis over the term of the lease. The accounting by lessors is not significantly
changed by the updated guidance. The updated guidance requires expanded qualitative and quantitative disclosures, including
additional information about the amounts recorded in the financial statements.

In July 2018, the FASB amended the updated guidance on leases that was issued in February 2016 (Accounting Standards
Update 2018-11) and provided an additional transition method with which to adopt the updated guidance. Under the additional
transition method, entities may elect to recognize a cumulative-effect adjustment to the opening balance of retained earnings
in the year of adoption

Consequently, if this transition method is elected, an entity’s reporting for the comparative periods prior to adoption presented
in the financial statements would continue to be in accordance with current lease guidance. The amendments also provide
lessors with a practical expedient to combine non-lease components (e.g., a fee for common area maintenance when leasing
office space) with the associated lease component rather than accounting for those components separately if certain criteria
are met. The updated guidance requires entities to recognize a right-of-use asset and lease liability equal to the present value
of lease payments for all leases other than those that are less than one year. The updated guidance, as amended, is effective
for reporting periods beginning after December 15, 2018.

In December 2018, the FASB issued additional guidance (Accounting Standards Update 2018-20) that permits an accounting
policy election for lessors to not evaluate whether certain sales taxes and other similar taxes are lessor costs or lessee costs.
A lessor making this election will exclude from the consideration in the contract and from variable payments not included in
the consideration of the contract all collections from lessees of certain sales taxes and other similar taxes and to provide
certain disclosures.

The Company adopted this guidance in first quarter 2019. The adoption of this guidance in 2019 did not have a material effect
on the Company’s results of operations, financial position or liquidity.

Financial Instruments - Credit Losses: Measurement of Credit Losses on Financial Instruments

In June 2016, the FASB issued updated guidance (Accounting Standards Update 2016-13) for the accounting for credit losses
for financial instruments. The updated guidance applies a new credit loss model (current expected credit losses or CECL) for
determining credit-related impairments for financial instruments measured at amortized cost (e.g. reinsurance recoverables,
including structured settlements that are recorded as part of reinsurance recoverables) and requires an entity to estimate the
credit losses expected over the life of an exposure or pool of exposures. The estimate of expected credit losses should consider
historical information, current information, as well as reasonable and supportable forecasts, including estimates of
prepayments. The expected credit losses, and subsequent adjustments to such losses, will be recorded through an allowance
account that is deducted from the amortized cost basis of the financial asset, with the net carrying value of the financial asset
presented on the consolidated balance sheet at the amount expected to be collected.
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The updated guidance also amends the current other-than-temporary impairment model for available-for-sale debt securities
by requiring the recognition of impairments relating to credit losses through an allowance account and limits the amount of
credit loss to the difference between a security’s amortized cost basis and its fair value. In addition, the length of time a
security has been in an unrealized loss position will no longer impact the determination of whether a credit loss exists.

The updated guidance was effective for reporting periods beginning after December 15, 2019. As a Smaller Reporting
Company, the effective date was recently changed and the delayed effective date is now for reporting periods beginning after
December 15, 2022. Early adoption is permitted for reporting periods beginning after December 15, 2018. Based on the
financial instruments currently held by the Company, there would not be a material effect on the Company’s results of
operations, financial position or liquidity if the new guidance had been adopted in the current accounting period. The impact
on the Company’s results of operations, financial position or liquidity at the date of adoption of the updated guidance will be
determined by the financial instruments held by the Company and the economic conditions at that time.

Intangibles - Goodwill and Other

In January 2017, the FASB issued updated guidance (Accounting Standards Update 2017-04) that eliminates the requirement
to calculate the implied fair value of goodwill (i.e., Step 2 of the current goodwill impairment test) to measure a goodwill
impairment charge. Instead, entities will record an impairment charge by comparing a reporting unit’s fair value with its
carrying amount and recognizing an impairment charge for the excess of the carrying amount over estimated fair value (i.e.,
Step 1 of current guidance).

The implied fair value of goodwill is currently determined in Step 2 by deducting the fair value of all assets and liabilities of
the reporting unit (determined in the same manner as a business combination) from the reporting unit’s fair value as
determined in Step 1 (including any corporate-level assets or liabilities that were included in the determination of the carrying
amount and fair value of the reporting unit in Step 1). The updated guidance requires an entity to perform its annual, or
interim, impairment test by either: (1) an initial qualitative assessment of factors (such as changes in management, key
personnel, strategy, key technology or customers) that may impact a reporting unit’s fair value and lead to the determination
that it is more likely than not that the reporting unit’s fair value is less than its carrying value, including goodwill (consistent
with current guidance), or (2) applying Step 1.

The updated guidance is effective for reporting periods beginning after December 15, 2019 and is to be applied prospectively.
Early adoption is permitted for interim or annual goodwill impairment tests performed on testing dates after January 1, 2017.
The adoption of this guidance is not expected to have a material effect on the Company’s results of operations, financial
position or liquidity.

Targeted Improvements to the Accounting for Long-Duration Contracts

In August 2018, the FASB issued updated guidance (Accounting Standards Update 2018-12) to the existing recognition,
measurement, presentation and disclosure requirements for long-duration contracts issued by an insurance entity. This update
improves the timeliness of recognizing changes in the liability for future policy benefits, modifies the rate used to discount
future cash flows, simplifies and improves accounting for certain market-based options or guarantees associated with deposit
(i.e., account balance) contracts, simplifies the amortization of deferred acquisitions costs and expands required disclosures.
The expanded disclosure requires an insurance entity to provide disaggregated roll forwards of beginning to ending balances
of the following: liability for future policy benefits, policyholder account balances, market risk benefits, separate account
liabilities and deferred acquisition costs including disclosure about, changes to and effect of changes for significant inputs,
judgments, assumptions and methods used in measurements.

The updated guidance was effective for reporting periods beginning after December 15, 2020. As a Smaller Reporting
Company, the effective date was recently changed and the delayed effective date is now for reporting periods beginning after
December 15, 2023. Early adoption is permitted. With respect to the liability for future policyholder benefits for traditional
and limited-payment contracts and deferred acquisition costs, an insurance entity may elect to apply the amendments
retrospectively as of the beginning of the earliest period presented.
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With respect to the market risk benefits, an insurance entity should apply the amendments retrospectively as of the beginning
of the earliest period presented. The Company expects that the impact on the Company’s results of operations, financial
position and liquidity at the date of adoption of the updated guidance in 2024 will be determined by the long-duration contracts
then held by the Company and the economic conditions at that time.

Disclosure Framework — Changes to the Disclosure Requirements for Fair Value Measurement

In August 2018, the FASB issued amendments (Accounting Standards Update 2018-13) to modify the disclosure
requirements related to fair value measurements including the consideration of costs and benefits of producing the modified
disclosures. The updated guidance is effective for reporting periods beginning after December 15, 2019. Early adoption is
permitted and an entity is permitted to early adopt any removed or modified disclosures upon issuance and delay adoption of
the additional disclosures until their effective date. The adoption of this guidance in 2020 is not expected to have a material
effect on the Company's results of operations, financial position or liquidity.

Income Taxes - Simplifying the Accounting for Income Taxes

In December 2019, the FASB issued updated guidance (Accounting Standards Update 2019-12) for the accounting for income
taxes. The updated guidance is intended to simplify the accounting for income taxes by removing several exceptions contained
in existing guidance and amending other existing guidance to simplify several other income tax accounting matters. The
updated guidance is effective for the quarter ending March 31, 2021. Early adoption is permitted. The adoption of this
guidance is not expected to have a material effect on the Company’s results of operations, financial position or liquidity.
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Fixed Maturity, Preferred Stock and Equity Securities

Investments in fixed maturity, preferred stock and equity securities as of December 31, 2019 and 2018 are summarized as
follows:

Amortized Gross Gross
Cost Unrealized  Unrealized Fair
or Cost Gains Losses Value

December 31, 2019

Fixed maturity securities

U.S. government and U.S. government agencies..................... $ 1,679,731 $ 431 $ 11,129 $ 1,669,033
States and political subdiviSions............ccccvevvvieeviciencne e, 9,536,120 617,063 2,252 10,150,931
Residential mortgage-backed securities...........c.cccoecvvererernnnn 20,289 22,167 - 42,456
Corporate BONAS.......ccevvrereriseciee e 121,143,923 9,528,168 144,337 130,527,754
ASSEE-DACKEd........coviiciic 2,116,056 68,395 - 2,184,451
Exchange traded SECUNILIES. .........cooveireniiricccccc 500,000 48,400 - 548,400
FOreign boNds .......coooviieiiiee e 31,764,329 2,427,523 363,553 33,828,299
Total fixed maturity SECUItIES......ccccvevveeerererice e 166,760,448 12,712,147 521,271 178,951,324
Preferred StOCK.......ccvviie et 49,945 1,955 - 51,900
Equity securities
MuUtUEl FUNAS....oeii e 91,981 - 2,629 89,352
Corporate COMMON STOCK .........cveieieriinieriesiese e 88,213 23,459 - 111,672
Total eqUILY SECUFITIES .....ecueieiiiiie e 180,194 23,459 2,629 201,024
Total fixed maturity, preferred stock and equity securities ......... $166,990,587 $12,737,561 $ 523,900 $179,204,248

December 31, 2018

Fixed maturity securities

U.S. government and U.S. government agencies..................... $ 2,793,681 $ 2769 $ 91,739 $ 2,704,711
States and political SUbAIVISIONS.........cccvvvvvviiiieienee e, 9,295,973 215,000 32,941 9,478,032
Residential mortgage-backed securities............cccccocenvirennnnne 23,694 27,461 - 51,155
COorporate BONAS..........cccviviiriiicciicee s 100,360,468 823,991 3,220,268 97,964,191
ASSEL-DACKED. ..o 253,598 7,820 - 261,418
FOreign bBoNdS .......cviveeiiecerse e 21,687,103 75525 1,069,936 20,692,692
Total fixed Maturity SECUMtIES.......ccvvvrvieririeeirseieres e 134,414517 1,152,566 4,414,884 131,152,199
Preferred StOCK.........cviiiii e 99,945 - 9,365 90,580
Equity securities
MULUAL FUNS ... s 91,981 - 17,082 74,899
Corporate COMMON STOCK .......cccveverieriireresese e 95,141 28,628 - 123,769
Total eqUIty SECUNITIES ...vivveveeiie s 187,122 28,628 17,082 198,668
Total fixed maturity, preferred stock and equity securities.......... $134,701,584 $ 1,181,194 $ 4,441,331 $131,441,447
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All securities in an unrealized loss position as of the financial statement dates, the estimated fair value, pre-tax gross
unrealized loss and number of securities by length of time that those securities have been continuously in an unrealized loss
position as of December 31, 2019 and 2018 are summarized as follows:

