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W e ’ r e  A b o u t

The National Security Group, Inc. is deeply 
saddened to report the passing of one of 
the Company’s pioneers, Mr. J.R. Brunson, 
on March 1, 2006.

Jack joined the company in 1953, just six 
years after its inception. He served the 
company in many capacities over the next 
47 years before his retirement in 1999. His 
service included agency director of the Life 
Company, and personnel officer and Senior 
Vice President of Fire and Life companies 
before becoming the President of both 
companies in 1978. When the holding 
company, The National Security Group, 
Inc. was formed in 1990, he became the 
President and CEO, remaining in those 
capacities until his retirement on December 
31, 1999. At the time of his death, he was a 
director of the Group. Under his leadership, 
the company underwent enormous changes 
and saw unprecedented growth.

J.R. Brunson earned a BS degree in 
Business from the University of Alabama. 
He always remained an active supporter 
of The University of Alabama and was 
presently serving on the President’s Cabinet 
and the Board of Visitors for the College of 
Commerce and Business Administration. 
In addition, he served as past President of 
the Association of Alabama Life Insurance 
Companies and he was a former Mayor of 
Elba, Alabama.

Jack was also a long-time member of 
the University of South Alabama Board 
of Trustees. He had served continuously 
as a USA board member since being 
appointed in 1989. He served as board 
chairman from 1998 to 2001. Jack’s life 
was summed up well by USA President 
Gordon Moulton. “Jack Brunson was a 
tireless supporter and advocate for the 
University of South Alabama. His efforts 
achieved what he desired most–greatly 
improved opportunities for the people of 
his home state, which he loved so much. 
We will miss Jack’s humor, positive attitude 
and fundamental belief that a person can 
achieve anything through hard work. The 
University family is saddened by his loss 
and thankful for his many contributions.”

All of us at National Security could not 
agree more.
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W e ’ r e  A b o u t

Highlights for the Year
(In thousands except per share data)

   Percent
For the Year 2005 2004 of Change

Earnings Per Share ......................  0.63 1.26 (50.0)%
Earnings .......................................  1,558 3,113 (49.9)%
Net Premium Income ....................  53,563 52,985 1.1%
Net Investment Income .................  3,964 4,230 (6.3)%
Return on Average Equity.............  3.5% 6.7% 
Average Shares Outstanding ........  2,467 2,467 

At Year End

Shareholders’ Equity Per Share ....  17.66 18.92 (6.7)%
Shareholders’ Equity .....................  43,556 46,676 (6.7)%
Total Assets ..................................  139,226 128,631 8.2%
Shares Outstanding ......................  2,467 2,467 

 Stock Bid Prices Dividends
 High Low Per Share
2005
First Quarter ..................................  23.91 18.23 .215
Second Quarter .............................  24.29 20.65 .215
Third Quarter .................................  22.25 18.10 .215
Fourth Quarter ...............................  19.03 15.05 .220

2004
First Quarter ..................................  26.00 19.03 .210
Second Quarter .............................  23.60 21.51 .210
Third Quarter .................................  25.20 20.26 .210
Fourth Quarter ...............................  22.98 21.00 .215

Whether we were forced to flee our lifelong homes or we ached with 
compassion for the victims shown on the evening news, the storms of 
2005 deeply affected us all. From loved ones lost forever to businesses 
lost for good, hundreds of coastal communities felt the devastating 
effects of this record hurricane season . . . and none of us will ever forget 
the images of the ruins left in its wake.

Almost 1,500 died during the costliest insurance year in history. Katrina 
and others blew in with forces unseen before, leaving in their wake over 
1.5 million people displaced with 500,000 job losses, 3 million without 
electricity, $75 billion in property damages, and 90,000 square miles of 
U.S. soil under federal disaster declarations. These are saddening and 
sobering numbers for any insurance provider, but it is the business we 
are in; a business of risk and balance.

