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Citizens Financial Corporation 
President’s Letter 

 
 
To Our Shareholders, 
 
In last year’s Annual Report I discussed the steps taken to provide the foundation for growth of our group 
ancillary insurance and final expense life insurance product lines.  I noted that our goal for 2007 was to 
have positive premium growth, reversing the trend of declining premium revenue that began in 2003.  The 
significant investment in personnel to accomplish that turn around was discussed as was the 
corresponding near term implication on expense levels.  In this Annual Report I will review the results of 
2007 and discuss the outlook for 2008. 
 
Review of 2007 
 
In 2007, we did what we said we would do. 
 
Premiums and other considerations were 4.3% higher in 2007 as compared to 2006.  This net increase in 
premiums was led by growth in both our group ancillary insurance and final expense life insurance 
product lines.  Premiums in our group ancillary insurance product line were $9 million in 2007, an 
increase of 7% compared to 2006.  Premiums in our final expense life insurance product line were $4 
million in 2007, an increase of 153% compared to 2006. 
 
As anticipated, the investments to accomplish the turnaround in premium revenue resulted in an increase 
to the ratio of general expenses to premium.  Such ratio was 35.6% in 2007 as compared to 30.9% in 
2006.  This was the primary cause of the 2007 segment loss of $1,163,831 as compared to the 2006 
segment profit of $632. 
 
I had noted in last year’s Annual Report that controlling expense levels would also be challenging without 
relief from some of the more onerous provisions of the federal Sarbanes-Oxley Act.  In response to a May 
2007 announcement that such relief would not be forthcoming, we implemented a 1-for-250 reverse stock 
split effective November 13, 2007 which enabled us to de-register the Company’s common stock with the 
Securities and Exchange Commission.  While we incurred one-time expenses during 2007 in connection 
with the de-registration process, we anticipate significant general expense savings going forward as a 
result of the de-registration. 
 
Buoyed by a significant level of realized investment gains, the Company had net income of $83.50 per 
share for 2007, compared to a net loss for 2006 of $126.45 per share.  Note that the per share figure for 
2006 has been restated to reflect the reverse stock split effected during 2007. 
 
Outlook for 2008 
 
In 2008, we look to accelerate the progress that began in 2007. 
 
We anticipate significant growth in our group ancillary product line during 2008.  We began assembling a 
highly talented group of Regional Marketing Directors during 2007.  As I mentioned in last year’s Annual 
Report, there is a ramp up period following the hire of a Regional Marketing Director before he/she 
reaches expected production levels.  Our expectations are that we will see significant production gains in 
2008 from the Regional Marketing Directors hired in 2007. 
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We plan on expanding our sales territory for our group ancillary product line during 2008 through the 
addition of new Regional Marketing Directors.  While such new Regional Marketing Directors will be in 
their ramp up periods during 2008, we nevertheless expect to see meaningful production. 
 
We are actively looking for what we term “game changers” that could materially accelerate the growth 
curve of our group ancillary product line.  Examples of potential “game changers” include marketing 
partnerships with other companies and the introduction of one or more additional products.  There is no 
guarantee one of these events will come to fruition during 2008, but we are confident that we are taking 
steps that will eventually result in such an event. 
 
A re-designed final expense life insurance product will be introduced during 2008 to reflect our 
experience in that market over the past few years. 
 
We utilized reinsurance to finance much of the growth of our final expense life insurance product in 2007. 
The limit in the existing reinsurance agreement was reached in the first quarter of 2008. We are exploring 
the possibility of arranging a new reinsurance relationship.  Alternatively, we anticipate internally 
financing the growth of our final expense life insurance product.  The financing alternatives primarily 
impact the statutory-basis net income and surplus of the Company’s life insurance subsidiaries. 
 
As previously noted, we experienced superior investment returns during 2007.  As we entered 2008, the 
slowdown in the world economy and the impact of non-performing mortgages nationally had a negative 
impact on many stocks and bonds.  The depth and length of the impact during 2008 is yet to be seen. 
 
Annual Meeting of Shareholders 
 
You are invited to attend our Annual Meeting of Shareholders to be held August 28, 2008 at 3:00 P.M. 
Eastern Time at the Company’s office.  Shareholders of record at the end of the day on June 30, 2008 are 
entitled to vote at the Annual Meeting.  The only business expected to be conducted at the Annual 
Meeting is the election of the Board of Directors.  The nominees, who are all the existing members of the 
Board, are as follows: 
 

 John H. Harralson, Jr:  Mr. Harralson has served as a Director of the Company since 1990 and of 
each of the Company’s insurance subsidiaries since their acquisition by the Company and, in the 
case of one of the insurance subsidiaries, many years before.  He has been the editor of The Voice 
Tribune, a suburban weekly newspaper in Louisville, Kentucky, for more than five years. 

 
 George A. Turk:  Mr. Turk has served as a Director of the Company and of each of the 

Company’s insurance subsidiaries since June 2004.  He has served as a Financial Analyst and 
Special Projects Manager for the National Underground Railroad Freedom Center, a non-profit 
corporation located in Cincinnati, Ohio, since 2002.  Prior to his service for the Freedom Center, 
he worked for thirty years at Arthur Andersen LLP.  During his tenure with Arthur Andersen, he 
served as Partner in Charge of Financial Services Practice for Kentucky and Ohio. 

 
 Thomas G. Ward:  Mr. Ward has served as a Director of the Company since 1990 and of each of 

the Company’s insurance subsidiaries since their acquisition by the Company and, in the case of 
one of the subsidiaries, many years before.  He has been President of Third Kentucky Cellular 
Corp., a cellular telephone company, in Lexington, Kentucky for more than five years. 
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 Darrell R. Wells:  Mr. Wells has served as President and Chief Executive Officer of the Company 
since 1995.  He has served as a Director and as Chairman of the Board of the Company since 
1990 and as a Director, Chairman of the Board, and Chief Executive Officer of the Company’s 
insurance subsidiaries since February 2004.  His principal occupation for more than five years has 
been as the General Partner of Security Management Company, a financial management company 
in Louisville, Kentucky.  He serves on the Board of Directors of Churchill Downs Incorporated.  
He is married to Margaret A. Wells.   

 
 Gerald A. Wells:  Gerald Wells became a Director of the Company on August 9, 2007.  Gerald 

Wells did not participate in the meetings or votes related to the Reverse Stock Split.  Gerald 
Wells is not related to either Darrell R. Wells or Margaret A. Wells.  For more than five years 
Gerald Wells has been a partner of Alexander Investment Services, a securities firm.   

 
 Margaret A. Wells:  Mrs. Wells has served as a Director of the Company since 1993 and of each 

of the Company’s insurance subsidiaries since February 2004.  For more than five years she has 
served as a civic volunteer in Louisville, Kentucky.  She is married to Darrell R. Wells. 

 
Challenges of Change 
 
The Company experienced many changes during 2007.  I want to thank all our employees for their 
resilience and pride of performance in this environment of change and urgency.  Customer service and 
flexibility are keys to our ability to develop new customers and to retain our customer base.  Our 
employees have been able to maintain and strengthen our service reputation while adapting to the changes 
in our business. 
  
Moving Forward 
 
2007 was a pivotal year for the Company.  We made substantive progress in growing our premiums and 
positioning the Company for future profitability.  While we all could wish for faster progress, we 
recognize that turnarounds take time to initiate before momentum develops.  We believe that we have 
now started developing that momentum and that sustainable growth is achievable. 
 
 
 
Darrell R. Wells 
President and Chairman of the Board 
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 Independent Auditors’  Report on Consolidated Financial Statements 
 
 
 
The Shareholders and Board of Directors 
Citizens Financial Corporation 
 
 
We have audited the accompanying consolidated balance sheet of Citizens Financial Corporation and subsidiaries 
(“the Company”) as of December 31, 2007, and the related consolidated statement of operations, shareholders’ 
equity, and cash flows for the year then ended.  These consolidated financial statements are the responsibility of the 
Company's management.  Our responsibility is to express an opinion on these consolidated financial statements 
based on our audits.  The consolidated financial statements as of December 31, 2006 and 2005, were audited by 
other auditors, whose report dated March 16, 2007 expressed an unqualified opinion. 
 
We conducted our audits in accordance with the standards generally accepted in the United States.  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.  Our audit included examining, on a test basis, evidence supporting the 
amounts and disclosures in the consolidated financial statements, assessing the accounting principles used and 
significant estimates made by management, and evaluating the overall consolidated financial statement presentation.   
We believe that our audit provides a reasonable basis for our opinion. 
 
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the 
consolidated financial position of Citizens Financial Corporation and subsidiaries at December 31, 2007, and the 
consolidated results of their operations and their cash flows for the year then ended, in conformity with U.S. 
generally accepted accounting principles.   
 