Unrealized Number of
Fair Value Loss Securities
December 31, 2019

Fixed maturity securities
Less than 12 months in an unrealized loss position

U.S. government and U.S. government agencies.............cc......... $ 1,097,626 $ 6,841 3
States and political SUbdiViSIiONS ............ccccevceivieiieciciccece e, 103,007 2,252 1
COrporate BONAS .......ccovieieeieice e 3,049,765 59,915 7
FOreign DONAS.......covveiicicese e 345,243 7,857 1
Total less than 12 months in an unrealized loss position................. 4,595,641 76,865 12
More than 12 months in an unrealized loss position
U.S. government and U.S. government agencies ........cc.cceevveenne 445,943 4,288 2
Corporate DONAS .......ooveveieiiresicie e 1,245,410 84,422 6
FOreign DONUS.......ooveieie e 1,070,459 355,696 4
Total more than 12 months in an unrealized loss position.............. 2,761,812 444,406 12
Total fixed maturity securities in an unrealized loss position ............ 7,357,453 521,271 24
Equity securities (mutual funds), greater than 12 months in an
unrealized 10SS POSITION. .......coeiiiiiireiieie e 89,352 2,629 1
Total fixed maturity, preferred stock and equity securities in an
unrealized 10SS POSItION........ceviiviviiiiiee e $ 7,446,805 $ 523,900 $ 25

December 31, 2018

Fixed maturity securities
Less than 12 months in an unrealized loss position

U.S. government and U.S. government agencies...........c.cccoeneee. $ 991,660 $ 2,419 1
States and political SUbdiVISIONS ..........cccooceviviviieiieiiieceeenn, 1,066,743 7,948 6
Corporate DONAS .......coveverieiiriicce e e 58,506,980 2,154,898 215
FOreign DONS.......oovoiiieiieee e 14,554,291 852,120 50
Total less than 12 months in an unrealized loss position................ 75,119,674 3,017,385 272
More than 12 months in an unrealized loss position
U.S. government and U.S. government agencies............ccoceveeeene 1,590,655 89,320 6
States and political SUbdiVISIONS ...........ccccovvveiieieiicic e, 518,969 24,993 4
COrporate BONAS .......ccevririeiiieisere e 7,107,831 1,065,370 30
FOreign DONAS.......cooiiiiiicec e 1,376,680 217,816 5
Total more than 12 months in an unrealized loss position.............. 10,594,135 1,397,499 45
Total fixed maturity securities in an unrealized loss position ............ 85,713,809 4,414,884 317
Preferred stock, less than 12 months in an unrealized loss position... 90,580 9,365 2
Equity securities (mutual funds), less than 12 months in an
unrealized 10SS POSITION......c.ccciiiiiiiese e 74,899 17,082 1
Total fixed maturity, preferred stock and equity securities in an
unrealized 10SS POSIION.........coecivieiiiicece e $ 85,879,288 $ 4441331 $ 320

As of December 31, 2019, the Company held 24 available-for-sale fixed maturity securities with an unrealized loss of
$521,271, fair value of $7,357,453 and amortized cost of $7,878,724. These unrealized losses were primarily due to market
interest rate movements in the bond market as of December 31, 2019. The ratio of the fair value to the amortized cost of these
24 securities is 93%.
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As of December 31, 2018, the Company held 317 available-for-sale fixed maturity securities with an unrealized loss of
$4,414,884, fair value of $85,713,809 and amortized cost of $90,128,693. These unrealized losses were primarily due to
market interest rate movements in the bond market as of December 31, 2018. The ratio of the fair value to the amortized cost
of these 317 securities is 95%.

As of December 31, 2018, the Company held two preferred stocks with an unrealized loss of $9,365, fair value of $90,580
and cost of $99,945. The ratio of fair value to cost of these two preferred stocks is 91%.

As of December 31, 2019, the Company held one equity security with an unrealized loss of $2,629, fair value of $89,352 and
cost of $91,981. The ratio of fair value to cost of this security is 97%.

As of December 31, 2018, the Company held one equity security with an unrealized loss of $17,082, fair value of $74,899
and cost of $91,981. The ratio of fair value to cost of this security is 81%.

Fixed maturity securities were 97% and 96% investment grade as rated by Standard & Poor’s as of December 31, 2019 and
December 31, 2018, respectively.

The Company’s decision to record an impairment loss is primarily based on whether the security’s fair value is likely to
remain significantly below its book value based on all of the factors considered. Factors that are considered include the length
of time the security’s fair value has been below its carrying amount, the severity of the decline in value, the credit worthiness
of the issuer, and the coupon and/or dividend payment history of the issuer. The Company also assesses whether it intends to
sell or whether it is more likely than not that it may be required to sell the security prior to its recovery in value.

For any fixed maturity securities that are other-than-temporarily impaired, the Company determines the portion of the other-
than-temporary impairment that is credit-related and the portion that is related to other factors. The credit-related portion is
the difference between the expected future cash flows and the amortized cost basis of the fixed maturity security, and that
difference is charged to earnings. The non-credit-related portion representing the remaining difference to fair value is
recognized in other comprehensive income (loss). Only in the case of a credit-related impairment where management has the
intent to sell the security, or it is more likely than not that it will be required to sell the security before recovery of its cost
basis, is a fixed maturity security adjusted to fair value and the resulting losses recognized in realized gains (losses) in the
consolidated statements of operations. Any other-than-temporary impairments on preferred stocks are recorded in the
consolidated statements of operations in the periods incurred as the difference between fair value and cost.

There were no other-than-temporary impairments on fixed maturity available-for-sale securities for the years ended December
31, 2019 and 2018.

Management believes that the Company will fully recover its cost basis in the securities held as of December 31, 2019, and
management does not have the intent to sell nor is it more likely than not that the Company will be required to sell such
securities until they recover or mature. The remaining temporary impairments shown herein are primarily the result of the
current interest rate environment rather than credit factors that would imply other-than-temporary impairment.
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Net unrealized gains (losses) included in other comprehensive income (loss) for investments classified as available-for-sale,

net of the effect of deferred income taxes and deferred acquisition costs assuming that the appreciation (depreciation) had
been realized as of December 31, 2019 and 2018 are summarized as follows:

December 31, December 31,
2019 2018
Unrealized appreciation (depreciation) on available-for-sale securities.................. $ 12,192,831 $ (3,271,683)
Adjustment to deferred acqUISItioN COSES ........oieririeiieieiee e (19,844) 10,124
Deferred INCOME TAXES. ......iiviiieririerieisie ettt see s (2,556,327) 684,928
Net unrealized appreciation (depreciation) on available-for-sale securities..... $ 9,616,660 $ (2,576,631)

The amortized cost and fair value of fixed maturity available-for-sale securities as of December 31, 2019, by contractual
maturity, are summarized as follows:

December 31, 2019

Amortized Cost Fair Value
DUE INONE YEAI OF 1ESS .....vvevieiiic ettt sttt re e $ 2,321,142 $ 2,341,352
Due in one year through fiVe YEars.........cccceveieiieiiiie e 26,961,169 27,696,544
Due after five years through ten YEars.......cccccceveviiiecieecrere e 57,121,030 60,901,680
DUE AftEr T8N YBAIS....evviieieieeieeee ettt nnn 80,336,818 87,969,292
Due at multiple Maturity dates ........cciveveieeiecerere e s 20,289 42,456

$ 166,760,448 $ 178,951,324

Expected maturities will differ from contractual maturities because borrowers may have the right to call or prepay obligations
with or without call or prepayment penalties.
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Proceeds and gross realized gains (losses) from the sales, calls and maturities of fixed maturity securities available-for-sale,
equity securities, investment real estate and preferred stock available-for-sale for the years ended December 31, 2019 and

2018 are summarized as follows:

Years Ended December 31,

Fixed Maturity Securities Equity Securities Investment Real Estate
2019 2018 2019 2018 2019 2018
ProCceeds .......ccovvveeeerinienerenieenenienns $33,700,106 $22,037,796 $ 19,371 $ 361,947 $ 350,817 $ 364,689
Gross realized gains .........c.c.cceenee. 1,289,675 391,895 12,372 25,791 5,158 52,971
Gross realized 10SS€S .........cccveuee. (300,168) (145,817) - (58) (48,343) (1,322)
Loss on other-than- temporary
impairment.......c.ccocoovverecenecnn, - - - - - -
Years Ended December 31,
Preferred Stock
2019 2018
PIOCEEAS ...vevvveieiei ettt $ 50,000 $ -

Gross realiZEA GAINS ....vvcveeeeieie e - -
GroSS FEAlIZEA TOSSES ...ttt - -
Loss on other-than- temporary impairment...........ccocevveverieveniesie s - -

The accumulated change in net unrealized investment gains (losses) for fixed maturity and preferred stock available-for-sale
for the years ended December 31, 2019 and 2018 and the amount of net realized investment gains (losses) on fixed maturity
securities available-for-sale, equity securities and investment real estate for the years ended December 31, 2019 and 2018 are
summarized as follows:

Years Ended December 31,

2019 2018
Change in unrealized investment gains (losses):
Available-for-sale securities:
Fixed mMaturity SECUILIES .....c.cviiiiiiieiicreecee e $ 15,453,194 $ (9,323,510)
Preferred STOCK ........ccciiiiiie et 11,320 (10,140)
Net realized investment gains (losses):
Available-for-sale securities:

Fixed Maturity SECUMTIES ......eiviieieiee ettt 989,507 246,078
Equity securities, sale 0f SECUTILIES .....cc.evvvvvrire i 12,372 25,733
Equity securities, changes in fair value............ccccooeo i 9,284 (56,962)
INVeStMeNt real ESTALE ........cceiiieeee s (43,185) 51,649
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Mortgage Loans on Real Estate

The Company’s mortgage loans by property type as of December 31, 2019 and 2018 are summarized as follows:

December 31, December 31,
2019 2018

Residential mortgage l0ans ..o s $ 150,002,865 $ 120,108,297
Commercial mortgage loans by property type