As an insurance provider, The National Security Group, Inc. helps indi-
viduals and families in hundreds of communities make sure they have 
sufficient protection against loss of property, loss of income, or loss of a 
loved one. For many families in the South, this year’s hurricane season 
caused the loss of all three. So far, we have handled over 10,000 claims 
attributed to 2005 storm damages. With numbers so overwhelming, it’s 
sometimes difficult to keep a human perspective. But for over a half 
century that has always been what we are about. We’re about being 
aggressive and being prepared so that we can ultimately be there for the 
policyholders who have put their trust in us. Despite an unprecedented 
number of claims, 2005 ended profitably and we were able to provide 
hope and a future for thousands.

The National Security Group, Inc., is composed of three insurance companies: National 
Security Insurance Company (Life Company), National Security Fire and Casualty 
Company (Fire Company) and Omega One Insurance Company, a wholly owned sub-
sidiary of the Fire Company. These companies provide a diversified line of insurance 
products in communities primarily in the South. Natsco, Inc., is a wholly owned subsidiary 
formed in 1984.
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When the 90-foot steel shrimp trawler 

Integrity was ripped from its moorings in 

Bayou La Batre, AL, and left grounded 

by Hurricane Katrina, the owners had 

to get her back in the water and back to 

business as soon as possible. National 

Security jumped into action and had 

personnel on site within days. Our team 

completely arranged salvage operations, 

which included the use of a huge crane 

to lift the massive vessel and deposit it 

back into the water.

The Integrity has been used to harvest 
shrimp from the coasts of Texas eastward 
through the Gulf, and north along the 
Atlantic Coast in Georgia waters for 

many years and the Rodriguez family 
depends on its production. “I designed 
and helped build the Integrity when 
I was 22 years old,” owner Charles 
V. Rodriguez Jr. said. “I participated 
in its construction as an employee of 
Rodriguez Boat Builders, which is family 
owned and operated.” 

Returning the Integrity to her job was 
more than personal for Rodriguez. Rapid 
response in getting the Integrity and 
other American-owned boats back in 
the water was a vital step in maintaining 
the supply of seafood harvested in U.S. 
waters and competing with suppliers 
from other countries.

W e ’ r e  A b o u t

b e i N G  A G G r e S S i V e
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Since 1947, The National Security Group, has weathered many 

storms, both from nature and the industry itself, but due to years 

of strategic planning and aggressive marketing, the Company 

was able to emerge from the worst year in the history of the 

insurance industry with a profit.

Several key decisions instituted over the last several years 

has made this possible. We offer niche insurance products 

for individuals, families, and businesses – products that, in 

many cases, the major insurance providers shy away from. 

But we have begun aggressive pursuit of additional main 

stream products to help diversify our line and provide a more 

rounded offering for our independent agents. These agents 

now number almost 2,000 across the southern states due to an 

aggressive marketing and recruitment campaign. The priority of 

our marketing department is to find and keep knowledgeable, 

dedicated agents who can evaluate and meet the insurance 

needs of families in their communities. With the help of these agents, we will continue to grow a more 

geographically diverse client base and further distribute the risks associated with natural disasters.

The unpredictable weather has taught us valuable lessons over the last half century. One of those lessons is to 

always maintain ample reinsurance to offset substantial claims years. Although expensive and a large part of 

an insurance providers operating budget, reinsurance has proven invaluable during disaster-ridden years such 

as 2005.

Aggression in the pursuit of business must be accompanied by aggression in the service of that business. 

Satisfied customers are return customers. Our future is ultimately decided by renewals, and renewals are 

decided by how well the policyholder is being serviced. Although we fielded over 10,000 claims in the aftermath 

of Katrina, speed in having adjusters on site within hours, and the ability to fast track claims so that home owners 

and business owners (such as the one in the story at left) could get on with their lives, was tantamount no matter 

how overwhelming at times the task ahead seemed. 

The company conTinues To 

expand iTs producT line, 

aggressively pursuing 

a larger markeT share 

wiThouT losing sighT of 

iTs core audience.