 
 
CHILTON & MEDLEY PLC 
Louisville, Kentucky 
June 20, 2008 
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Citizens Financial Corporation and Subsidiaries 

Consolidated Statements of Operations 
 
 

 

Year Ended December 31                       2007        2006        2005

Revenues:
   Premiums and other considerations 24,273,748$              23,310,214$             26,529,799$           
   Premiums ceded, net of premiums assumed (928,541)                   (937,247)                   (981,611)                
      Net premiums earned 23,345,207                22,372,967               25,548,188             
  Net investment income 6,553,884                  6,675,220                 6,905,947               
  Net realized investment gains 2,386,252                  4,041                        780,265                  
  Other income 397,168                     223,276                    188,507                  
Total Revenues 32,682,511                29,275,504               33,422,907             

Policy benefits and expenses:
   Policyholder benefits 19,146,981                19,498,161               20,908,054             
   Policyholder benefits ceded (1,074,698)                (1,404,292)                (1,074,974)             
      Net benefits 18,072,283                18,093,869               19,833,080             
   (Decrease) increase in net benefit reserves (752,966)                   (1,388,195)                407,512                  
   Interest credited on policyholder deposits 629,940                     591,164                    610,506                  
   Commissions 5,318,972                  4,625,884                 4,738,463               
   General expenses 8,320,550                  6,910,230                 6,646,721               
   Interest expense 533,074                     486,645                    379,519                  
   Policy acquisition costs deferred (2,060,367)                (1,328,861)                (1,121,029)             
   Amortization expense:
      Deferred policy acquisition costs 1,125,934                  991,310                    1,127,521               
      Value of insurance acquired 295,862                     347,658                    405,728                  
   Depreciation expense 509,882                     427,772                    263,121                  
Total policy benefits and expenses 31,993,164                29,757,476               33,291,142             
Income (loss) before income tax expense 689,347                     (481,972)                   131,765                  
Income tax expense 227,896                     353,932                    -                         
Net income (loss) 461,451$                   (835,904)$                 131,765$                
Net income (loss) per common share, basic and diluted 83.50$                       (126.45)$                   19.71$                    

  
 
 
 
 
 
          The accompanying notes are an integral part of these consolidated financial statements.
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Citizens Financial Corporation and Subsidiaries 

Consolidated Balance Sheets 
 
 
 

December 31                         2007           2006

ASSETS

Investments:

   Securities available-for-sale, at fair value:

      Fixed maturities (amortized cost of $104,715,442

       and $102,758,531 in 2007 and 2006, respectively) 101,531,996$           101,061,766$         

      Equity securities (cost of $10,504,215 and

        $8,840,149 in 2007 and 2006, respectively) 9,627,902                 9,429,265               

   Investment real estate 2,914,892                 3,020,878               

   Policy loans 4,567,115                 4,452,885               

   Short-term investments 40,000                      40,000                    

Total investments 118,681,905 118,004,794

Cash and cash equivalents 4,627,710                 7,966,604               

Accrued investment income 1,540,969                 1,597,292               

Reinsurance recoverable 3,191,869                 2,768,022               

Premiums receivable 274,815                    216,697                  

Property and equipment, net 1,944,913                 2,189,338               

Deferred policy acquisition costs 11,564,922               10,634,244             

Value of insurance acquired 1,640,654                 1,936,516               

Goodwill 755,782                    755,782                  

Income taxes receivable -                            52,503                    

Net deferred income tax asset 297,374                    279,234                  

Other assets 1,401,739                 878,523                  

Total assets 145,922,652$           147,279,549$         
 
 
              The accompanying notes are an integral part of these consolidated financial statements. 
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Citizens Financial Corporation and Subsidiaries 

Consolidated Balance Sheets 
 
 
 

December 31                         2007           2006

LIABILITIES 

Policy liabilities:

   Future policy benefits 109,060,435$           109,510,024$         

   Policyholder deposits 13,860,372               14,319,829             

   Policy and contract claims 1,731,329                 1,546,613               

   Unearned premiums 105,673                    112,823                  

   Other 260,159                    181,818                  

Total policy liabilities 125,017,968             125,671,107           

Note payable – bank -                            208,337                  

Note payable – related party 6,360,000                 5,330,000               

Accrued expenses and other liabilities 4,350,502                 1,954,060               

Total liabilities 135,728,470             133,163,504           

COMMITMENTS AND CONTINGENCIES (Note 10)

SHAREHOLDERS’ EQUITY (Note 15)

Common stock, 24,000 shares authorized;

   5,523 and 1,588,011 shares issued and

     outstanding in 2007 and 2006, respectively 5,523                        1,588,011               

Additional paid-in capital 6,741,783                 6,650,197               

Accumulated other comprehensive loss (3,948,436)                (1,056,024)             

Retained earnings 7,395,312                 6,933,861               

Total shareholders’ equity 10,194,182               14,116,045             

Total liabilities and shareholders’ equity 145,922,652$           147,279,549$         

 
                  The accompanying notes are an integral part of these consolidated financial statements. 
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Citizens Financial Corporation and Subsidiaries 
Consolidated Statements of Shareholders’ Equity 

 
 

Additional Comprehensive
Common Paid-in Loss

Stock Capital Total 
|

Balance at January 1,2005 1,671,628$   7,081,921$     3,362,802$      7,638,000$     19,754,351$   |
   Net income 131,765 131,765 | 131,765$         
   Decrease in unrealized appreciation of |
      available-for-sale securities (2,642,112) (2,642,112) | (2,642,112)       
   Comprehensive loss | (2,510,347)$     
Balance at December 31, 2005 1,671,628 7,081,921 720,690 7,769,765 17,244,004 |
   Net loss (835,904) (835,904) | (835,904)$        
   Decrease in unrealized appreciation of |
      available-for-sale securities (1,776,714) (1,776,714) | (1,776,714)       
   Comprehensive loss | (2,612,618)$     
   Common stock repurchases (83,617) (431,724) (515,341) |
Balance at December 31, 2006 1,588,011 6,650,197 (1,056,024) 6,933,861 14,116,045 |
   Net income 461,451 461,451 | 461,451$         
   Increase in unrealized depreciation of |
      available-for-sale securities (2,892,412) (2,892,412) | (2,892,412)       
   Comprehensive loss | (2,430,961)$     
   Common stock repurchases (1,900) (10,175) (12,075) |
   Reverse stock split (1,579,767) 1,579,767
   Fractional shares purchased (821) (1,478,006) (1,478,827)
Balance at December 31, 2007 5,523$          6,741,783$     (3,948,436)$     7,395,312$     10,194,182$   

Total 
Shareholders' 

Equity
Retained 
Earnings

Accumulated 
Other 

Comprehensive 
Income (Loss)

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  The accompanying notes are an integral part of these consolidated financial statements. 
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Citizens Financial Corporation and Subsidiaries 
Consolidated Statements of Cash Flows 

Year Ended December 31                       2007        2006        2005

Operating activities:
Net income (loss) 461,451$                   (835,904)$                 131,765$                
Adjustments reconciling net income (loss) to
      net cash provided by (used in) operating activities:
   Interest credited on policyholder deposits 619,393                     591,165                    610,506                  
   Provision for amortization and depreciation,
      net of deferrals (128,690)                   437,879                    675,341                  
   Amortization of premium and accretion 
      of discount on securities purchased, net (15,059)                     7,902                        (13,384)                  
   Net realized investment gains (2,386,252)                (4,041)                       (780,265)                
   Changes in operating assets and liabilities:
      Benefit reserves (754,978)                   (1,388,195)                407,512                  
      Claim liabilities 184,716                     (341,437)                   (73,317)                  
      Reinsurance recoverable (162,409)                   (74,303)                     41,952                    
      Accrued investment income 56,323                       86,194                      (46,165)                  
      Changes in other operating assets and liabilities 565,843                     (1,209,710)                (657,646)                
      Deferred income tax expense (benefit) 3,167                         344,218                    (350,634)                
      Income taxes payable 272,372                     33,957                      192,007                  
Net cash (used in) provided by operating activities (1,284,123)                (2,352,275)                137,672                  

Investing activities:
Securities available-for-sale:
   Purchases – fixed maturities (13,490,512)              (8,091,857)                (24,210,862)           
   Purchases – equity securities (23,620,378)              (15,972,560)              (11,323,893)           
   Sales and maturities – fixed maturities 11,580,817                17,866,241               24,273,864             
   Sales – equity securities 24,531,571                14,887,667               11,564,437             
Short-term investments sold -                            -                            611,766                  
Additions to real estate (16,633)                     (152,622)                   (73,777)                  
Additions to property and equipment, net (110,877)                   (498,766)                   (281,999)                
Other investing activities, net (114,230)                   67,518                      (243,356)                
Net cash (used in) provided by investing activities (1,240,242)                8,105,621                 316,180                  