AAPAITMIENT L.t nbe e 1,604,934 1,816,870

INAUSEFIAL ...ttt ere e 1,619,250 1,156,157

0o (o 1o SRS 729,603 112,494

OFfiCe DUITAING.....c.eiiiieeiec e 3,676,396 2,348,639

RELAIL ... bbb 4,771,592 4,507,153
Total commercial mortgage 10ans by property type.......ccocvcvvivveeenieeneseresese e 12,401,775 9,941,313
Total MOrgAge [0ANS ........ecveeicieeecese e e e eens $ 162,404,640 $ 130,049,610

The Company utilizes the ratio of the carrying value of individual mortgage loans compared to the individual appraisal value
to evaluate the credit quality of its mortgage loans on real estate (commonly referred to as the loan-to-value ratio). The
Company’s residential and commercial (includes apartment, industrial, lodging, office building and retail) mortgage loans on
real estate by credit quality using this ratio as of December 31, 2019 and 2018 are summarized as follows:

December 31,

Residential Mortgage Loans ~ Commercial Mortgage Loans Total Mortgage Loans

Loan-To-Value Ratio 2019 2018 2019 2018 2019 2018
Over 70% to 80%........ $ 42,607,615 $ 23,205,637 $ 274954 $ 280,020 $ 42,882,569 $ 23,485,657
Over60% to 70%........ 50,158,843 43,631,465 2,320,734 2,216,436 52,479,577 45,847,901
Over50% to 60%........ 28,939,576 24,890,831 1,318,536 752,181 30,258,112 25,643,012
Over40% to 50%........ 13,160,306 16,055,231 2,142,354 1,670,263 15,302,660 17,725,494
Over30% to 40%........ 8,023,690 5,984,097 1,800,952 3,341,616 9,824,642 9,325,713
Over20% to 30%........ 3,806,361 3,249,410 1,235,799 1,429,085 5,042,160 4,678,495
Over10% to 20%........ 2,677,037 2,233,102 3,308,446 251,712 5,985,483 2,484,814
10% or less........ 629,437 858,524 - - 629,437 858,524
Total ...cevnvee $ 150,002,865 $120,108,297 $ 12,401,775 $ 9,941,313 $162,404,640 $130,049,610
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The outstanding principal balance of mortgage loans, by the most significant states, as of December 31, 2019 and 2018 are
summarized as follows:

December 31, 2019 December 31, 2018
Amount Percentage Amount Percentage

AlADAMA ... s $ 1,150,160 0.71% $ 783,866 0.60%
AATIZONA ettt e et e e e et e e et e e et e e e e e s aaeeenas 1,709,789 1.05% 2,103,627 1.62%
ATKANSAS ...ttt sttt st re e tae et e b e e are e sbaeeebeesanas 697,748 0.43% 71,854 0.06%
CalifOrNIia ...ccvveiiicec e 7,010,828 4.32% 9,489,106 7.30%
(00] (o] 1o [0 FUR RSO ROUR USROS 57,431 0.04% 200,174 0.15%
CONNECHICUL ..ottt r e e e e e s e e e s e e e s ennee s 901,101 0.55% 1,511,981 1.16%
DEIAWAIE .....vviiviiciec ettt 458,587 0.28% 458,587 0.35%
District of ColUMBIA.......coceeeeeee ettt 720,000 0.44% - 0.00%
FIOTIOA ot 29,921,779 18.42% 24,622,340 18.93%
(=0T (o | T TSP 10,459,089 6.44% 8,353,781 6.42%
[ ALV UL TR 229,865 0.14% 233,170 0.18%
IAAN0....ceeecce s 638,967 0.39% 635,114 0.49%
HIINOUS .o 6,659,219 4.10% 8,317,183 6.40%
INAIANG. ..ot 1,181,493 0.73% 996,756 0.77%
ICANSAS ..ttt ettt et s 548,138 0.34% 389,239 0.30%
KENEUCKY .ttt 94,619 0.06% 97,872 0.08%
LOUISTANA ...veeiviiiciie ettt 241,748 0.15% 248,360 0.19%
IMIAINE ottt s 128,112 0.08% 129,456 0.10%
MaArYIAN ... 757,860 0.47% 767,325 0.59%
IMIASSACHUSELES. .....vvveeeee e e ettt et e e e et e e e e e e s e e e e s eneanes 2,174,988 1.34% 778,303 0.60%
MICRIGAN L. 192,050 0.12% 195,838 0.15%
IMINNESOLA......eeviiiiii ettt e e s e st e s rae e 32,286 0.02% 135,241 0.10%
MISSISSIPPI +evveverririisiisie st 81,653 0.05% 136,306 0.10%
IMHISSOUNT vttt ettt ettt et be e sae e sare e 3,130,470 1.93% 3,909,254 3.01%
[N [AVZ: (o - R 165,092 0.10% 487,365 0.37%
NEW HamPSNIre......cveiiieieieieieee e 132,040 0.08% 285,077 0.22%
Lo AN T - R 7,470,226 4.60% 1,463,390 1.13%
NEW MEXICO ...cvviiiiieiitie ittt ettt srae e sbe e sbe e sre e 81,497 0.05% 341,769 0.26%
NEW YOIK .ottt 3,864,479 2.38% 3,485,062 2.68%
NOIth Caroling......c..cocveiiiiiiiiiie e 3,926,787 2.42% 1,877,753 1.44%
(O] 31 [ TR 2,438,541 1.50% 3,318,414 2.55%
OKIANOMA ...t 612,075 0.38% 450,297 0.35%
(@] 1o o] o PRSP 1,647,107 1.01% 2,929,557 2.25%
PeNNSYIVANIA ....oveieiiiieere e 67,195 0.04% 81,435 0.06%
SOULH CarOliNa....coceeeee ettt 183,078 0.11% 420,629 0.32%
TENNESSEE ..vveeiveeeree et ectre et be e st sbe et e st e e sra e e sbeesnbesstbeesbae e 4,024,710 2.48% 2,130,400 1.64%
LI G USRI 65,639,490 40.42% 45,200,527 34.76%
ULAN e 2,000,000 1.23% 2,000,000 1.54%
A= 41010 o TR 241,470 0.15% 102,968 0.08%
VIFQINIA et 486,846 0.30% 494,462 0.38%
WaShINGLON .....cveiiieiccceccee e 345,986 0.21% 361,716 0.28%
WVISCONSIN ...vviiiii ittt sba e e 328,573 0.20% 375,657 0.29%
Mortgage loan allowance and unamortized origination fees..... (428,532) -0.26% (321,601) -0.25%

$ 162,404,640 100% $ 130,049,610 100%

There were 23 loans with a remaining principal balance of $4,427,317 that were more than 90 days past due as of December
31, 2019. There were 11 loans with a remaining principal balance of $2,233,575 that were more than 90 days past due as of
December 31, 2018.
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There were $1,691,980 mortgage loans in default and foreclosure as of December 31, 2019 and the Company estimates that
it will not incur losses on these foreclosures due to the anticipated sales prices less disposal costs exceeding the carrying
values of these foreclosed mortgage loans. There were no mortgage loans in default and foreclosure as of December 31,
2018.

During 2019 the Company foreclosed on residential mortgage loans of real estate totaling $99,218 and transferred those
properties to investment real estate held for sale. During 2018 the Company foreclosed on residential mortgage loans of real
estate totaling $467,593 and transferred those properties to investment real estate held for sale.

The principal balances of the 1,211 residential mortgage loans owned by the Company as of December 31, 2019 that
aggregated to $150,002,865 ranged from a low of $262 to a high of $1,000,000 and the interest rates ranged from 3.43% to
26.18%. The principal balances of the 30 commercial (includes apartment, industrial, lodging, office building and retail)
mortgage loans owned by the Company as of December 31, 2019 that aggregated to $12,401,775 ranged from a low of
$53,066 to a high of $2,000,000 and the interest rates ranged from 5.75% to 20.60%.

The principal balances of the 1,051 residential mortgage loans owned by the Company as of December 31, 2018 that
aggregated to $120,108,297 ranged from a low of $796 to a high of $994,500 and the interest rates ranged from 3.43% to
58.04%. The principal balances of the 29 commercial (includes apartment, industrial, lodging, office building and retail)
mortgage loans owned by the Company as of December 31, 2018 that aggregated to $9,941,313 ranged from a low of
$113,059 to a high of $1,000,000 and the interest rates ranged from 5.75% to 12.90%.

There are allowances for losses on mortgage loans of $505,378 and $424,166 as of December 31, 2019 and 2018, respectively.
As of December 31, 2019, $798,753 of independent mortgage loan balances are held in escrow by a third party for the benefit
of the Company related to its investment in mortgage loans on real estate with one loan originator. As of December 31, 2018,
$823,645 of independent mortgage loan balances are held in escrow by a third party for the benefit of the Company related
to its investment in mortgage loans on real estate with one loan originator.

In 2019 and 2018 the Company did not experience any impairment on mortgage loan investments.
Investment real estate

During 2019 the Company foreclosed on residential mortgage loans of real estate totaling $99,218 and transferred those
properties to investment real estate held for sale. During 2019, the Company sold investment real estate property with an
aggregate carrying value of $394,002. The Company recorded a gross realized investment loss on sale of $43,185 based on
an aggregate sales price of $350,817.

During 2018 the Company foreclosed on residential mortgage loans of real estate totaling $467,593 and transferred those
properties to investment real estate held for sale. During 2018, the Company sold investment real estate property with an
aggregate carrying value of $313,040. The Company recorded a gross realized investment gain on sale of $51,649 based on
an aggregate sales price of $364,689.

TLIC owns approximately six and one-half acres of land located in Topeka, Kansas that includes a 20,000 square foot office
building on approximately one-fourth of this land. This building and land on one of the four lots is held for the production of
income. The other three lots of land owned in Topeka, Kansas are held for investment. In addition, FBLIC owns one-half
acre of undeveloped land located in Jefferson City, Missouri.
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The Company’s investment real estate as of December 31, 2019 and 2018 is summarized as follows:

December 31,

2019 2018
Land - held for the production of INCOME...........cooviiiiieiinii e $ 213,160 $ 213,160
Land - held fOr iNVESIMENT ..........iiieecie e 745,155 745,155
LI ] =L - T 1o 958,315 958,315
Building - held for the production of iINCOME.........ccoeiiiiiiiiiece e 2,267,557 2,267,557
Less - accumulated depreciation ..........cccooooeiiiiieiecie e (1,486,159) (1,340,671)
Buildings net of accumulated depreciation...........c.ccocevoeiiniiriine i 781,398 926,886
Residential real estate - held for sale..........cooiivieiiiiiiie e 212,046 506,830
Total residential real ESTALE ........ccveiiiviiiiie e 212,046 506,830
Investment real estate, net of accumulated depreciation ..........c.ccocvveeiiiiiiicnenn, $ 1,951,759 $ 2,392,031

Other Long-Term Investments

The Company’s investment in lottery prize cash flows was $71,824,480 and $59,255,477 as of December 31, 2019 and 2018,
respectively. The lottery prize cash flows are assignments of the future rights from lottery winners purchased at a discounted
price. Payments on these investments are made by state run lotteries.