W e ’ r e  A b o u t

b e i N G  A G G r e S S i V e
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W e ’ r e  A b o u t

b e i N G  p r e p A r e d

Only months before Hurricane Katrina 

smashed into the Gulf Coast, John 

Fayard Moving and Warehousing, Inc., 

added our Mobile Attic on site units to 

their inventory of storage options for 

residents and businesses. 

With locations in Gulfport, MS, and 

Mobile, AL, the company felt the storm’s 

blows in many ways. Fayard family 

members even rode out the storm in 

their homes not far from their Gulfport 

headquarters. The hurricane took much 

of their business and left many family 

members and John Fayard employees 

without cars and homes. 

This third generation, family-owned 

business moved into action during the 

crisis by transporting essential supplies 

to disaster areas in addition to inventory, 

equipment and important documents to 

a John Fayard storage facility for short, 

long-term or interim storage. 

With many of their Mobile Attic units 

destroyed or damaged in the storm, 

the franchise needed replacements 

and more for the immense storage 

needs created by Katrina. Mobile Attic 

responded quickly to their needs by 

quickly manufacturing more than 200 

units for relief efforts.
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Preparation pays off in many ways. While other insurance 

providers may struggle under the immense financial demands 

of the myriad of claims that follow when “the worst that could 

happen” happens to policyholders in a natural disaster, the 

National Security Group, Inc. is – and was – prepared to meet 

those demands.

For years, we have been making fundamental changes in the 

way we do business, vastly increasing our agent base which 

in turn increases – and diversifies – our policy base, investing 

in training for more effective representation, and investing in 

technology for more efficient processes. We have increased 

our reserves and increased reinsurance to reduce our risk. We 

have pursued more business in non-coastal areas to prepare 

for the inevitable damage of a natural disaster. 

Several years ago, we began researching existing software 

programming for online interaction with our agents. Because of 

the specialized nature of our business, no software proved viable enough to perform on par with our demands. 

Although immensely time consuming and expensive, we determined that in order to better prepare the Company 

and its agents for business in the future, we would have to develop our own software. Two years ago, we 

expanded and began this arduous process. In late 2006, our interactive agent site will go live and agents will be 

able to complete applications, review claim status, and actually have policies issued instantaneously, all online.

One of the cornerstones of our business is investments. Several years ago a major industry in our community 

closed its doors, leaving a large hole in the local economy, and a lot of good people without jobs. Not long after, 

we were approached with a business idea that would involve much of the skilled labor of the former industry. After 

much research and consideration, we invested in Mobile Attic, Inc. It was a decision we felt was wise not only 

for our local economy but also to fulfill a need to diversify our investments. Since its inception, Mobile Attic has 

grown to be a multi-million dollar profitable enterprise, and should continue in the future to help us be prepared 

financially.

we have always prided 

ourselves on exTensively 

preparing for The fuTure 

and avoiding The piTfalls 

ThaT ineviTably arise in 

our indusTry. 

W e ’ r e  A b o u t

b e i N G  p r e p A r e d
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W e ’ r e  A b o u t

b e i N G  t h e r e

National Security agent Aulton Vann 

Jr. has been there for his insurance 

clients for nearly thirty years, helping 

people prepare for the worst and pick 

up the pieces afterward. Last August, 

Hurricane Katrina put Vann’s experience 

to the test.

His Mississippi home and insurance 

agency were both hit hard by Katrina. 

A tornado spawned by the hurricane 

apparently targeted Vann’s waterfront 

home in Pascagoula and tore the 

structure to pieces, leaving the front 

steps as a reminder of the bizarre 

nature of a natural disaster. 

As Vann and his family wait for FEMA’s 

findings, the focus has been shifted to 

temporary living arrangements and the 

agent’s livelihood.