Financing activities:
Policyholder deposits 747,964                     534,525                    587,618                  
Policyholder withdrawals (1,826,815)                (1,522,229)                (1,763,446)             
Proceeds from additional borrowings- related party 1,030,000                  1,330,000                 1,000,000               
Payments on note payable – bank (208,337)                   (1,166,666)                (1,416,666)             
Fractional shares purchased (545,266)                   -                            -                         
Repurchases of common stock (12,075)                     (515,341)                   -                         
Net cash used in financing activities (814,529)                   (1,339,711)                (1,592,494)             

Net (decrease) increase in cash and cash equivalents (3,338,894)                4,413,635                 (1,138,642)             
Cash and cash equivalents at beginning of year 7,966,604                  3,552,969                 4,691,611               

Cash and cash equivalents at end of year 4,627,710$                7,966,604$               3,552,969$             

 
        
       The accompanying notes are an integral part of these consolidated financial statements. 
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Citizens Financial Corporation and Subsidiaries 
December 31, 2007 

 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

  
 
Note 1 – NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES 
 
Principles of Consolidation and Presentation.  The accompanying consolidated financial statements include the accounts of Citizens 
Financial Corporation and its wholly owned subsidiaries: Citizens Security Life Insurance Company (“Citizens Security”), United 
Liberty Life Insurance Company (“United Liberty”), Citizens Insurance Company (“Citizens Insurance”), Citizens Security Benefit 
Services, Inc. (“Citizens Security Benefits”) and Corporate Realty Service, Inc. (“Corporate Realty”).  These entities are 
collectively hereinafter referred to as the Company.  United Liberty and Citizens Insurance are also wholly owned subsidiaries of 
Citizens Security.  All significant intercompany accounts and transactions are eliminated in consolidation.   
 
Nature of Operations.  The Company engages primarily in the business of life insurance, annuities and accident and health 
insurance through Citizens Security and United Liberty (“the Life Insurance Subsidiaries”).  The Life Insurance Subsidiaries offer 
life, fixed-rate annuity and accident and health insurance products to individuals and groups through independent agents.  Citizens 
Insurance was acquired during 1999 and is licensed as a property and casualty insurer in six states but currently has no business in 
force.  Corporate Realty manages the Company’s real estate along with two other properties affiliated with the Company’s 
Chairman (see Note 13). 
 
The individual life insurance products currently offered by the Life Insurance Subsidiaries consist of traditional whole life 
insurance and universal life insurance policies.  Citizens Security also sells group life and accidental death and dismemberment 
policies.  The fixed-rate annuity products offered by Citizens Security consist of flexible premium deferred annuities, life policy 
annuity riders, and single premium deferred annuities.  Citizens Security’s individual accident and health insurance products 
provide coverage for monthly income during periods of hospitalization, scheduled reimbursement for specific hospital and surgical 
expenses and cancer treatments, and lump sum payments for accidental death or dismemberment, while the group accident and 
health products provide coverage for short and long-term disability, income protection and dental procedures. 
 
Citizens Security is licensed to sell products in the District of Columbia and 20 states primarily located in the South and Southeast.  
United Liberty is licensed to sell products in 21 states primarily located in the South, Midwest, and West.  United Liberty's ongoing 
sales efforts are focused primarily in nine states where Citizens Security is not licensed.  
 
The Life Insurance Subsidiaries market their portfolio of products through the personal producing general agent distribution system 
and presently have approximately 4,000 sales representatives.  Many of these also represent other insurance carriers.  
Approximately 1,000 of the agents specialize in the Home Service market while approximately 500 are Preneed representatives 
who market through funeral homes.  These markets consist primarily of individuals who desire whole life policies with policy 
limits typically below $10,000. 

Use of Estimates.  The preparation of financial statements in conformity with U.S. generally accepted accounting principles 
(“GAAP”) requires management to make estimates and assumptions that affect the amounts reported in the financial statements and 
accompanying notes.  Actual results could differ from those estimates.  
 
Investments.  The Company classifies fixed maturities and equity securities as “available-for-sale.”  Available-for-sale securities 
are carried at fair value, with unrealized gains and losses included in accumulated other comprehensive income (loss), net of 
applicable deferred income taxes and adjustments to related deferred policy acquisition costs.  Mark-to-market accounting is used 
for equity options embedded in convertible bonds and all other derivatives.  Changes in the fair value of derivatives are reported 
currently as realized gains or losses. 
 
Company management periodically evaluates whether the declines in fair value of investments are other-than-temporary.  These 
evaluations consist of a review of qualitative and quantitative factors, including analysis of the issuer’s competitive position in its 
markets, deterioration in the financial condition of the issuer, downgrades of the security by a rating agency, and other publicly 
available issuer-specific news or general market conditions.  For investments in companies with no quoted market price, the 
Company considers similar qualitative and quantitative factors and also takes into account the cost of the investment, the type of  
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Citizens Financial Corporation and Subsidiaries 

December 31, 2007 
 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 

investment, subsequent purchases of the same or similar investments, the current financial position and operating results of the 
issuer, and such other factors as may be relevant.  Declines in fair values of securities deemed to be other-than-temporary are 
included in the results of operations as realized investment losses in the period of determination.  Determining what constitutes an 
other-than-temporary decline involves significant judgment.  Declines in fair value below cost not considered other-than-temporary 
in the current period could be considered other-than-temporary in a future period and reduce earnings to the extent of the write-
down. 
 
For purposes of computing realized gains and losses on fixed maturities and equity securities sold, the carrying amount is 
determined using the specific-identification method.  Policy loans are carried at unpaid balances.  Investment real estate is carried 
at depreciated cost.  Short-term investments, which consist of certificates of deposit, are carried at cost, which approximates fair 
value.  Cash and cash equivalents consist of highly liquid investments with maturities of three months or less at the date of 
purchase and are also carried at cost, which approximates fair value. 
 
Deferred Policy Acquisition Costs.  Commissions and other policy acquisition costs that vary with, and are primarily related to, the 
production of new insurance contracts are deferred, to the extent recoverable from future policy revenues and gross profits, and 
amortized over the life of the related contracts.  See Premiums, Benefits and Expenses regarding amortization methods. 
 
Property and Equipment.  Property and equipment, including the home office building, are carried at cost less accumulated 
depreciation, using principally the straight-line method of depreciation.  Computer software is amortized over a 3 year life and 
computer hardware is amortized over a 5 year life, while the office building and related improvements are amortized over a 20 year 
life. Accumulated depreciation at December 31, 2007 was $3,296,706 ($2,800,971 at December 31, 2006). 
 
Goodwill and Value of Insurance Acquired.  Goodwill represents the excess of purchase price of purchased subsidiaries, over 
amounts assigned (based on estimated fair values at the date of acquisition) to the identifiable net assets acquired.  The recovery of 
these assets is dependent on the fair value of the business to which they relate.  Pursuant to SFAS No. 142, “Goodwill and Other 
Intangible Assets”, goodwill is subject to annual impairment tests based on the estimated fair value of the respective assets.  There 
are numerous assumptions and estimates underlying the determination of the estimated fair value of goodwill.  Different valuation 
methods and assumptions can produce significantly different results that could affect the amount of any potential impairment 
charge that might be required to be recognized.  During both 2007 and 2006, the Company, in consultation with our consulting 
actuaries, concluded that no impairment adjustment was necessary for its goodwill. 
 
Value of insurance acquired is recorded at the estimated value assigned to the insurance in force of the purchased subsidiaries at the 
dates of acquisition.  The assigned value is amortized over the expected remaining life of the insurance in force using methods 
consistent with that used for amortization of policy acquisition costs (as described under Premiums, Benefits and Expenses).  At 
December 31, 2007, accumulated amortization was $7,643,315 ($7,359,858 at December 31, 2006). 
 
Benefit Reserves and Policyholder Deposits.  Traditional life and accident and health insurance products include those contracts 
with fixed and guaranteed premiums and benefits and consist principally of whole-life and term insurance policies, 
limited-payment life insurance policies and certain annuities with life contingencies. Reserves on such policies are based on 
assumed investment yields that range from 5% to 7%.  This assumption is based on management’s expectations for long term total 
returns, and has been reduced for policies issued beginning in 2005 in light of the extended low returns we have experienced in 
recent years.  Reserves on traditional life and accident and health insurance products are determined using the net level premium 
method based on future investment yields, mortality, withdrawals, and other assumptions, including dividends on participating 
policies.  Such assumptions are based on past experience and include provisions for possible unfavorable deviation. 
 