The amortized cost and estimated fair value of lottery prize cash flows, by contractual maturity, as of December 31, 2019 are
summarized as follows:

December 31, 2019

Amortized Cost Fair Value
DUE N ONE YEAN OF 18SS ....vvveieiicieiiete sttt sttt sttt e et st ne b $ 10,803,287 $ 11,016,206
Due in one year through fiVe Years.........cccovvvviviieiisise e 33,620,272 37,653,046
Due after five years through ten YEars.........ccvvvvieeiesieeiercse e se e 19,714,267 25,799,501
DUE AFtEI T8N YRAIS. .. e iui ittt st st re e e e e 7,686,654 13,766,266

$ 71,824,480 $ 88,235,019
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The outstanding balance of lottery prize cash flows, by state lottery, as of December 31, 2019 and 2018 are summarized as
follows:

December 31, 2019 December 31, 2018
Amount Percentage Amount Percentage

ATIZONA ..ottt $ 450,573 0.63% $ 360,333 0.61%
CalifOrNia.....ccvevcicec e 7,772,309 10.82% 4,656,712 7.86%
(070] (o] - To [o 1SS 41,000 0.06% 75,706 0.13%
CONNECLICUL ..o 2,670,153 3.72% 2,406,581 4.06%
FIOMIAA .. 92,145 0.13% 128,960 0.22%
LCT=To] (o - H OSSPSR 4,003,717 5.57% 3,263,364 5.51%
HIINOIS . 458,280 0.64% 486,477 0.82%
INAIANA. .ee e 5,398,417 7.52% 1,259,879 2.13%
MINE..... et 146,290 0.20% 176,637 0.30%
MaSSACNUSELES. ......eevveeerieieesies et ene s 15,481,300 21.55% 12,953,938 21.86%
MICHIQAN ... 264,403 0.37% 279,911 0.47%
IMISSOUNI ...ttt sttt re e 100,406 0.14% 108,404 0.18%
NEW JEISBY ...ttt 175,493 0.24% - 0.00%
NEW YOTK vttt sae et 24,807,063 34.54% 23,762,905 40.09%
L@ ] 1o TSSO 4,775,235 6.65% 4,748,535 8.01%
(@] (7o 010 OSSR 144,013 0.20% 172,902 0.29%
PENNSYIVANIA ....ecviiiriiiiccccee s 1,753,190 2.44% 1,534,181 2.59%
L= ST 2,673,036 3.72% 2,314,597 3.91%
VITGINIA 1ot 70,671 0.10% - 0.00%
VEIMONL....cviitiieieiie ettt 259,677 0.36% 271,609 0.46%
WaShiNGLON ..o 287,109 0.40% 293,846 0.50%

$ 71,824,480 100.00% $ 59,255,477 100.00%

Major categories of net investment income for the years ended December 31, 2019 and 2018 are summarized as follows:

Years Ended December 31,

2019 2018

Fixed mMaturity SECUNITIES ......vcviviiiieitiicese s $ 7,419,650 $ 6,278,105
Preferred stock and eqUity SECUITIES ........cccvivreeveierie s 131,823 83,263
Other 1ong-term INVESIMENTS ........ooviiiiiieie e 4,860,323 3,992,882
MOIGAGE T0ANS .....eceieriiiee ettt nee 13,544,895 11,079,802
0] 1oy VN [0 -V PSSR 137,492 122,587
REAI BSTALE ...vecvieieiie et 269,123 376,599
Short-term and other INVESIMENTS..........cciviiiiiiiiii e 637,999 233,366

Gross INVESTMENT INCOME......vviiiiieiitie ettt ettt srbe e 27,001,305 22,166,604
INVESTMENT EXPENSES. ... vicviereeeierieitete e ste e ste e et e e s teste e beere e e e e e sreee s (2,631,265) (2,557,218)

Net iNVESTMENT INCOME ..ot $ 24,370,040 $ 19,609,386
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Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (an exit price) on the
measurement date. The Company also considers the impact on fair value of a significant decrease in volume and level of
activity for an asset or liability when compared with normal activity.

The Company holds fixed maturity, preferred stock and equity securities that are measured and reported at fair market value
on the statement of financial position. The Company determines the fair market values of its financial instruments based on
the fair value hierarchy that requires an entity to maximize the use of observable inputs and minimize the use of unobservable
inputs when measuring fair value. The standard describes three levels of inputs that may be used to measure fair value, as
follows:

Level 1 - Quoted prices in active markets for identical assets or liabilities. The Company’s Level 1 assets include equity
securities that are traded in an active exchange market.

Level 2 - Observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities; quoted prices in
markets that are not active; or other inputs that are observable or can be corroborated by observable market data for
substantially the full term of the assets or liabilities. The Company’s Level 2 assets and liabilities include fixed maturity
securities with quoted prices that are traded less frequently than exchange-traded instruments or assets and liabilities whose
value is determined using a pricing model with inputs that are observable in the market or can be derived principally from or
corroborated by observable market data. This category generally includes U.S. Government and agency, mortgage-backed
debt securities, state and political subdivision securities, corporate debt securities, asset-backed and foreign debt securities.

Level 3 - Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the
assets or liabilities. The Company’s Level 3 assets and liabilities include financial instruments whose value is determined
using pricing models, discounted cash flow methodologies, or similar techniques, as well as instruments for which the
determination of fair value requires significant management judgment or estimation. This category generally includes certain
private equity investments where independent pricing information was not able to be obtained for a significant portion of the
underlying assets.

The Company has categorized its financial instruments, based on the priority of the inputs to the valuation technique, into the
three-level fair value hierarchy. If the inputs used to measure the financial instruments fall within different levels of the
hierarchy, the categorization is based on the lowest level input that is significant to the fair value measurement of the
instrument.

A review of fair value hierarchy classifications is conducted on a quarterly basis. Changes in the valuation inputs, or their
ability to be observed, may result in a reclassification for certain financial assets or liabilities. Reclassifications impacting
Level 3 of the fair value hierarchy are reported as transfers in and out of the Level 3 category as of the beginning of the period
in which the reclassifications occur.
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The Company’s fair value hierarchy for those financial instruments measured at fair value on a recurring basis as of December
31, 2019 and 2018 is summarized as follows:

Level 1 Level 2 Level 3 Total
December 31, 2019

Fixed maturity securities, available-for-sale

U.S. government and U.S. government agencies................... $ - $ 1,669,033 $ - $ 1,669,033
States and political SUDIVISIONS ..........cccoiiiiiiiiiicc e - 10,150,931 - 10,150,931
Residential mortgage-backed securities............cccccocvevvnnninne - 42,456 - 42,456
Corporate BONAS.........cocvveieeieiece e - 130,527,754 - 130,527,754
ASSEt-DACKED. .....coeiiiiie e - 2,184,451 - 2,184,451
Exchange traded SECUNILIES.........ccccvvveviiecrcecieie e - 548,400 - 548,400
FOreign bonds .......ccccvivieiieceice e - 33,828,299 - 33,828,299
Total fixed maturity SECUMtIES.......cocveveevrrireiecreececeeee, $ - $178,951,324 $ - $178,951,324
Preferred stock, available-for-sale...........c.cccccoveeecvivereeicneccnnnn. $ 51900 $ - $ - $ 51,900
EQUILY SECUFILIES ...t
MULUAT FUNS....cocviviriiiiicc s $ - $ 89,352 $ - $ 89,352
Corporate COMMON STOCK .........cveiiierienieriesiese e 47,565 - 64,107 111,672
Total equity SECUILIES .......ccveverciieieieeeec e $ 47565 $ 89,352 $ 64,107 $ 201,024

December 31, 2018

Fixed maturity securities, available-for-sale

U.S. government and U.S. government agencies..................... $ - $ 2704711 $ - $ 2,704,711
States and political SUbIVISIONS.........ccccovvvviiriierereicre e - 9,478,032 - 9,478,032
Residential mortgage-backed securities............cccccocvevennnnene - 51,155 - 51,155
Corporate DONAS........corereiirinieiee e e - 97,964,191 - 97,964,191
ASSEE-DACKET........ociiicirec - 261,418 - 261,418
FOreign bonds .........ccecviiiieic i - 20,692,692 - 20,692,692
Total fixed maturity SECUIItIES.......cocveveveveereieeceeeceee, $ - $131,152,199 $ - $131,152,199
Preferred stock, available-for-sale.............cccccoeeeecuirereeieeececnnen. $ 90580 $ - $ -3 90,580
Equity securities
MULURL FUNAS ...t $ - $ 74899 $ - $ 74,899
Corporate COMMON STOCK .........covrvirieiierieere e 59,733 - 64,036 123,769
Total equity SECUTILIES .....ovevierieiciecc e $ 59,733 $ 74899 $ 64,036 $ 198,668

As of December 31, 2019 and 2018, Level 3 financial instruments consisted of two private placement common stocks that
have no active trading and a joint venture investment with a mortgage loan originator.

These private placement common stocks represent investments in small insurance holding companies. The fair value for these
securities was determined through the use of unobservable assumptions about market participants. The Company has assumed
a willing market participant would purchase the securities for the same price as the Company paid until such time as these
small insurance holding companies commence significant operations. The joint venture investment with a mortgage loan
originator is accounted for under the equity method of accounting.
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3. Fair Value Measurements (continued)

Fair values for Level 1 and Level 2 assets for the Company’s fixed maturity and preferred stock available-for-sale and equity
securities are primarily based on prices supplied by a third party investment service. The third party investment service
provides quoted prices in the market which use observable inputs in developing such rates.

The Company analyzes market valuations received to verify reasonableness and to understand the key assumptions used and
the sources. Since the fixed maturity securities owned by the Company do not trade on a daily basis, the third party investment
service prepares estimates of fair value measurements using relevant market data, benchmark curves, sector groupings and
matrix pricing. As the fair value estimates of the Company’s fixed maturity securities are based on observable market
information rather than market quotes, the estimates of fair value on these fixed maturity securities are included in Level 2
of the hierarchy. The Company’s Level 2 investments include obligations of U.S. government, U.S. government agencies,
state and political subdivisions, mortgage-backed securities, corporate bonds, asset-backed, exchange traded securities and
foreign bonds.