Vann’s offices were destroyed by the 
storm surge despite their location almost 
a mile from the waterfront. The business 
bounced back quickly with the help of 
Vann’s family members. “My family’s 
great. My son works in the business 
with me, and my two daughters pitched 
in at the office to get it up and running 
again.” Only four days after the storm, 
the agency was fully operational. “We 
were standing out front taking claims 
and handling policy changes.”
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If catastrophes never happened, insurance companies would 

almost be unnecessary. People buy our insurance hoping they 

never have to use it, but when they do, they expect us to be 

there. As a result of careful planning and tireless preparation in 

recent years, The National Security Group can readily provide 

our policyholders with the precious commodity called hope, 

even in times like the latter half of 2005. 

After a hurricane season that surpassed anything our nation 

had ever experienced, National Security claims adjusters were 

ready to respond with prompt service and reliability to evaluate 

the damage, assess the needs, and expedite information to 

our home office for immediate processing. Because we have 

been streamlining our processes over the last few years, we 

were able to respond to client needs more effectively and more 

quickly than ever. 

Among the victims of  Katrina are many of our own agents and employees. In the midst of their own losses, they 

are getting back to work and helping others do the same. As a testament to the family of independent agents 

we have, the story at left epitomizes the character and professionalism of the vast majority of the insurance 

industry. No matter how you computerize, automate, or streamline, our business is a business of people, working 

one-on-one, providing a service that makes life a little easier. Whether contact involves the minor cost of a few 

lost shingles or the devastating emotional cost of a lost loved one, National Security people are there to lend a 

helping hand or a few words of comfort in addition to transacting business.

We’re about many things. We’re about being aggressive with growing our business and expanding our market 

scope. We’re about being prepared by carefully controlling our risk and developing new programs and processes 

for the future. But mostly we’re about being there for our policyholders. We’re the agent you can call twenty four 

hours-a-day, seven days-a-week. We’re the claims adjuster that sincerely tries to get you everything you deserve. 

We’re the understanding voice on the other end of the line when you call with a question or a problem. We’re The 

National Security Group, a family of companies that is there when you need us.

you will face a bleak 

fuTure in This business 

if you are noT There for 

your cusTomer. you musT 

be a reassuring presence 

aT Their Time of need.

W e ’ r e  A b o u t

b e i N G  t h e r e
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In many respects a discussion of our 2005 operating results 
could be reduced to a single word – KATRINA. Hurricane 
Katrina was a devastating storm for the Company and our many 
policyholders in Mississippi, Louisiana and Alabama. Katrina 
was by far the largest catastrophic event in Company history 
with claims exceeding our previous record holder, Hurricane 
Ivan in 2004, by over 200%. Sandwiched around Hurricane 
Katrina were Hurricanes Dennis and Rita, collectively resulting 
in a 3rd Quarter which greatly negated three otherwise solid 
quarters. Claims associated with hurricanes were within our 
reinsurance limits, but nevertheless collectively had a material 
impact on our operating results.

In our history, we have never had back-to-back years of large 
scale catastrophe losses and we have never had losses from 
more than one major hurricane in the same year. Both of these 
streaks, dating back to our entrance in the property and casualty 
insurance business in 1959, ended in 2005. In 2004, Hurricane 
Ivan became the costliest hurricane in Company history with 
losses of more than double those incurred from the previous 
most costly storm in our history, Hurricane Frederick in 1979. 
In 2005, Hurricane Katrina became the costliest hurricane in 

Company history with losses of more than double those incurred from Hurricane Ivan just a year 
earlier. Then in late September of 2005, Hurricane Rita became the fourth most costly storm in 
Company history with losses before reinsurance exceeding $5 million. However, while operating 
results for the year were decimated by the serial hurricane activity, we weathered the most 
costly storm season in US history in relatively good shape as we prepare to take advantage of 
the opportunities and challenges that lie before us. Net income for the year was approximately 

$1.6 million or $0.63 per share. Losses and related expenses from hurricanes reduced 2005 
net income by approximately $6.8 million or $2.76 per share.