Benefit reserves and policyholder contract deposits on universal life, other interest-sensitive life products and investment-type 
products are determined using the retrospective deposit method and consist of policy account balances, before deducting surrender 
charges, which accrue to the benefit of the policyholder. 
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Citizens Financial Corporation and Subsidiaries 

December 31, 2007 
 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 
 
 
Participating insurance business constituted approximately 0.6%, 0.6% and 5.0% of ordinary life insurance in force at December 
31, 2007, 2006 and 2005, and 0.3%, 0.4%, and 3% of annualized ordinary life premium in force at December 31, 2007, 2006, and 
2005, respectively.  Participating dividends are determined at the discretion of the Board of Directors. 
 
Reserves on insurance policies acquired by purchase are based on assumptions considered appropriate as of the date of purchase.  
Assumed investment yields for such acquired policies range from 5.5% to 9.0%. 
 
Premiums, Benefits and Expenses.  Premiums for traditional individual life (including Preneed) and accident and health policies are 
recognized as revenue when legally collectible from policyholders. Benefit claims (including an estimated provision for claims 
incurred but not reported), benefit reserve changes and expenses (except those deferred) are charged to expense as incurred.  
Deferred policy acquisition costs related to traditional life and accident and health policies are charged to expense over the life of 
the policy using methods and assumptions consistent with those used in estimating liabilities for future policy benefits.  In 
determining whether a premium deficiency exists on short-duration policies, management does not give consideration to investment 
income. 
 
Revenues for universal life and investment-type products consist of policy charges for the cost of insurance, policy initiation, 
administrative surrender fees and investment income.  Expenses include interest credited to policyholder account balances, incurred 
administrative expenses and benefit payments in excess of policy account balances.  Deferred policy acquisition costs related to 
universal life and investment-type products are amortized in relation to the incidence of expected gross profits over the life of the 
policies.  Expected gross profits are reviewed at each reporting period, and to the extent actual experience varies from that 
previously assumed, the effects of such variances are recorded in the current period.   
 
Liabilities for Policy Claims.  Policy claim liabilities are based on known liabilities plus estimated future liabilities developed from 
trends of historical data applied to current exposures.  These liabilities are closely monitored and adjustments for changes in 
experience are made in the period identified. 
 
Federal Income Taxes.  The Company uses the liability method of accounting for income taxes.  Deferred income taxes are 
provided for cumulative temporary differences between balances of assets and liabilities determined under GAAP and balances 
determined for tax reporting purposes. 
 
Earnings Per Share.  Basic and diluted earnings per share amounts are based on the weighted average number of common shares 
outstanding during the year.  Share and per share amounts have been restated to reflect the 2007 reverse stock split for all periods 
presented-see note 15. 
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Note 2 – INVESTMENTS 
 
The cost and fair value of investments in fixed maturities and equity securities are shown below.   The cost amounts are adjusted 
for amortization of premium and accretion of discount on fixed maturities and for write-downs of securities whose decline in value 
has been judged to be other-than-temporary.  The table shows the Company’s investments’ gross unrealized losses and fair value, 
aggregated by investment category and length of time that individual securities have been in a continuous unrealized loss position, 
at December 31, 2007 and 2006. 
 

2007

Amortized Cost

Gross 
Unrealized 

Gains
Less Than 12 

Months

Greater 
Than 12 
Months Fair Value

US Government obligations 14,802,497$      412,472$          88$                 -$               $        15,214,881 
State and political subdivisions 1,000,000          2,942                -                  -                             1,002,942 
Corporate bonds 88,368,556        786,860            1,198,868       3,202,731                84,753,817 
Mortgage-Backed securities 544,389             15,967              -                  -                                560,356 
Total fixed maturity securities 104,715,442      1,218,241         1,198,956       3,202,731              101,531,996 
Equity securities 10,504,215        468,755            1,268,336       76,732                       9,627,902 
Total 115,219,657$    1,686,996$       2,467,292$     3,279,463$    $      111,159,898 

Gross Unrealized Losses

Available-for-sale securities:

 
 

2006

Amortized Cost

Gross 
Unrealized 

Gains
Less Than 12 

Months

Greater 
Than 12 
Months Fair Value

US Government obligations 14,637,198$      28,925$            3,598$            212,559$       $        14,449,966 
State and political subdivisions 1,999,992          8                       -                  22,183                       1,977,817 
Corporate bonds 85,420,020        679,497            534,188          1,641,428                83,923,901 
Mortgage-Backed securities 701,321             14,018              -                  5,257                            710,082 
Total fixed maturity securities 102,758,531      722,448            537,786          1,881,427              101,061,766 
Equity securities 8,840,149          741,634            137,206          15,312                       9,429,265 
Total 111,598,680$    1,464,082$       674,992$        1,896,739$    $      110,491,031 

Gross Unrealized Losses

Available-for-sale securities:
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The following table summarizes, for all securities in an unrealized loss position at December 31, 2007, the estimated fair value, pre-
tax gross unrealized loss and number of securities by length of time those securities have been continuously in an unrealized loss 
position: 
 

Estimated fair value Gross unrealized loss Number of securities
Fixed maturities:
Less than 12 months 18,467,562$      1,198,956$   30
Greater than 12 months 35,505,588        3,202,731     59
Total fixed maturities 53,973,150        4,401,687     89

Equities:
Less than 12 months 4,775,734          1,268,336     25
Greater than 12 months 301,379             76,732          2
Total equities 5,077,113          1,345,068     27

Total 59,050,263$      5,746,755$   116  
 
When a security is placed on the watch list, it is monitored for further market value changes and additional news related to the 
issuer’s financial condition.  The focus is on objective evidence that may influence the evaluation of impairment factors. 
 
The decision to impair a security incorporates both quantitative criteria and qualitative information.  The Company considers a 
number of factors including, but not limited to: (a) the length of time and the extent to which the fair value has been less than book 
value, (b) the financial condition and near term prospects of the issuer, (c) the intent and ability of the Company to retain its 
investment for a period of time sufficient to fully recover to cost, (d) whether the debtor is current on interest and principal 
payments and (e) general market conditions and industry or sector specific factors. 
 
The Company’s decision to impair a security is primarily based on whether the security’s fair value is likely to remain significantly 
below its book value in light of all of the factors considered.  For securities that are impaired, the security is adjusted to fair value 
and the resulting losses are recognized in realized gains (losses) in the Consolidated Statements of Operations. 
 
Investments that are impaired at December 31, 2007 for which an other-than-temporary impairment has not been recognized consist 
mainly of corporate bond issues.  The impairment of these securities has been deemed as temporary (attributable to increased 
interest rates in the bond market) due to the assigned rating, the typical fluctuations of these particular securities in the marketplace 
and management’s intent and the Company’s ability to hold them until they have substantially recovered the unrealized losses. The 
aggregated unrealized losses at December 31, 2007 are approximately 5.0% of the aggregated amortized cost of all securities.  
There are a total of 116 securities held that are considered temporarily impaired, 61 of which have been impaired for twelve months 
or longer. Of the 89 fixed maturities deemed to be temporarily impaired, 15 are rated by Standard and Poor’s as BB+ to CCC+ (i.e. 
non-investment grade), while all the others are investment grade bonds.  
 
The fair values for investments in fixed maturities and equity securities are based on quoted market prices, where available.  For 
investments in fixed maturities and equity securities not actively traded, fair values are estimated using values obtained from 
independent pricing services. 
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The annual change in net unrealized investment appreciation or depreciation, at December 31, 2007, 2006 and 2005, and the 
amount of net realized investment gains or losses included in net income (loss) for the respective years then ended are shown 
below.   
 

Year Ended December 31                       2007                         2006                      2005
Fixed maturities:
   Change in net unrealized appreciation/depreciation (1,486,682)$              (2,533,579)$              (2,772,067)$           
   Net realized gains 22,295$                     433,660$                  107,400$                
Equity securities:
   Change in net unrealized appreciation/depreciation (1,465,427)$              301,470$                  (1,364,263)$           
   Net realized gains (losses) 2,363,957$                (429,619)$                 672,865$                 

 
The amortized cost and fair value of investments in fixed maturities at December 31, 2007, by contractual maturity, are shown 
below.  Expected maturities for investments in fixed maturities will differ from contractual maturities because borrowers may have 
the right to call or prepay obligations, sometimes without prepayment penalties. 
 