The Company’s preferred stock is included in Level 1 and equity securities are included in Level 1 and Level 2 and the private
placement common stocks and joint venture investment are included in Level 3. Level 1 for the preferred stock and those
equity securities classified as such is appropriate since they trade on a daily basis, are based on quoted market prices in active
markets and are based upon unadjusted prices. Level 2 for those equity securities classified as such is appropriate since they
are not actively traded.

The Company’s fixed maturity and preferred stock available-for-sale securities and equity securities are highly liquid and
allows for a high percentage of the portfolio to be priced through pricing services.

The change in the fair value of the Company’s Level 3 equity securities available-for-sale for the years ended December 31,
2019 and 2018 is summarized as follows:

December 31,

2019 2018
Beginning DAlANCE ........cvoieierie s $ 64,036 $ 61,500
JOINt VENTUIE INVESIMENT ...ttt st nee - 10,200
JOINt VENTUIE NEE INCOME ....vviicvie ettt ettt 115,357 63,046
Joint venture diStribULioN ...........cccoiiiiii i (115,286) (55,710)
EQUILY SECUFILY SAIE......eoiiiiie ettt - (15,000)
ENdIiNG DAlANCE ..o $ 64,107 $ 64,036
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3. Fair Value Measurements (continued)
Fair Value of Financial Instruments
The carrying amount and fair value of the Company’s financial assets and financial liabilities disclosed, but not carried, at

fair value as of December 31, 2019 and 2018, and the level within the fair value hierarchy at which such assets and liabilities
are measured on a recurring basis are summarized as follows:

Carrying Fair
Amount Value Level 1 Level 2 Level 3
December 31, 2019
Financial assets
Mortgage loans on real estate
COMMENCIAl.....cvieiiiiiicececeeeee e $ 12,401,775 $ 12,280,704 $ - $ - $ 12,280,704
Residential.........c.ccocovvveviiciiiecicc e, 150,002,865 152,443,349 - - 152,443,349
Policy 10aNS.......cocoveiecece e 2,026,301 2,026,301 - - 2,026,301
Short-term iNVestMeNntsS.........cccccveevveveeveeieenens 1,831,087 1,831,087 1,831,087 - -
Other long-term investments ...........c.ccoceevvenen. 71,824,480 88,235,019 - - 88,235,019
Cash and cash equivalents ............cccceevvvrennene. 23,212,170 23,212,170 23,212,170 - -
Accrued investment inCOME........cccccevvveeveeirenns 5,207,823 5,207,823 - - 5,207,823
Total financial assets...........cocevvevevecvevveenennn. $266,506,501 $285,236,453 $25,043,257 $ - $260,193,196
Financial liabilities
Policyholders' account balances...............c........ $363,083,838 $355,557,123 $ - $ - $355,557,123
Policy Claims.....c.cccovevieriiicec e 1,399,393 1,399,393 - - 1,399,393
Total financial liabilities.............cccccoeveuennne. $364,483,231 $356,956,516 $ - $ - $356,956,516
December 31, 2018
Financial assets
Mortgage loans on real estate
Commercial........ccoeveieeieeiiicecece e $ 9941313 $ 9,698,226 $ - $ - $ 9,698,226
Residential..........c.cccooeeiiiieiicieececeee 120,108,297 115,788,967 - - 115,788,967
POLICY 10aNS......ciiiiiiricicc s 1,809,339 1,809,339 - - 1,809,339
Short-term iNVeStMEeNtS.........cocovveeecveeiveeereeene, 896,371 896,371 896,371 - -
Other long-term investments ............c.ccccceenee. 59,255,477 69,641,358 - - 69,641,358
Cash and cash equivalents ............cccccoeervrinnene 29,665,605 29,665,605 29,665,605 - -
Accrued investment iNnCOME........ccccceveeeveennnens 2,672,978 2,672,978 - - 2,672,978
Total financial assets..........ccoevvveevveveenrreenn, $224,349,380 $230,172,844 $30,561,976 - $199,610,868
Financial liabilities
Policyholders' account balances........................ $297,168,411 $259,247,412 $ -$ - $259,247,412
Policy ClaimS.......ccoovviviireiieci e 1,102,257 1,102,257 - - 1,102,257
Total financial liabilities...........ccooeevvvininnnne. $298,270,668 $260,349,669 $ -3 - $260,349,669
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3. Fair Value Measurements (continued)

The estimated fair value amounts have been determined using available market information and appropriate valuation
methodologies. However, considerable judgment was required to interpret market data to develop these estimates.
Accordingly, the estimates are not necessarily indicative of the amounts which could be realized in a current market exchange.
The use of different market assumptions or estimation methodologies may have a material effect on the fair value amounts.

The following methods and assumptions were used in estimating the fair value disclosures for financial instruments in the
accompanying financial statements and notes thereto:

Fixed Maturity Securities, Preferred Stock and Equity Securities

The fair value of fixed maturity securities and equity securities are based on the principles previously discussed as Level 1,
Level 2 and Level 3.

Mortgage Loans on Real Estate

The fair values for mortgage loans are estimated using discounted cash flow analyses. For residential mortgage loans, the
discount rate used was indexed to the LIBOR vyield curve adjusted for an appropriate credit spread. For commercial (includes
apartment, industrial, lodging, office building and retail) mortgage loans, the discount rate used was assumed to be the interest
rate on the last commercial mortgage acquired by the Company.

Cash and Cash Equivalents, Short-Term Investments, Accrued Investment Income and Policy Loans

The carrying value of these financial instruments approximates their fair values. Cash and cash equivalents and short-term
investments are included in Level 1 of the fair value hierarchy due to their highly liquid nature.

Other Long-Term Investments

Other long-term investments are comprised of lottery prize receivables and fair value is derived by using a discounted cash
flow approach. Projected cash flows are discounted using the average FTSE Pension Liability Index in effect at the end of
each period.

Investment Contracts — Policyholders’ Account Balances

The fair value for liabilities under investment-type insurance contracts (accumulation annuities) is calculated using a
discounted cash flow approach. Cash flows are projected using actuarial assumptions and discounted to the valuation date
using risk-free rates adjusted for credit risk and the nonperformance risk of the liabilities.

The fair values for insurance contracts other than investment-type contracts are not required to be disclosed.

Policy Claims

The carrying amounts reported for these liabilities approximate their fair value.

4. Special Deposits

TLIC and FBLIC are required to hold assets on deposit for the benefit of policyholders and other special deposits in
accordance with statutory rules and regulations. As of December 31, 2019 and 2018, these required deposits had amortized
costs that totaled $4,434,662 and $4,376,463, respectively. As of December 31, 2019 and 2018, these required deposits had
fair values that totaled $4,468,783 and $4,292,657, respectively.
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5. Allowance for Loan Losses from Mortgage Loans on Real Estate

As of December 31, 2019, $798,753 of independent residential mortgage loans on real estate are held in escrow by a third
party for the benefit of the Company. As of December 31, 2019, $489,965 of that escrow amount is available to the Company
as additional collateral on $4,436,787 of advances to the loan originator. The remaining December 31, 2019 escrow amount
of $308,788 is available to the Company as additional collateral on its investment of $61,757,602 in residential mortgage
loans on real estate. In addition, the Company has an additional $505,378 allowance for possible loan losses in the remaining
$100,647,038 of investments in mortgage loans on real estate as of December 31, 2019.

As of December 31, 2018, $823,645 of independent residential mortgage loans on real estate are held in escrow by a third
party for the benefit of the Company. As of December 31, 2018, $598,803 of that escrow amount is available to the Company
as additional collateral on $4,942,870 of advances to the loan originator. The remaining December 31, 2018 escrow amount
of $224,842 is available to the Company as additional collateral on its investment of $44,968,471 in residential mortgage
loans on real estate. In addition, the Company has an additional $424,166 allowance for possible loan losses in the remaining
$85,081,139 of investments in mortgage loans on real estate as of December 31, 2018.

The balances of and changes in the Company’s credit losses related to residential and commercial (includes apartment,
industrial, lodging, office building and retail) mortgage loans on real estate as of and for the years ended December 31, 2019
and 2018 are summarized as follows (excluding $61,757,602 and $44,968,471 of mortgage loans on real estate as of
December 31, 2019 and 2018, respectively, with one loan originator where independent mortgage loan balances are held in
escrow by a third party for the benefit of the Company):

Years Ended December 31,

Residential Mortgage Commercial Mortgage
Loans Loans Total
2019 2018 2019 2018 2019 2018
Allowance, beginning................... $ 374209 $ 333,789 $ 49,957 $ 9,026 $ 424,166 $ 342,815
Charge offs ....cooeveeviiicecn, - - - - - -
RECOVENIES ..o - - - - - -
Provision........ccoveeevvveienenennn, 68,848 40,420 12,364 40,931 81,212 81,351
Allowance, ending............c.cu..... $ 443057 $ 374209 $ 62,321 $ 49,957 $ 505378 $ 424,166
Allowance, ending:
Individually evaluated for
impairment ..........ccccevevevnenne. $ - $ - $ - $ - $ - $ -
Collectively evaluated for
impairment........ccooeevevnienenn, $ 443057 $ 374209 $ 62321 $ 49957 $ 505378 $ 424,166
Carrying Values:
Individually evaluated for
impairment ...........cccooceunne. $ - 3 -3 -3 - $ -3 -
Collectively evaluated for
impairment .........ccccocooeeeevenne. $88,245,263 $75,139,826 $12,401,775 $ 9,941,313 $100,647,038 $85,081,139
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6. Deferred Policy Acquisition Costs

The balances of and changes in deferred acquisition costs as of and for the years ended December 31, 2019 and 2018 are
summarized as follows:

2019 2018
Balance, beginning Of YEar..........coooi i $ 29,681,737 $ 24,555,902
Capitalization of commissions, sales and iSSUE EXPENSES .........ccovererererereneeen 12,369,350 8,527,380
AMOTEIZATION ...ttt ettt bbbttt (4,015,480) (3,515,624)
Deferred acquisition costs allocated to iNVEStMENtS ...........cceoireieiirene e (29,968) 114,079
Balance, N0 OF YEAN .........cccvvicccrccecee e bbb $ 38,005,639 $ 29,681,737

7. Federal Income Taxes

FTFC filed 2018 and 2017 consolidated federal income tax returns that included TLIC, FBLIC, FTFC and FTCC since all
companies had been members of a consolidated group for five years.