While overshadowed by the catastrophes, there were areas where tangible progress 
was achieved. In its fourth full year of operations, The Mobile Attic, Inc., a 50% 
owned subsidiary, generated income of $274,000 on revenues of $3.3 million. The 
Mobile Attic is a joint venture between the company and Cash Brothers Leasing, 
Inc. formed in September of 2001 as a provider of portable storage containers for 
industrial and household consumers. The franchise network continues to grow and 
we regard this business as an excellent vehicle for further utilizing our capital base 
and providing more diversity in our business operations. 

We are in business because bad things happen – fires, hurricanes, tornados, 
accidents, illness and death. While we hope that the past two years have been an 

anomaly as far as hurricanes are concerned, if not in frequency then at least in severity, 
we recognize that we must be prepared for the possibility that they were not. Pricing, 
underwriting and catastrophe reinsurance structure remain critical functions. State 
windstorm pools certainly add complications to the equation, resulting in a situation 

where even if we greatly restrict coastal writings in a state we still may face exposure 
through the pool assessments. Achieving more diversity, in terms of both geography and 
type of business, will remain an ongoing area of concentration.

In closing, we were deeply saddened by the death of Company director and former 
president Jack R. Brunson on March 1, 2006. J.R. began work with the Company in 1953 
and served as president and chief executive officer from 1978 through 1999. J.R. guided 
the Company through challenging times and to unprecedented success during his tenure. 
His counsel and advice, grounded in over fifty years’ experience in the business, will be 
missed by all of us here.

alThough 2005 was one 

of The ToughesT years 

of our sixTy year hisTory 

boTh financially and 

emoTionally, we were able 

To mainTain profiTabiliTy.

W e ’ r e  A b o u t

o u r  S h A r e h o l d e r S
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William L. Brunson, Jr.
President and CEO
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W e ’ r e  A b o u t

o u r  S h A r e h o l d e r S

(Dollars in thousands-except per share figures)

  2005 2004 2003 2002 2001 2000 1999 1998 1997 1996 1995 
Earnings Per Share ........................................... 0.63 1.26 1.66 0.37 1.67 1.53 1.52 0.35 1.07 0.48 0.08
Book Value Per Share........................................ 17.66 18.92 18.60 17.09 18.18 17.74 16.98 17.05 16.70 14.53 14.26
Total Shareholders’ Equity................................. 43,556 46,676 45,872 42,159 44,884 43,780 41,888  41,968 46,352 40,519 39,774
Assets ............................................................... 139,226 128,631 127,236 101,602 99,484 97,563 98,105 103,973 106,958 98,219 97,266 
Earnings ............................................................ 1,558 3,113 4,090 908 4,130 3,776 3,756 930 2,998 1,356 214 
Investment Income ........................................... 3,964 4,230 4,023 4,235 4,506 4,434 4,354 4,351 4,204 3,935 4,311 
Return on Average Equity (Percent) .................. 3.5 6.7 9.3 2.1 9.3 8.8 8.9 2.1 6.9 3.4 0.5 
Premium Revenues ........................................... 53,563 52,985 47,536 32,631 25,357 22,921 25,936 28,451 31,156 26,654 24,372 
Shares Outstanding (Year-end) ......................... 2,467 2,467 2,467 2,467 2,467 2,056 2,056 2,051 2,313 2,320 2,325
    

Combined Ratio-Property & Casualty Companies

 Loss ................................................................. 74.41 68.24 60.0 75.5 54.3 61.7 70.9 87.0 79.3 79.8 82.7
 Expense ........................................................... 32.21 31.36 30.8 31.9 36.1 34.8 35.8 40.3 31.0 30.9 29.4
Combined .......................................................... 106.62 99.60 90.8 107.4 90.4 96.5 106.7 127.3 110.3 110.7 112.1