Amortized Cost Fair Value
Due in one year or less 2,844,788$                2,861,857$               
Due after one year through five years 28,350,753                27,664,398               
Due after five years through ten years 55,738,912                54,326,280               
Due after ten years 17,236,600                16,119,105               
Subtotal 104,171,053 100,971,640             
Mortgage-backed securities with multiple maturity dates 544,389                     560,356                    
Total 104,715,442$            101,531,996$           

December 31, 2007

 
 
Proceeds during 2007, 2006 and 2005 from sales and maturities of investments in available-for-sale securities were $34,597,698, 
$32,753,908 and $35,838,301, respectively. Gross gains of $48,331, $594,167and $608,542 and gross losses of $26,036, $160,502 
and $501,142 were realized on the sales of available-for-sale fixed maturities during 2007, 2006, and 2005, respectively.  Net 
realized gains from the sales of fixed maturities have been reduced by $55,733, $9,128 and $1,152 in 2007, 2006 and 2005 
respectively, due to amortization of deferred policy acquisition costs.   
 
Gross gains of $2,917,797, $992,591 and $1,301,523 and gross losses of $553,840, $1,490,596 and $628,658 were realized on the 
sales of available-for-sale equity securities during 2007, 2006 and 2005, respectively.  Included in gross realized losses during 2006 
are adjustments to the carrying amounts of available-for-sale equity securities of $687,987 relating to declines in value that were 
considered by management to be other than temporary (none in 2007).  Net realized gains from the sale of equity securities have 
been reduced by $20,901, $9,056 and $7,216 in 2007, 2006 and 2005, respectively, due to amortization of deferred policy 
acquisition costs.   
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Net unrealized appreciation (depreciation) of available-for-sale securities is summarized as follows: 
 

December 31                       2007                         2006
Net depreciation on available-for-sale securities:
   Fixed maturities (3,183,446)$              (1,696,765)$              
   Equity securities (876,313)                   589,116                    
Adjustment of deferred policy acquisition costs 84,531                       51,625                      
Deferred income taxes 26,792                       -                            
Net unrealized depreciation (3,948,436)$              (1,056,024)$               

 
Major categories of net investment income are summarized as follows (approximately): 
 

Year Ended December 31                       2007                         2006                      2005
Fixed maturities 5,624,928$                5,665,213$               6,002,557$             
Equity securities 251,307                     264,548                    337,494                  
Investment real estate 348,830                     362,811                    365,898                  
Policy loans 285,961                     284,972                    287,236                  
Short-term investments and other 374,300                     389,326                    164,013                  
Subtotal 6,885,326                  6,966,870                 7,157,198               
Investment expense (331,442)                   (291,650)                   (251,251)                
Net investment income 6,553,884$                6,675,220$               6,905,947$              

 
The Company limits credit risk by diversifying its investment portfolio among government and corporate fixed maturities and 
common and preferred equity securities.  It further diversifies these investment portfolios within industry sectors.  As a result, 
management believes that significant concentrations of credit risk do not exist.  The Company held 21 investments (other than U.S. 
Governments) comprising more than ten percent of shareholders’ equity each at December 31, 2007. All but one of these 
investments (HCA - $1,335,000) is investment grade fixed maturity securities.  At December 31, 2007 the Company had no 
investments that had not been income producing for a period of at least twelve months prior to year-end and had no fixed maturity 
securities on non-accrual status at December 31, 2007. 
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The following table is a reconciliation of the net unrealized gains (losses) arising during the year and the changes in net unrealized 
gains (losses) as reported on the accompanying statements of shareholders’ equity. 
 

Pretax Tax Net-of-Tax
Year Ended Amount Amount

December 31, 2007
   Unrealized loss (532,952)$                 (26,792)$                   (506,160)$              
   Less: Reclassification adjustment
            for gains realized in net income 2,386,252                  -                            2,386,252               
   Change in net unrealized loss (2,919,204)$              (26,792)$                   (2,892,412)$           

December 31, 2006
   Unrealized loss (2,155,603)$              (369,870)$                 (1,774,047)$           
   Less: Reclassification adjustment
            for gains realized in net income 4,041                         1,374                        2,667                      
   Change in net unrealized loss (2,159,644)$              (371,244)$                 (1,776,714)$            

 
The amounts above are presented net of a deferred tax valuation allowance for unrealized gains or losses. 
 
As an income generation strategy, the Company takes certain option positions, generally on equity securities or related market 
indices and on equity options embedded in convertible bonds.  Although such positions may be covered by actual securities owned 
or offsetting options, hedge accounting is not used.  Accordingly, all such positions are marked to market and changes in value 
reported as realized gains or losses.  During 2007 and 2006, option purchases totaled approximately $625,000 and $52,000, 
respectively, consideration received for options written totaled approximately $1,799,000 and $638,000 in 2007 and 2006, 
respectively, and related net realized gains totaled approximately $1,040,000 and $193,000 in 2007 and 2006, respectively.  At 
December 31, 2007, net short option positions outstanding had a market value of $(134,000) (included in Other liabilities in the 
Consolidated Balance Sheets) including equity options embedded in convertible bonds. At December 31, 2006, net short option 
positions outstanding had a market value of $(102,000).  
 
Pursuant to requirements of certain state insurance departments, the Company has investments with a carrying amount of 
$48,598,470 at December 31, 2007, placed on deposit at various financial institutions that are restricted from withdrawal without 
prior regulatory approval. 
 
The Company owns the building and land, which it currently occupies.  At both December 31, 2007 and 2006, the Company 
occupied approximately 32% of the building with the remaining space leased or available for lease to third-party tenants.  The 
accompanying financial statements reflect the proportionate Company occupied share of the building and related operating expense 
as property and equipment and general expense, respectively.  The remaining portions are reflected as investment real estate and as 
a reduction of investment income, respectively.  Accumulated depreciation at December 31, 2007 and 2006 on the investment real 
estate portion of the building was $1,674,232 and $1,556,909, respectively. 
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Note 3 – VALUE OF INSURANCE ACQUIRED 
 
The value of insurance acquired is an asset, which represents the present value of future profits on business acquired, using 
discount rates of 6.6% to 9.0%.  Balances outstanding relate primarily to the purchase of United Liberty, two additional companies 
which have been merged into Citizens Security (Integrity National Life Insurance Company and Old South Life Insurance 
Company) and the National Affiliated Investors Life block of business.  An analysis of the value of insurance acquired for the years 
ended December 31, 2007, 2006 and 2005 is as follows: 
 

Year Ended December 31                  2007                       2006                         2005
Balance at beginning of year 1,936,516$          2,284,174$                2,689,902$               
Accretion of interest 108,611               129,019                     151,212                    
Amortization (404,473)             (476,677)                   (556,940)                   
Balance at end of year 1,640,654$          1,936,516$                2,284,174$                

 
Amortization of the value of insurance acquired (net of interest accretion) in each of the following five years will be approximately: 
2008 - $239,000; 2009 - $203,000; 2010 - $173,000; 2011 - $148,000 and 2012 - $126,000. 
 
 
Note 4 – DEBT 
 
Debt consists of the following: 
 

December 31                  2007                       2006
Commercial bank, due 2007 -$                    208,337$                   
Related party, due 2007 6,360,000            5,330,000                  
Total 6,360,000$          5,538,337$                 

 
 
The Company has entered into a $7,500,000 discretionary revolving line of credit with its Chairman. Under this agreement, the 
Company initially borrowed $2,000,000 in December 2002 to strengthen the statutory capital position of its principal insurance 
subsidiary.  The Company borrowed an additional $1,000,000, $1,000,000, $1,330,000 and $1,030,000 in 2003, 2005, 2006 and 
2007, respectively for general operating capital, including bank debt service.  These borrowings are considered current debt as a 
result of a 90-day call provision in the loan agreement. Interest on the debt is payable quarterly by the Company at an annual rate 
equal to the greater of 6.00% or the prime lending rate plus 1% (8.25% at December 31, 2007).  The outstanding principal is 
callable upon 90 days notice or otherwise due on June 30, 2008.  
 
Cash paid for interest on debt was $533,075 and $486,646, during 2007 and 2006, respectively. 
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Note 5 – NET INCOME AND DIVIDENDS PER SHARE (see Note 15) 
 
The following table sets forth the computation of net income per share.  There were no outstanding dilutative instruments in any 
year.  No dividends were paid or accrued for 2007, 2006, or 2005. 
 

Year Ended December 31                       2007        2006        2005

  Numerator:  Net Income (loss) 461,451$                   (835,904)$                 131,765$                

  Denominator: Weighted average common shares 5,527                         6,610 6,687                      

Net Income (Loss) Per Share, basic and diluted: 83.50$                       (126.45)$                   19.71$                     
 
 
Note 6 – INCOME TAXES 
 
Income taxes consist of the following (approximately): 
 

Year Ended December 31                       2007                         2006                      2005
Current tax expense (benefit) 278,000$                   (21,000)$                   (88,000)$                
Deferred tax expense (benefit) (51,000)                     374,000                    88,000                    
Income tax expense (benefit) 227,000$                   353,000$                  -$                        

 
Deferred income taxes are provided for cumulative temporary differences between balances of assets and liabilities determined 
under GAAP and balances determined for tax reporting purposes. 
 