Certain items included in income reported for financial statement purposes are not included in taxable income for the current
period, resulting in deferred income taxes.

A reconciliation of federal income tax expense computed by applying the federal income tax rate of 21% to income before
federal income tax expense for the years ended December 31, 2019 and 2018, respectively, is summarized as follows:

Years Ended December 31,

2019 2018
EXPECLEA tAX EXPENSE ...vvivieieviveietetee ettt ettt sttt bbb s $ 1,726,119 $ 1,386,896
Future policy DENEFitS .........ooiiiii s 208,197 27,253
NEt OPEIatiNG J0SSES ... veieiiieiieiete ettt sae b 207,580 (66,779)
Alternative MinimUM tAXES......ccveiiiieieeie et sre e sbe e sre e e s ere e 164,432 15,401
CaPItal GAIN TAXES. . cviiverieeiiieieie ettt b e et b e et sbe e ere s 14,536 (55,464)
Difference in book versus tax basis of available-for-sale securities .............cc..c..... 9,721 60,083
Adjustment Of Prior YEArs' taXES .......cvcvveiverieieiisiesie s sese ettt (54,793) (128,764)
ReINSUraNCe reCOVEIADIE ........ccvveireicice et (205,559) 197,009
L@ 11 OO POPRTPRPRPRPRN 49,663 26,486
Total INCOME tAX EXPENSE ......cvviviiieiitiiieicte ettt bbb $ 2,119,896 $ 1,462,121
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7. Federal Income Taxes (continued)
Deferred taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for
financial reporting purposes and the amounts used for income tax purposes. Significant components of the Company’s

deferred tax liabilities and assets as of December 31, 2019 and 2018 are summarized as follows:

December 31,

2019 2018
Deferred tax liabilities:
Net unrealized iNVESIMENT GAINS .........ccveveveiiiiecrcree et $ 2,556,327 $ -
Deferred policy aCqUISITION COSES........ccueiiririiiiieie s 6,463,579 5,161,165
Value of insurance busingss aCOUIrE .........cccecviieeeieeiieieiese e 1,027,204 1,089,032
REINSUIANCE FECOVEIADIE ... ..vicviiviictic ittt ettt 241,362 446,921
Available-for-sale fixed maturity SECUNILIES..........cevvveveieeiieierese e 78,207 80,409
INVESTMENE FEAI ESTALE ...vviiviiciic ettt ettt 40,627 39,663
DUE PrEMIUMS. .. viviiieeeiereeseeie et s e se s e e et sreste s e erae e e e seeseestesreeseereeneeneesrenes 30,800 22,975
(@] 1211 OO TOTTOPRUPRPPON 13,544 435
Total deferred tax HabilitieS ........coviviiiiiiiciece e 10,451,650 6,840,600
Deferred tax assets:
Net unrealized INVESIMENT TOSSES ......vvviivieiireiiirie ettt - 684,928
Policyholders' account balances and future policy benefits..........cccccovvvernnenne. 3,181,433 2,342,777
Net operating 10Ss carryforward .............ccoooiiiiiiiinineeee e 774,003 1,106,769
Alternative minimum tax carryforward ...........ccocooiieiiiinne e - 190,153
MOPtGAgE T0ANS ...ttt e 89,992 67,536
Available-for-sale equity SECUNILIES ........ccccveiverieieiise e 21,056 36,565
POLICY CIAIMS.....ciiiiiiec et re s re e 16,366 13,258
Unearned inVESTMENT INCOME........coviviiiiiieiee ittt ettt sre s 13,105 14,811
Dividend Hability ......c.cvcovieeieierc s 9,777 10,325
Total deferred taX ASSELS ......civiiieirieiri ettt sb e e e et e st e sbeesbeeereernea 4,105,732 4,467,122
Net deferred tax Habilities .......c.covvviviiiicicie e $ 6,345,918 $ 2,373,478

FTFC has net operating loss carryforwards of $3,685,729 expiring in 2027 through 2033. During 2019, FTFC utilized
$596,123 of the net operating loss carryforward existing as of January 1, 2019 to offset 2019 federal taxable income. During
2018, FTFC utilized $753,915 of the net operating loss carryforward existing as of January 1, 2018 to offset 2018 federal
taxable income.

The Company has no known uncertain tax benefits within its provision for income taxes. In addition, the Company does not
believe it would be subject to any penalties or interest relative to any open tax years and, therefore, have not accrued any such
amounts. The Company files U.S. federal income tax returns and income tax returns in various state jurisdictions. The 2016
through 2019 U.S. federal tax years are subject to income tax examination by tax authorities. The Company classifies any
interest and penalties (if applicable) as income tax expense in the financial statements.

8. Reinsurance
TLIC participates in ceded and assumed reinsurance in order to provide risk diversification, additional capacity for future
growth and limit the maximum net loss potential arising from large risks. TLIC reinsures all amounts of risk on any one life

in excess of $100,000 for individual life insurance with Investors Heritage Life Insurance Company, Optimum Re Insurance
Company (“Optimum Re”), RGA Reinsurance Company and Wilton Reassurance Company (“Wilton Re”).
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8. Reinsurance (continued)

TLIC is a party to an Automatic Retrocession Pool Agreement (the “Reinsurance Pool”) with Optimum Re, Catholic Order
of Foresters, American Home Life Insurance Company and Woodmen of the World. The agreement provides for automatic
retrocession of coverage in excess of Optimum Re’s retention on business ceded to Optimum Re by the other parties to the
Reinsurance Pool. TLIC’s maximum exposure on any one insured under the Reinsurance Pool is $100,000. As of January 1,
2008, the Reinsurance Pool stopped accepting new cessions.

Effective September 29, 2005, FLAC and Wilton Re executed a binding letter of intent whereby both parties agreed that
FLAC would cede the simplified issue version of its Golden Eagle Whole Life (Final Expense) product to Wilton Re on a
50/50 quota share original term coinsurance basis. The letter of intent was executed on a retroactive basis to cover all
applicable business issued by FLAC subsequent to January 1, 2005. Wilton Re agreed to provide various commission and
expense allowances to FLAC in exchange for FLAC ceding 50% of the applicable premiums to Wilton Re as they were
collected. As of June 24, 2006, Wilton Re terminated the reinsurance agreement for new business issued after the termination
date.

FBLIC also participates in reinsurance in order to provide risk diversification, additional capacity for future growth and limit
the maximum net loss potential arising from large risks. FBLIC reinsures initial amounts of risk on any one life in excess of
$100,000 for individual life insurance with Optimum Re. TLIC and FBLIC also reinsure the accidental death benefit portion
of their life policies under a bulk agreement with Optimum Re.

To the extent that the reinsurance companies are unable to meet their obligations under the reinsurance agreements, TLIC
and FBLIC remain primarily liable for the entire amount at risk.

Statutory reinsurance assumed and ceded amounts for TLIC and FBLIC for 2019 and 2018 are summarized as follows:

2019 2018
Premiums @SSUME .......coviiuiiiieiie ettt sttt sre et e as st esbeesreens $ 1,777,449 $ 457,512
Commissions and expense allowances assUMed ...........cocveveeeiereneneneeseenens 1,413,057 194,908
BENETItS ASSUMET......cciviiiiiiciie ettt ettt e eree e eree s 8,001 33,694
Reserve Credits asSUME.........uveiveeiie ettt ettt sare e nare s 1,279,582 343,140
In fOrce amount aSSUME.........cceeiviiiiiieiie ettt beeere s 41,056,032 17,863,123
Premiums CEARO .......oiviiiicie ittt ebe b 71,936,037 30,445,152
Commissions and expense allowances ceded...........c.ccovvviveievieveieiecie e, 2,670,202 1,051,766
BENEFILS CEUBM .....viivviiiei ittt ebeeebe e 1,208,109 356,806
RESErve Credits CEABM ........ivviiiiii et 103,142,179 30,686,404
IN fOrce amouUNt CEABM ........coviiiicieciecece e 43,641,121 77,653,688

Effective January 1, 2018, TLIC entered into an annuity coinsurance agreement with an offshore annuity and life insurance
company whereby 90% of TLIC’s annuity considerations originated after December 31, 2017 were ceded to the assuming
company. The assuming company contractually reimburses TLIC for the related commissions, withdrawals, settlements,
interest credited, submission costs, maintenance costs, marketing costs, excise taxes and other costs plus a placement fee.

In accordance with this annuity coinsurance agreement, TLIC holds assets and recognizes a funds withheld liability for the
benefit of the assuming company in an amount at least equal to the annuity reserves in accordance with U.S. statutory
accounting principles generated by this ceded business. In addition, the assuming company maintains a trust related to this
ceded business amounting to at least an additional 4% of assets above the annuity reserve required under U.S. statutory
accounting principles. This coinsurance agreement may be terminated for new business by either party at any time upon 30
days prior written notice to the other party.

In 2019, TLIC entered into a life insurance coinsurance agreement with TAI, effective October 1, 2018, whereby 100% of
TAUI’s life insurance policies and annuity contracts issued after September 30, 2018 were ceded to TLIC. TLIC contractually
reimburses TAI for the related commissions, submission costs, maintenance costs, marketing costs and other costs related to
the production of life insurance policies and annuity contracts.
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9. Leases

The Company leases 6,769 square feet of office space pursuant to an original five-year lease that began October 1, 2010 and
was amended on October 1, 2015 for another five-year term. Under the terms of the original home office lease, the monthly
rent was $7,897 from October 1, 2010 through September 30, 2015. Under the terms of the amended home office lease, the
monthly rent is $8,461 from October 1, 2015 through September 30, 2016, $8,630 from October 1, 2016 through September
30, 2017, $8,805 from October 1, 2017 through September 30, 2018, $8,920 from October 1, 2018 through September 30,
2019 and $9,161 from October 1, 2019 through September 30, 2020. The Company incurred rent expense (including charges
for the lessor’s building operating expenses above those specified in the lease agreement less monthly amortization of the
leasehold improvement allowance received from the lessor) of $97,489 and $97,063 for the years ended December 31, 2019
and 2018, respectively, under this lease.

On January 1, 2011, the Company received a $120,000 leasehold improvement allowance from the lessor related to the
original lease that was fully amortized by September 30, 2015. In accordance with the amended lease on October 1, 2015,
the Company was provided an allowance of $54,152 for leasehold improvements. The leasehold improvement allowance is
amortized over the remaining amended non-cancellable lease term and reduced rent expense by $10,830 for both the years
ended December 31, 2019 and 2018. The future minimum lease payments to be paid under the amended non-cancellable
lease agreement is $82,446 for the year 2020.