Common Stock Data
 Dividends Paid Per Share ................................. 0.865 .845 .825 0.805 0.76 0.71 0.68 0.64 0.58 0.54 0.51
 Price at Year End .............................................. 16.23 21.26 19.26 13.5 14.49 15.63 9.17 11.56 15.10 10.94 10.73
 Price Range ...................................................... 24.29-15.05 26.00-19.03 20.50-11.95 16.00-13.00 15.63-10.21 16.04-9.17 12.50-7.71 17.71-8.75 20.00-10.63 11.88-9.69 15.00-10.21 
P&C Co. Premiums/Surplus Ratio .................... 1.4 1.5 1.5 1.2 0.7 0.6 0.8 0.9 0.9 0.8 0.7
Life Co. Insurance in Force (Millions) ............... 203 178 179 176 176 151 141 132 132 138 142
BEST’s Rating
 P&C Company.................................................. B++ B++ B++ B++ B++ B++ B++ B++ A- A- A
 Life Company ................................................... B B B B B B B B B B B
Debt (Thousands) ............................................. 22,906 15,836 10,921 3,380 2,108 2,401 2,672 3,004 133 182 224

Financial Results on a Quarterly Basis

Eleven Year Financial Review

Revenues by Source

Leasing Revenues
$3,360,000 • 5.1%

Life Company Premium
$6,234,000 • 9.5%

Investment & Other
$5,380,000 • 8.1%

Net Realized Investment Gains
$3,727,000 • 5.6%

Property & Casualty Company Premium
$47,329,000 • 71.7%

(In thousands except per share figures)
    Realized
   Investment Investment  Net Net Income 
 Premium Leasing & Other Gains  Income (Loss)
 Revenues Revenues Income or (Losses) Benefits (Loss) Per Share

2005
1st QTR  $ 13,664 $ 602 $1,451 $ 198 $ 8,113 $ 1,292 $0.52
2nd QTR  13,696 988 1,560 683 8,496 1,346 0.55
3rd QTR  11,969 700 1,273 1,394 15,161 (3,896) (1.58)
4th QTR  14,234 1,070 1,096 1,452 6,471 2,816 1.14

Total  $53,563 $3,360 $5,380 $3,727 $38,241 $1,558 $0.63

2004
1st QTR  $ 13,795 $ 374 $1,396 $ 387 $ 7,912 $ 1,053 $0.43
2nd QTR  14,105 529 1,520 699 7,697 2,444 0.99
3rd QTR  11,972 989 1,391 569 11,924 (1,622) (0.66)
4th QTR  13,113 567 1,235 507 7,534 1,238 0.50

Total  $52,985 $2,459 $5,542 $2,162 $35,067 $3,113 $1.26
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Dollars In thousands except per share amounts   Year ended December 31,

   2005 2004 2003

Revenues
 Net premiums earned .....................................................................................................  $ 53,563 $ 52,985 $ 47,536
 Net investment income ...................................................................................................  3,964 4,230 4,023
 Net realized investment gains .........................................................................................  3,727 2,162 1,416
 Net revenues from leasing operations ............................................................................  3,360 2,459 1,433
 Other income ..................................................................................................................  1,416 1,312 1,395

   66,030 63,148 55,803

Benefits and Expenses
 Policyholder benefits paid or provided ............................................................................  38,241 35,067 27,545
 Amortization of deferred policy acquisition costs ...........................................................  2,704 2,221 1,825
 Commissions ..................................................................................................................  8,987 8,646 8,901
 General insurance expenses ..........................................................................................  7,911 8,608 8,566
 Expenses from leasing operations .................................................................................  2,404 2,008 988
 Insurance taxes, licenses and fees .................................................................................  2,243 2,018 1,718
 Interest expense .............................................................................................................  1,140 727 632

   63,630 59,295 50,175

Income Before Income Taxes and Minority Interest  2,400 3,853 5,628

Income Tax Expense (Benefit)
 Current ............................................................................................................................  531 482 1,703
 Deferred ..........................................................................................................................  174 364 ( 138)