 
 
 

21 

Citizens Financial Corporation and Subsidiaries 
December 31, 2007 

 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED) 

 
 
 
Significant components of the Company’s deferred tax liabilities and assets as of December 31, 2007 and 2006 approximate the 
following: 
 

Year Ended December 31                         2007           2006
Deferred tax liabilities:
   Value of insurance acquired (558,000)$                 (658,000)$              
   Deferred policy acquisition costs (2,542,000)                (2,610,000)             
   Other (254,000)                   (382,000)                
      Total deferred tax liabilities (3,354,000)                (3,650,000)             

Deferred tax assets:
   Policy and contract reserves 3,675,000                 3,584,000               
   Fixed maturities and equity securities 67,000                      266,000                  
   Real estate 549,000                    549,000                  
   Alternative minimum tax credit carryforwards 304,000                    290,000                  
   Net operating and capital loss carryforwards 476,000                    727,000                  
   Net unrealized losses on available-for-sale securities 1,368,729                 182,000                  
   Other 193,000                    295,000                  
      Total deferred tax assets 6,632,729                 5,893,000               
      Valuation allowance for deferred tax assets (2,981,729)                (1,963,000)             
      Net deferred tax assets after valuation allowance 3,651,000                 3,930,000               

Net deferred tax asset 297,000$                  280,000$                

 
 
The Company has generally not been currently taxable, accumulating operating and capital loss carryovers for tax purposes that 
create uncertainties as to future realization of related tax benefits and ultimate effective rates. This significantly impacts the 
Company’s determination of its deferred income tax accounts, and requires periodic “true-ups”.  
 
The following is a reconciliation of income tax expense at the federal statutory rate, to the tax at the Company’s effective income 
tax rate: 
 

Year Ended December 31                  2007        2006        2005
Tax at the statutory rate 234,000$             (164,000)$                 45,000$                    
Permenant book to tax differences (374,000)             (4,000)                       (17,000)                     
Temporary book to tax differences 367,000               521,000                     (28,000)                     
Tax at the effective rate 227,000$             353,000$                   -$                           

 
 No income taxes were paid or refunded in 2007. Income taxes refunded in 2006 and 2005 were $33,957 and $172,691, 
respectively.  The Company has $1,694,000 of net operating loss carry forwards, which begin to expire in the year 2018.   
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Under the tax law in effect prior to 1984, a portion of income of Citizens Security was not taxed when earned.  It was accumulated 
in a tax account known as policyholders’ surplus.  Under the provisions of the Deficit Reduction Act of 1984, policyholders’ 
surplus accounts were frozen at their December 31, 1983 balance of $859,000 for Citizens Security on a merged basis.   
Distributions from the policyholders’ surplus would be subject to income tax. The relevant tax law was amended by Section 705 of 
the American Jobs Creation Act of 2004 (Public Law 108-357-Oct. 22, 2004). Section 705 amended IRC Section 815 by providing 
that distributions from the policyholders surplus account made during any taxable year of a stock life insurance company beginning 
after December 31, 2004, and before January 1, 2007 will not be added to the insurance company’s taxable income, and that any 
distribution to shareholders during such years would be treated first as a distribution out of policyholders surplus.  Therefore, 
Citizens Security paid a cash dividend to the Company for the full balance of the policyholders’ surplus account of $859,000 on 
December 27, 2006. 
 
Note 7 – STATUTORY ACCOUNTING PRACTICES AND SHAREHOLDERS’ EQUITY 
 
The Insurance Subsidiaries are domiciled in Kentucky and prepare their statutory-basis financial statements in accordance with 
statutory accounting practices (“SAP”) prescribed or permitted by the Kentucky Office of Insurance (“KOI”).  “Prescribed” 
statutory accounting practices include state insurance laws, regulations, and general administrative rules, as well as a variety of 
publications of the National Association of Insurance Commissioners (“NAIC”).  “Permitted” statutory accounting practices 
encompass all accounting practices that are not prescribed; such practices may differ from state to state, may differ from company 
to company within a state, and may change in the future.   
 
Statutory-basis net income and capital and surplus for the Company’s combined insurance operations, for the three years ended 
December 31, 2007 are shown below. These amounts are combined totals for Citizens Security, United Liberty, and Citizens 
Insurance, with adjustments to eliminate inter-company holdings and activity. 
 

Year Ended December 31                  2007                       2006                         2005
Net income 924,009$             184,634$                   1,203,045$               
Capital and surplus 10,683,894$        11,296,774$              11,560,743$              

 
Principal differences between SAP and GAAP include: a) costs of acquiring new policies are generally deferred and amortized for 
GAAP; b) value of insurance in force acquired is established as an asset for GAAP; c) benefit reserves are calculated using more 
realistic investment, mortality and withdrawal assumptions for GAAP; d) the change in SAP deferred income taxes associated with 
timing differences is recorded directly to equity rather than as a component of net income as required for GAAP; e) assets and 
liabilities of acquired companies are adjusted to their fair values at acquisition with the excess purchase price over such fair values 
recorded as goodwill under GAAP; f) available-for-sale fixed maturity investments are reported at fair value with unrealized gain 
and losses reported as a separate component of shareholders’ equity for GAAP; and g) statutory asset valuation reserves and 
interest maintenance reserves are not required for GAAP. 
 
Statutory restrictions limit the amount of dividends which the insurance companies may pay.  Generally, dividends during any year 
may not be paid, without prior regulatory approval, in excess of the lesser of (a) 10% of statutory shareholders’ surplus as of the 
preceding December 31, or (b) statutory net operating income for the preceding year.  During 2006, Citizens Security made a 
capital infusion to Citizens Insurance of $50,000.  United Liberty paid dividends to Citizens Security of $128,000 and $99,900 
during 2007 and 2006, respectively, (none in 2005) and Citizens Insurance paid dividends to Citizens Security of $250,000 in 2005 
(none in 2007 and 2006).  The Insurance Subsidiaries must each maintain $1,250,000 of capital and surplus, the minimum required 
for insurance companies domiciled in Kentucky.  The KOI imposes minimum risk-based capital (“RBC”) requirements on 
insurance enterprises that were developed by the NAIC.  The formulas for determining the amount of RBC specify various 
weighting factors that are applied to financial balances and various levels of activity based on the perceived degree of risk.  
Regulatory compliance is determined by a ratio (the “Ratio”) of the enterprise’s regulatory total adjusted capital, as defined by the 
NAIC, to its required authorized control level RBC, as defined by the NAIC.  Enterprises below specific trigger points or ratios are 
classified within certain levels, each of which requires specified corrective action.  Based on RBC computations as of December 
31, 2007, the Insurance Subsidiaries each have statutory capital in excess of minimum regulatory requirements. 
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Note 8 – SEGMENT INFORMATION - UNAUDITED 
 
The Company’s operations are managed along five business segments representing its principal insurance product lines: Home 
Service Life, Broker Life, Preneed Life, Dental (including Vision in 2007), and Other Health.  Products in all five lines are sold 
through independent agency operations.  Home Service Life consists primarily of traditional life insurance coverage sold in 
amounts of $10,000 and less to middle and lower income individuals.  This distribution channel is characterized by a significant 
amount of agent contact with customers throughout the year.  Broker Life product sales consist primarily of  final expense policies 
in amounts of $10,000 to $35,000.  Other products, which are not aggressively marketed, in this segment include: simplified issue 
graded-benefit, group life, universal life, annuities and participating life policies.  Preneed Life products are sold to individuals in 
connection with prearrangement of their funeral and include single premium and multi-pay policies with benefits generally in 
amounts of $10,000 and less.  These policies are generally sold to middle aged to elderly individuals.  Dental and Vision products 
are term policies generally sold to small and intermediate size employer groups.  Other Health products include various accident 
and health policies sold to individuals and employer groups.  
 
Segment information as of December 31, 2007, 2006 and 2005, and for the years then ended is as follows: 

Year Ended December 31                       2007        2006        2005

Revenue:
   Home Service Life 8,503,372$                8,840,283$               9,009,607$             
   Broker Life 7,404,889                  5,929,126                 6,348,960               
   Preneed Life 4,556,816                  5,156,860                 7,501,933               
   Dental 8,995,869                  8,433,802                 8,820,190               
   Other Health 835,313                     911,392                    961,952                  
   Segment totals 30,296,259                29,271,463               32,642,642             
   Net realized investment gains 2,386,252                  4,041                        780,265                  
   Total revenue 32,682,511$              29,275,504$             33,422,907$           

 
Below are the net investment income amounts that are included in the revenue totals above. 
 