TLIC owns approximately six and one-half acres of land located in Topeka, Kansas. A 20,000 square foot office building has
been constructed on approximately one-fourth of this land. TLIC executed a two year lease agreement effective January 1,
2015, for 7,500 square feet of its building in Topeka, Kansas. Effective January 1, 2017, this lease was renewed for two years.
The terms of the lease leave TLIC responsible for paying real estate taxes, building insurance and building and ground
maintenance. The monthly lease payments were $8,696 for 2015, 2016, 2017 and 2018. Effective December 31, 2018, the
lease agreement expired without renewal. TLIC renewed a five year lease agreement effective June 1, 2011, for 10,000 square
feet in the Topeka, Kansas office building. Beginning June 1, 2014, the lessee can terminate the lease with a 180 day written
notice. The terms of the lease leave TLIC responsible for paying real estate taxes, building insurance and building and ground
maintenance with partial reimbursement from the lessee. The lease agreement calls for minimum monthly base lease
payments of $17,750.

This 10,000 square feet lease was renewed for five years to be effective from June 1, 2016 through May 31, 2021, with an
option for an additional five years from June 1, 2021 through May 31, 2026. Beginning June 1, 2021, the lessee can terminate
the lease with a 120 day written notice. The terms of the lease leave TLIC responsible for paying real estate taxes, building
insurance and building and ground maintenance with partial reimbursement from the lessee. The lease agreement calls for a
monthly lease payment of $16,598 from June 1, 2016 through June 30, 2016. Starting July 1, 2016, the lease agreement
includes an $88,833 tenant improvement allowance that is amortized over 59 months with interest at 5.00%. The monthly
lease payments were $18,299 from July 1, 2016 through May 31, 2017, $18,376 from June 1, 2017 through May 31, 2018,
$18,508 from June 1, 2018 through May 31, 2019 and $18,584 from June 1, 2019 through May 31, 2021.

A five year lease agreement effective September 1, 2010 automatically renewed on 2,500 square feet of the Topeka, Kansas
office building with a 90 day notice by the lessee to terminate the lease. This lease was renewed on September 1, 2015 to run
through August 31, 2017 with an option for an additional three years through August 31, 2020. Beginning September 1, 2017,
the lessee can terminate the lease with a 120 day written notice. The terms of the lease leave TLIC responsible for paying
real estate taxes, building insurance and building and ground maintenance with partial reimbursement from the lessee. The
lease payments are $4,236 per month from September 1, 2015 through August 31, 2016, $4,242 from September 1, 2016
through August 31, 2017, $4,263 from September 1, 2017 through August 31, 2018, $4,293 from September 1, 2018 through
August 31, 2019 and $4,310 from September 1, 2019 through December 31, 2019.

The future minimum lease payments to be received under the non-cancellable lease agreements are $223,008 and $92,920
for the years 2020 and 2021, respectively.
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10. Shareholders’ Equity and Statutory Accounting Practices

TLIC is domiciled in Oklahoma and prepares its statutory financial statements in accordance with statutory accounting
practices prescribed or permitted by the OID. FBLIC is domiciled in Missouri and prepares its statutory financial statements
in accordance with statutory accounting practices prescribed or permitted by the MDOI. Prescribed statutory accounting
practices include publications of the National Association of Insurance Commissioners, state laws, regulations, and general
administrative rules. Permitted statutory accounting practices encompass all accounting practices not so prescribed. Statutory
accounting practices primarily differ from U.S. GAAP by charging policy acquisition costs to expense as incurred,
establishing future policy benefit liabilities using different actuarial assumptions and valuing investments, deferred taxes, and
certain assets on a different basis.

The statutory net income for TLIC amounted to $652,807 and $2,098,488 for the years ended December 31, 2019 and 2018,
respectively. The statutory capital and surplus of TLIC was $12,451,837 and $12,686,538 as of December 31, 2019 and 2018,
respectively. The statutory net income (loss) for FBLIC amounted to ($2,150,286) and $1,001,594 for the years ended
December 31, 2019 and 2018, respectively. The statutory capital and surplus of FBLIC was $9,185,113 and $7,400,476 as of
December 31, 2019 and 2018, respectively.

TLIC is subject to Oklahoma laws and FBLIC is subject to Missouri laws that limit the amount of dividends insurance
companies can pay to stockholders without approval of the respective Departments of Insurance. The maximum dividend,
which may be paid in any twelve-month period without notification or approval, is limited to the greater of 10% of statutory
surplus as of December 31 of the preceding year or the net gain from operations of the preceding calendar year. Cash
dividends may only be paid out of surplus derived from realized net profits. Based on these limitations, there is capacity for
TLIC to pay a dividend up to $1,245,184 in 2020 without prior approval. In addition, based on those limitations, there is the
capacity for FBLIC to pay a dividend up to $918,511 in 2020 without prior approval. FBLIC paid dividends of $760,347 to
TLIC in 2018. These dividends are eliminated in consolidation. TLIC has paid no dividends to FTFC.
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11. Segment Data
The Company has a life insurance segment, consisting of the life insurance operations of TLIC and FBLIC, an annuity
segment, consisting of the annuity operations of TLIC and FBLIC and a corporate segment. Results for the parent company
and the operations of FTCC, after elimination of intercompany amounts, are allocated to the corporate segment.
These segments as of and for the years ended December 31, 2019 and 2018 are summarized as follows:

Year Ended December 31,

2019 2018
Revenues:
Life iNSUranCe OPEratioNS.........c.civcviiieictiiieeete ettt $ 27,170,994 $ 21,985,441
ANNUILY OPEIAtIONS......eiviieicieicie et sre bbb e e e e e e eesrens 21,931,249 16,739,274
COrporate OPEIALIONS. ........ccvireieieiesiestestestesteseereeee e e see e esbesresbesresresreeseens 674,452 516,380
TOLAL s $ 49,776,695 $ 39,241,095
Income before income taxes:
Life iNSUranCe OPEratioNS.........ccocvceviveviiriereisi et $ 621,436 $ 780,362
ANNUILY OPEIAtIONS......ccviiieiiieie e sr b sresre e eneas 7,109,199 5,369,900
COrporate OPEIALIONS. .......ccviieieierieriestestestestesteereeeeeeeeseesbesresbesresresreeseens 488,981 454,005
TOAL s $ 8,219,616 $ 6,604,267
Depreciation and amortization expense:
Life iNSUranCe OPEratioNS.........ccocvceviveviiriereisi et $ 3,663,864 $ 3,738,531
ANNUILY OPEFATIONS. ....eeiiiiieiiiiee ettt e sne 817,243 302,772
TOAL o $ 4,481,107 $ 4,041,303
December 31,
2019 2018
Assets:
Life iNSUranCe OPEratioNS.........ccocvceviveviiriereisi et $ 99,612,420 $ 69,756,013
ANNUILY OPEFATIONS. .....eiiiiiiieee ettt 500,738,949 357,797,728
COrpOrate OPEIALIONS. .......uerteiueetieeeierie sttt st se e b bbb saesbeenens 4,585,005 5,953,109
TOAL o $ 604,936,374 $ 433,506,850

12. Concentrations of Credit Risk

Credit risk is limited by diversifying the Company’s investments. The Company maintains cash and cash equivalents at
multiple institutions. The Federal Deposit Insurance Corporation insures accounts up to $250,000. Uninsured balances
aggregate $18,089,331 as of December 31, 2019. Other funds are invested in mutual funds that invest in U.S. government
securities. The Company monitors the solvency of all financial institutions in which it has funds to minimize the exposure
for loss. The Company has not experienced any losses in such accounts.

The Company’s lottery prize receivables due from various states and the geographical distribution of the Company’s
mortgage loans by state are summarized in Note 2.
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13. Contingent Liabilities

A lawsuit filed by the Company and Chairman, President and Chief Executive Officer, Gregg E. Zahn, in 2013 against former
Company Board of Directors member Wayne Pettigrew and Mr. Pettigrew's company, Group & Pension Planners, Inc. (the
"Defendants"), concluded on February 17, 2017. The lawsuit was filed in the District Court of Tulsa County, Oklahoma
(Case No. CJ-2013-03385). In the lawsuit, the Company alleged that Mr. Pettigrew had defamed the Company by making
untrue statements to certain shareholders of the Company, to the press and to regulators of the state of Oklahoma and had
breached his fiduciary duties. Mr. Pettigrew denied the allegations.

The jury concluded that Mr. Pettigrew, while still a member of the Company’s Board of Directors, did, in fact, make untrue
statements regarding the Company and Mr. Zahn and committed breaches of his fiduciary duties to the Company and the jury
awarded the Company $800,000 of damages against Mr. Pettigrew. In addition, the jury found that Mr. Pettigrew had
defamed Mr. Zahn and intentionally inflicted emotional distress on Mr. Zahn and awarded Mr. Zahn $3,500,000 of damages
against Mr. Pettigrew. In addition to the damages awarded by the jury, the Company and Mr. Zahn have initiated steps to
aggressively communicate the correction of the untrue statements to outside parties.

Mr. Pettigrew appealed this decision. The appeal challenged two trial court judgments based on separate verdicts against
him in the jury trial. On February 28, 2020, the Court of Civil Appeals of the state of Oklahoma reversed the judgments
entered by the trial court and remanded the case for a new trial. The Court of Appeals reversal, however, is not final. The
Company will request that the Court of Appeals grant a rehearing and reverse its decision. Should it not do so, the Company
will petition the Oklahoma Supreme Court to reverse the Court of Appeals decision.

In 2013, the Company’s Board of Directors, represented by independent counsel, concluded that there was no action to be
taken against Mr. Zahn and that the allegations by Mr. Pettigrew were without substance. The Company was also informed
back in 2013 by the Oklahoma Insurance Department that it would take no action and was also informed in 2013 that the
Oklahoma Department of Securities, after its investigation of the allegations, concluded that no proceedings were needed
with respect to the alleged matters. It remains the Company’s intention to again vigorously prosecute this action against the
Defendants for damages and for correction of the defamatory statements. In the opinion of the Company’s management, the
ultimate resolution of any contingencies that may arise from this litigation is not considered material in relation to the financial
position or results of operations of the Company.

Prior to being acquired by TLIC, FBLIC developed, marketed, and sold life insurance products known as “Decreasing Term
to 95” policies. On January 17, 2013, FBLIC’s Board of Directors voted that, effective March 1, 2013, it was not approving,
and therefore was not providing, a non-guaranteed dividend for the Decreasing Term to 95 policies since that group of policies
was not producing a positive divisible surplus to allow the payment of a non-guaranteed dividend.