Year Ended December 31                  2007                       2006                         2005

Net investment income:
   Home Service Life 1,935,937$                2,056,568$               1,912,948$             
   Broker Life 2,151,237                  2,138,296                 2,435,012               
   Preneed Life 2,387,061                  2,377,294                 2,435,051               
   Dental 12,170                       30,884                      40,968                    
   Other Health 67,479                       72,178                      81,968                    
   Segment totals 6,553,884$                6,675,220$               6,905,947$             

 
The Company evaluates performance based on several factors, of which the primary financial measure is segment profit.  Segment 
profit represents pretax earnings, determined in accordance with the accounting policies described in Note 1, except net realized 
investment gains and interest expense are excluded.  A significant portion of the Company’s realized investment gains and losses 
are generated from investments in equity securities. 
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Year Ended December 31                       2007        2006        2005

Segment profit (loss):
   Home Service Life 318,631$                   (176,484)$                 (12,783)$                
   Broker Life (221,422)                   (110,698)                   (221,847)                
   Preneed Life 234,986                     376,774                    464,393                  
   Dental (1,353,231)                (58,985)                     (193,140)                
   Other Health (142,795)                   (29,975)                     (305,604)                
   Segment totals (1,163,831)                632                           (268,981)                
   Net realized investment gains 2,386,252                  4,041                        780,265                  
   Less interest expense 533,074                     486,645                    379,519                  
   Income (loss) before income taxes 689,347$                   (481,972)$                 131,765$                

 
 
Depreciation and amortization amounts below consist of amortization of the value of insurance acquired and deferred policy 
acquisition costs, along with depreciation expense. 
 

Year Ended December 31                  2007                       2006                         2005

Depreciation and amortization:
   Home Service Life 737,972$                   563,307$                  674,534$                
   Broker Life 495,652                     619,021                    433,686                  
   Preneed Life 474,338                     428,939                    589,333                  
   Dental 186,172                     126,473                    70,122                    
   Other Health 37,544                       29,000                      28,695                    
   Segment totals 1,931,678$                1,766,740$               1,796,370$             

 
Segment asset totals are determined based on policy liabilities outstanding in each segment. 
 

       2005
Year Ended December 31                  2007        2006       (As Restated)

Assets:
   Home Service Life 44,110,635$              42,233,804$             41,620,007$           
   Broker Life 47,132,571                49,098,467               51,305,778             
   Preneed Life 52,732,490                54,193,219               57,603,193             
   Dental 436,305                     250,030                    913,764                  
   Other Health 1,510,651                  1,504,029                 1,782,055               
   Total assets 145,922,652$            147,279,549$           153,224,797$         
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Note 9 – REINSURANCE 
 
The Company currently follows the general practice of reinsuring that portion of risk on the life of any individual that is in excess 
of $40,000 for individual policies (under yearly renewable term and coinsurance agreements) and $20,000 for group policies (under 
a group yearly renewable term agreement).  Graded death benefit and simplified issue coverages above $4,000 are generally 50% 
reinsured, with the Life Insurance Subsidiaries maintaining a maximum $10,000 risk on any one policyholder.  Individual and 
group accidental death coverage and a minor portion of cancer coverage are 100% reinsured.  To the extent that reinsuring 
companies are unable to meet obligations under reinsurance agreements, the Company would remain liable.  Reinsurance 
premiums, expenses, recoveries and reserves related to reinsured business are accounted for on bases consistent with those used in 
accounting for the original policies issued and the terms of the reinsurance contracts. 

Percentage
Ceded Assumed of Amount

Gross To Other From Other Net Assumed
Year Ended December 31 Amount Companies Companies Amount To Net

2007

Life insurance in force: 672,997,601$          68,596,000$        4,052,399$        608,454,000$     0.7%

Premiums:
   Life insurance 14,433,270$            834,770$             -$                   13,598,500$       0.0%
   Accident & health insurance 9,840,478                1,782,482            1,688,711          9,746,707           17.3%
   Total 24,273,748$            2,617,252$          1,688,711$        23,345,207$       7.2%

2006

Life insurance in force: 678,574,184$          63,326,000$        4,489,816$        619,738,000$     0.7%

Premiums:
   Life insurance, as restated 14,013,126$            881,614$             2,770$               13,134,282$       0.0%
   Accident & health insurance 9,297,088                58,403                 -                     9,238,685           0.0%
   Total 23,310,214$            940,017$             2,770$               22,372,967$       0.0%

2005 (As Restated)

Life insurance in force: 711,809,541$          75,462,000$        4,825,459$        641,173,000$     0.8%

Premiums:
   Life insurance 16,820,665$            936,831$             8,503$               15,892,337$       0.1%
   Accident & health insurance 9,709,134                53,283                 -                     9,655,851           0.0%
   Total 26,529,799$            990,114$             8,503$               25,548,188$       0.0%  
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Note 10 – COMMITMENTS AND CONTINGENCIES 
 
The Company is party to a number of lawsuits in the normal course of business.  Based on information currently available, 
management believes that currently pending lawsuits will be resolved without material financial impact to the Company.   
 
The Company holds leases for various pieces of equipment, which expire at various intervals over the next three years. Rental 
expense for all leases was $49,740 and $26,506 for 2007 and 2006, respectively. Presented below is a schedule, by year, of future 
minimum rental payments required under those leases at December 31, 2007: 

2008 $          44,046 
2009 42,438 
2010 29,707 
Net minimum future lease expenses  $ 116,192 

 
The Company leases office space to third party tenants under non-cancelable lease agreements. Future minimum rental income at 
December 31, 2007 is: 

2008 $        613,208 
2009 553,757 
2010 416,108 
2011 147,117 
Net minimum future lease receipts $     1,730,190 

 
Note 11 – FAIR VALUES OF FINANCIAL INSTRUMENTS 
 
The fair values of financial instruments, and the methods used in estimating these values, are as follows: 
 
Fixed Maturities:  The fair values for investments in fixed maturities are based on quoted market prices, where available.  For those 
fixed maturities that are not actively traded, fair values are estimated using values obtained from independent pricing services.  
Available-for-sale fixed maturities are carried at fair value in the accompanying statements of financial condition.  At December 
31, 2007 and 2006, the fair value of available-for-sale fixed maturities was $101,531,996 and $101,061,766, respectively. 
 
Equity Securities:  The fair values for investments in equity securities are based on quoted market prices.  Equity securities are 
carried at fair value in the accompanying statements of financial condition.  At December 31, 2007 and 2006, the fair value of 
equity securities was $9,627,902 and $9,429,265 respectively. 
 
Short-Term Investments:  The carrying amount of short-term investments approximates their fair value.  At both December 31, 
2007 and 2006 the fair value of short-term investments was $40,000. 
 
Cash and Cash Equivalents:  The carrying amount of cash and cash equivalents approximates their fair value.  At December 31, 
2007 and 2006, the fair value of cash and cash equivalents was $4,627,710 and $7,966,604, respectively. 
 
Policy Loans:  The carrying amount of policy loans approximates their fair value.  At December 31, 2007 and 2006, the fair value 
of policy loans was $4,567,115 and $4,452,885, respectively. 
 
Investment Contracts:  The carrying amount of investment-type fixed annuity contracts approximates their fair value.  At December 
31, 2007 and 2006, the fair value of investment-type fixed annuity contracts was $8,565,903 and $8,821,042, respectively. 
 
Notes Payable:  The carrying amounts of notes payable approximate their fair values.  At December 31, 2007 and 2006, the fair 
value of notes payable was $6,360,000 and $5,538,337, respectively. 
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Note 12 – BENEFIT PLANS 
 
The Company has a 401(k) savings plan for its full-time employees.  The Company contributes matching contributions at the 
discretion of its Board of Directors.  Company expense associated with this plan totaled $66,923, $57,642, and $52,345 in 2007, 
2006 and 2005, respectively. 
 
 
Note 13 – RELATED PARTY TRANSACTIONS 
 
The Company has various transactions with its President and Chairman of the Board (the “Chairman”) or entities he controls.  The 
Company maintains a portion of its investments under a Trust Agreement with a bank controlled by the Chairman.  Fees to the 
bank are based on assets held.  Such fees were $30,730, $35,609, and $44,664 in 2007, 2006, and 2005, respectively.  The 
Company also manages certain commercial real estate affiliated with its Chairman.  The Company charges the real estate projects 
management and leasing fees at market rates, which totaled $149,049, $158,372, and $146,903 during 2007, 2006, and 2005, 
respectively.   The Company borrowed $1,030,000 and 1,330,000 from its Chairman in 2007 and 2006, respectively, in addition to 
previous borrowings totaling $4,000,000.  Terms of the note require interest to be paid quarterly at the greater of 6% per year or the 
commercial bank prime lending rate plus 1%. 
 
 
Note 14 – RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS 
  
In September 2006, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 157, " Fair Value Measurements." 
 SFAS No. 157 defines fair value, establishes a framework for measuring fair value and expands disclosure about fair value 
measurements.  It applies to other pronouncements that require or permit fair value but does not require any new fair value 
measurements.  The statement defines fair value as "the price that would be received to sell an asset or paid to transfer a liability in 
an orderly transaction between market participants at the measurement date."  SFAS No. 157 establishes a fair value hierarchy to 
increase consistency and comparability in fair value measurements and disclosures.  The hierarchy is based on the inputs used in 
valuation and gives the highest priority to quoted prices in active markets.  The highest possible level should be used to measure 
fair value.  SFAS No. 157 is effective for fiscal years beginning after November 15, 2007 (January 1, 2008 for the Company).  In 
February 2008, the FASB issued FASB Staff Position FAS 157-2, " Effective Date of FASB Statement No. 157," which provides a 
one-year deferral of the application of SFAS No. 157 for all non-financial assets and non-financial liabilities, except those that are 
recognized or disclosed at fair value in the financial statements on a recurring basis (at least annually).  The Company will adopt 
SFAS No. 157 and FAS 157-2 effective January 1, 2008.  The adoption of these standards is not expected to have a material effect 
on the Company's results of operations, financial position or liquidity. 
 
In February 2007, the FASB issued SFAS No. 159, "The Fair Value Option for Financial Assets and Financial Liabilities." 
 SFAS No. 159 permits an entity to irrevocably elect fair value on a contract-by-contract basis as the initial and subsequent 
measurement attribute for many financial assets and liabilities and certain other items.  Entities electing the fair value option must 
recognize changes in fair value in earnings and expense up-front costs and fees associated with the item for which the fair value 
option is elected.  Entities electing the fair value option must also distinguish on the face of the balance sheet the fair value of assets 
and liabilities for which the fair value option has been elected and similar assets and liabilities measured using another 
measurement attribute by either reporting the fair value and non-fair value carrying amounts as separate line items or aggregating 
those amounts and disclosing parenthetically the amount of fair value included in the aggregate amount. 
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SFAS No. 159 is effective for fiscal years beginning after November 15, 2007 (January 1, 2008 for the Company).  Upon adoption, 
an entity is permitted to elect the fair value option irrevocably for any existing asset or liability within the scope of the standard. 
 The adjustment to reflect the difference between the fair value and the carrying amount would be accounted for as a cumulative-
effect adjustment to retained earnings as of the date of initial adoption.  Retrospective application would not be permitted.  The  
Company did not elect the fair value option for assets and liabilities currently held upon its adoption of SFAS No. 159.  SFAS No. 
159 is not expected to have an impact on the Company's results of operations, financial position or liquidity. 
  
In September 2005, the Accounting Standards Executive Committee of the American Institute of Certified Public Accountants 
(AcSEC) issued Statement of Position 05-1 (SOP 05-1), "Accounting by Insurance Enterprises for Deferred Acquisition Costs in 
Connection with Modifications or Exchanges of Insurance Contracts." SOP 05-1 provides guidance on accounting by insurance 
enterprises for deferred acquisition costs on internal replacements of insurance contracts other than those specifically described in 
Statement of Financial Accounting Standards (SFAS) No. 97, "Accounting and Reporting by Insurance Enterprises for Certain 
Long-Duration Contracts and for Realized Gains and Losses from the Sale of Investments." SOP 05-1 defines an internal 
replacement as a modification in product benefits, features, rights, or coverages that occurs by exchange of a contract for a new 
contract, or by amendment, endorsement, or rider to a contract, or by the election of a feature or coverage within a contract. SOP 
05-1 is effective for internal replacements occurring in fiscal years beginning after December 15, 2006, and the Company 
implemented this standard on January 1, 2007. Retrospective application of SOP 05-1 to previously issued consolidated financial 
statements is not permitted. Based upon management’s review of the Company’s historical and expected transactions, the impact 
on the Company’s financial statements of implementing this standard was not material.   
 
In June 2006, the FASB issued FASB Interpretation No. 48 (FIN 48), "Accounting for Uncertainty in Income Taxes, an 
interpretation of FASB Statement No. 109." FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an 
enterprise's financial statements in accordance with FASB Statement No. 109, "Accounting for Income Taxes." Specifically, FIN 
48 prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax 
position taken or expected to be taken in a tax return and also provides guidance on derecognition, classification, interest and 
penalties, accounting in interim periods, disclosure, and transition. The provisions of FIN 48 were effective for fiscal years 
beginning after December 15, 2006.  The Company adopted the provisions of FIN 48 on January 1, 2007.  The adoption of FIN 48 
did not have a material impact on the Company’s financial condition or results of operations, and the Company has no recorded 
liability for uncertain tax benefits. 
 
 
Note 15 – CAPITAL STOCK CHANGES 
 
On July 2, 2007, the Company announced its intent to engage in a going-private transaction by means of a 1-for-250 reverse stock 
split of its Class A common stock, with cash being issued in lieu of any resulting fractional shares in the amount of $7.25 per pre-
split share.  On July 19, 2007, the Company filed with the Securities and Exchange Commission a preliminary proxy statement 
describing the anticipated transaction in detail. The principal reason for the Company’s decision to go private is to eliminate the 
substantial expenses associated with filing various periodic reports with the Securities and Exchange Commission. 
 
A special meeting of the shareholders of the Company was held on November 6, 2007 to approve the going private 
transaction by means of a reverse stock split (“Reverse Stock Split”) in which the Company’s Articles of Incorporation are 
amended such that all outstanding shares of the Company’s currently outstanding no par value Class A common stock (“Common 
Stock”) are reconstituted on the basis of one (1) new share of no par value common stock (“New Common Stock”) for each 
currently outstanding two hundred and fifty (250) shares of Common Stock, with cash in the amount of $7.25 per share of Common 
Stock being paid in lieu of any fractional shares of New Common Stock.  The Reverse Stock Split was effective on November 13, 
2007.  
 
Share and per share amounts have been restated to reflect the reverse stock split for all periods presented. 
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Market Information 
 
The Company’s only outstanding common stock is its Class A common stock, no par value, CUSIP 174613-20-8.  
The Class A common stock is traded in the over-the-counter market with bid and ask quotes found on The Pink 
Sheets electronic quotation service (www.PinkSheets.com) under the symbol CFIN. 
 
Holders 
 
As of June 30, 2008, the approximate number of holders of record of the Company’s common stock was 142. 
 
Dividends 
 
The Company declared no common stock dividends in 2007 or 2006.  At present, the Company does not anticipate 
declaring or paying any dividends with respect to the Company’s common stock during 2008. 
 
Transfer Agent 
 
The Company acts as the registrar and transfer agent for the Company’s common stock.  For a change of name or 
address, or to replace lost stock certificates, write to Citizens Financial Corporation, Attn: Shareholder Services, 
12910 Shelbyville Rd., Suite 300, Louisville, KY 40243 or call (502) 244-2420 and ask for Shareholder Services. 
 
Investor Relations 
 
Requests for information should be directed to Citizens Financial Corporation, Attn: Shareholder Services, 12910 
Shelbyville Rd., Suite 300, Louisville, KY 40243 or call (502) 244-2420 and ask for Shareholder Services.  Key 
information may also be found on the Company’s website, www.CitizensFinancialCorp.com. 
 
Independent Auditors 
 
The Company’s consolidated financial statements for 2007 were audited by the independent accounting firm of 
Chilton & Medley, 2500 Meidinger Tower, 462 S. 4th St., Louisville, KY 40202. 
 
Annual Meeting 
 
Shareholders are invited to attend the Annual Meeting of Shareholders, which will be held on August 28, 2008 at 
3:00 p.m. Eastern Time at the Company’s office. 
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Board of Directors 
 
John H. Harralson, Jr. 
Editor, ALMAC LLC d/b/a The Voice Tribune 
 
George A. Turk 
Financial Analyst and Special Projects Manager, National Underground Railroad Freedom Center 
 
Thomas G. Ward 
President, Third Kentucky Cellular Corporation 
 
Darrell R. Wells 
Chairman of the Board, Citizens Financial Corporation 
General Partner, Security Management Company 
 
Gerald A. Wells 
Partner, Alexander Investment Services 
 
Margaret A. Wells 
Homemaker and Civic Volunteer 
 
Executive Officers 
 
Darrell R. Wells 
President and Chief Executive Officer 
 
John D. Cornett 
Executive Vice President and Chief Operating Officer 
 
Len E. Schweitzer 
Vice President-Accounting, Chief Financial Officer, Secretary, and Treasurer 
 
James T. Helton, III 
Executive Vice President-Group Products 
 
Michael S. Williams 
Vice President-Individual Products Marketing 
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