On November 22, 2013, a lawsuit was filed in the Circuit Court of Greene County, Missouri asserting claims by two
individuals and a class of Missouri residents against FBLIC relating to this decision to not pay a non-guaranteed dividend. A
trial was held November 27, 2017 through December 1, 2017 regarding those class and individual claims. During 2018, a
settlement was reached by the parties and the Court approved the settlement agreement on June 11, 2018. FBLIC paid $1.85
million to resolve all class and individual claims and all active Decreasing Term to 95 policies for individuals in the class
were cancelled.

Guaranty fund assessments, brought about by the insolvency of life and health insurers, are levied at the discretion of the
various state guaranty fund associations to cover association obligations. In most states, guaranty fund assessments may be
taken as a credit against premium taxes, typically over a five-year period.

14. Related Party Transactions
On April 15, 2019, the Company renewed its previous one-year loan of $400,000 to its former Chairman. The renewed loan
has a term of one year and a contractual interest rate of 5.00%. The loan is collateralized by 100,000 shares of the Company’s

Class A Common stock owned by the former Chairman. This loan is included in other assets in the consolidated statements
of financial position.
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15. Other Comprehensive Income (Loss) and Accumulated Other Comprehensive Income (Loss)

The changes in the components of the Company’s accumulated other comprehensive income (loss) for the years ended
December 31, 2019 and 2018 are summarized as follows:

Unrealized
Appreciation
(Depreciation) Adjustment Accumulated
on Available- to Deferred Other
For-Sale Acquisition Comprehensive
Securities Costs Income (Loss)

Year Ended December 31, 2019

Balance as of January 1, 2019 ........cccccveivierreinicnseesee e $ (2,584,643) $ 8,012 $ (2,576,631)
Other comprehensive income before reclassifications, net of
BBX vttt ettt sttt 12,998,677 (23,675) 12,975,002
Less amounts reclassified from accumulated other
comprehensive income having no credit losses, net of tax .. 781,711 - 781,711
Other comprehensive INCOME .........cccvevrirenininieeeeeeieas 12,216,966 (23,675) 12,193,291
Balance as of December 31, 2019.......cccccoevieviireieeecee e $ 9,632,323 $ (15,663) $ 9,616,660
Year Ended December 31, 2018
Balance as of January 1, 2018 ..........ccccoeveveienieern e $ 4,843,061 $ (82,110) $ 4,760,951
Other comprehensive loss before reclassifications, net of tax. (7,233,303) 90,122 (7,143,181)
Less amounts reclassified from accumulated other
comprehensive loss having no credit losses, net of tax........ 194,401 - 194,401
Other comprehenSive 10SS.........cocviiiiiiiiiiiiineseese s (7,427,704) 90,122 (7,337,582)
Balance as of December 31, 2018 ........covoeeeveeeeeieieee e e $ (2,584,643) $ 8,012 $ (2,576,631)

The pretax components of the Company’s other comprehensive income (loss) and the related income tax expense (benefit)
for each component for the years ended December 31, 2019 and 2018 are summarized as follows:

Income Tax
Expense
Pretax (Benefit) Net of Tax
Year Ended December 31, 2019

Other comprehensive income:
Change in net unrealized gains on available-for-sale

securities:
Unrealized holding gains arising during the period ............. $ 16,454,021 $ 3,455,344 % 12,998,677
Reclassification adjustment for net gains included in
operation having no credit [0SSeS ..........cocecvveeericerienen. 989,507 207,796 781,711
Net unrealized gains on investments...........cccceeveenenn. 15,464,514 3,247,548 12,216,966
Adjustment to deferred acquisition COStS.........cccevervevennne. (29,968) (6,293) (23,675)
Total other comprehensive iNCOME ........cccceevvveeervennane. $ 15,434,546 $ 3,241,255 $ 12,193,291

Year Ended December 31, 2018

Other comprehensive loss:
Change in net unrealized losses on available-for-sale

securities:
Unrealized holding losses arising during the period............ $ (9,156,080) $ (1,922,777) $ (7,233,303)
Reclassification adjustment for net gains included in
operation having no credit 10SSES ........cocevververveiieivniininnnns 246,078 51,677 194,401
Net unrealized losses on iNvestments...........c.ccoovveennn (9,402,158) (1,974,454) (7,427,704)
Adjustment to deferred acquisition COStS..........ccceevvervennene. 114,079 23,957 90,122
Total other comprehensive 10SS........ccccovevvieierieierinnnnns $ (9,288,079) $ (1,950,497) $ (7,337,582)
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15. Other Comprehensive Income (Loss) and Accumulated Other Comprehensive Income (Loss) (continued)

Realized gains and losses on the sales of investments are determined based upon the specific identification method and include
provisions for other-than-temporary impairments where appropriate.

The pretax and the related income tax components of the amounts reclassified from the Company’s accumulated other
comprehensive income (loss) to the Company’s consolidated statements of operations for the years ended December 31, 2019
and 2018 are summarized as follows:

Years Ended December 31,

Reclassification Adjustments 2019 2018
Realized gains on sales of SECUTItIES (2)......cccvevveveeerieeieiieeseeee e $ 989,507 $ 246,078
INCOME taX EXPENSE (D) ..veveiveeeieeie e 207,796 51,677
Total reclassification adjuStmeNnts .............ccecvevieieieieiececce e $ 781,711 $ 194,401

(a) These items appear within net realized investment gains in the consolidated statements of operations.

(b) These items appear within federal income taxes in the consolidated statements of operations.

16. Line of Credit

On November 8, 2019, the Company renewed its $1.5 million line of credit with a bank to provide working capital and funds
for expansion. The terms of the line of credit allows for advances, repayments and re-borrowings through a maturity date of
September 15, 2020. Any outstanding advances will incur interest at a variable interest rate of the prime rate set forth in the
Wall Street Journal plus 1% per annum adjusting monthly based on a 360 day year with a minimum interest rate floor of 5%.

76



Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None

Item 9A. Controls and Procedures. (This report shall not be deemed to be filed for purposes of Section 18 of the Exchange
Act or otherwise subject to the liabilities of that section).

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer (“Certifying Officers”),
has evaluated the effectiveness of our disclosure controls and procedures as defined in Rules 13a-15(e) and 15d-15(e) of the
Securities and Exchange Act of 1934 as amended (“Exchange Act”) as of the end of the fiscal period covered by this Annual
Report on Form 10-K. Based upon such evaluation, the Certifying Officers have concluded that the Company’s disclosure
controls and procedures were effective to ensure that information required to be disclosed by us in the reports we file or
submit under the Exchange Act is made known to management, including our Certifying Officers, as appropriate, to allow
timely decisions regarding disclosure and that such information is recorded, processed, summarized and reported within the
time periods specified in the Securities and Exchange Commission’s rules and forms.

In designing and evaluating our disclosure controls and procedures, our management recognizes that any controls and
procedures, no matter how well designed and operating, can provide only reasonable assurance of achieving the desired
control objectives, and our management necessarily is required to apply its judgment in evaluating the cost-benefit
relationship of possible controls and procedures.

Management’s Report on Internal Control over Financial Reporting

The Company’s management is responsible for establishing and maintaining adequate internal control over financial
reporting. As of the end of the period covered by this annual report, the Company carried out an evaluation, under the
supervision and with the participation of the Company’s management, including the Certifying Officers, of the effectiveness
of the design and operation of the Company’s internal controls over financial reporting as defined in Rule 13a-15(e) and 15d-
15(e) of the Securities Exchange Act of 1934. The standard measures adopted by management in making its evaluation are
the measures in the Internal-Control Integrated Framework (2013) published by the Committee of Sponsoring Organizations
of the Treadway Commission. Based upon such evaluation, management has determined that internal control over financial
reporting was effective as of December 31, 2019.

This annual report does not include an attestation report of the Company’s registered public accounting firm regarding internal
control over financial reporting. Management’s report was not subject to the attestation by the Company’s registered public
accounting firm pursuant to rules of the Securities and Exchange Commission that permit the Company to provide only
management’s report in this annual report.

Limitations on the Effectiveness of Controls

The Company’s management, including the Certifying Officers, does not expect that the disclosure controls and internal
controls will prevent all errors and all fraud. A control system, no matter how well conceived and operated, can provide only
reasonable, not absolute, assurance that the objectives of the control system are met. Further, the design of a control system
must reflect the fact that there are resource constraints, and the benefits of controls must be considered relative to their costs.

Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all
control issues and instances of fraud, if any, within the Company have been detected. These inherent limitations include the
realities that judgments in decision-making can be faulty, and that breakdowns can occur because of a simple error or mistake.
Additionally, controls can be circumvented by the individual acts of some persons, by collusion of two or more people, or by
management or board override of the control.
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The design of any system of controls also is based in part upon certain assumptions about the likelihood of future events, and
there can be no assurance that any design will succeed in achieving its stated goals under all potential future conditions; over
time, controls may become inadequate because of changes in conditions, or the degree of compliance with the policies or
procedures may deteriorate. Because of the inherent limitations in a cost-effective control system, misstatements due to error
or fraud may occur and not be detected.

Changes to Internal Control over Financial Reporting

There were no changes in the Company’s internal control over financial reporting during the twelve months ended
December 31, 2019 that have materially affected, or are reasonably likely to materially affect, the Company’s internal control
over financial reporting.

Item 9B. Other Information

None

Part 111

Item 10. Directors, Executive Officers and Corporate Governance

The information required by this Item is incorporated by reference from the Company’s proxy statement for the 2020 annual
meeting of shareholders to be filed pursuant to Regulation 14A under the Securities Exchange Act of 1934.

Item 11. Executive Compensation

The information required by this Item is incorporated by reference from the Company’s proxy statement for the 2020 annual
meeting of shareholders to be filed pursuant to Regulation 14A under the Securities Exchange Act of 1934.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information required by this Item is incorporated by reference from the Company’s proxy statement for the 2020 annual
meeting of shareholders to be filed pursuant to Regulation 14A under the Securities Exchange Act of 1934,

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this Item is incorporated by reference from the Company’s proxy statement for the 2020 annual
meeting of shareholders to be filed pursuant to Regulation 14A under the Securities Exchange Act of 1934.

Item 14. Principal Accounting Fees and Services

The information required by this Item is incorporated by reference from the Company’s proxy statement for the 2020 annual
meeting of shareholders to be filed pursuant to Regulation 14A under the Securities Exchange Act of 1934.
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