   705 846 1,565

Income Before Minority Interest   1,695  3,007  4,063

(Income) Loss of Minority Interest  ( 137)  106 27

  Net Income $ 1,558 $ 3,113 $ 4,090

Earnings per Common Share
  Net Income $ 0.63 $ 1.26 $ 1.66

See accompanying notes to consolidated financial statements.

t h e  N A t i o N A l  S e c u r i t y  G r o u p ,  i N c .

c o N S o l i d A t e d  b A l A N c e  S h e e t S

t h e  N A t i o N A l  S e c u r i t y  G r o u p ,  i N c .

c o N S o l i d A t e d  S t A t e m e N t S  o f  i N c o m e
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Dollars In thousands   December 31,

   2005 2004

Assets
Investments
 Fixed maturities held-to-maturity, at amortized cost (estimated fair value: 2005 - $18,204; 2004 - $19,967) ....  $ 18,831 $ 20,280 
 Fixed maturities available-for-sale, at estimated fair value (cost: 2005 - $56,704; 2004 - $50,164) ..........  56,124 50,889 
 Equity securities available-for-sale, at estimated fair value (cost: 2005 - $6,374; 2004 - $8,995) .............  15,169 20,173 
 Receivable for securities .............................................................................................................................  677 – 
 Mortgage loans on real estate, at cost .......................................................................................................  387 238 
 Investment real estate, at book value (accumulated depreciation: 2005 - $18; 2004 - $17) ......................  3,842 1,463 
 Policy loans .................................................................................................................................................  793 771 
 Other invested assets .................................................................................................................................  2,605 2,973 
 Short-term investments ...............................................................................................................................  699 250 

  Total Investments 99,127 97,037 

Cash ...............................................................................................................................................................  2,350 360 
Accrued investment income ...........................................................................................................................  701 744 
Receivable from agents, less allowance for credit losses (2005 - $110; 2004 - $110) ..................................  2,663 2,465 
Accounts receivable, less allowance for credit losses (2005 - $48; 2004 - $40) ...........................................  2,848 745 
Inventory .........................................................................................................................................................  1,238 222 
Reinsurance recoverable ................................................................................................................................  10,193 3,318 
Deferred policy acquisition costs ....................................................................................................................  6,567 6,217 
Property and equipment, net ..........................................................................................................................  12,393 16,907
Other assets ...................................................................................................................................................  1,146 616 

  Total Assets $139,226 $128,631 

Liabilities and Shareholders’ Equity
Property and casualty benefit and loss reserves ...........................................................................................  $ 19,511 $ 13,094
Accident and health benefit and loss reserves ..............................................................................................  575 480
Life and annuity benefit and loss reserves .....................................................................................................  24,552 23,935
Unearned Premiums ......................................................................................................................................  15,791 14,779
Policy and contract claims ..............................................................................................................................  351 419
Other policyholder funds ................................................................................................................................  1,309 1,311 
Long-term debt ...............................................................................................................................................  22,906 15,836 
Accrued income taxes ....................................................................................................................................  99 – 
Other liabilities ................................................................................................................................................  7,185 7,876 
Deferred income tax .......................................................................................................................................  2,502 3,473 

  Total Liabilities 94,781 81,203 

Contingencies .................................................................................................................................................  – – 

Minority interest ..............................................................................................................................................  889 752 

Shareholders’ equity
 Preferred stock, $1 par value, 500,000 shares authorized, none issued or outstanding ...........................  – –
 Class A common stock, $1 par value, 2,000,000 shares authorized, none issued or outstanding ............  – –
 Common stock, $1 par value, 10,000,000 shares authorized
  2,466,600 shares issued and outstanding ...............................................................................................  2,467 2,467 
 Additional paid-in capital .............................................................................................................................  4,951 4,951
 Accumulated other comprehensive income ................................................................................................  5,860 8,404
 Retained earnings .......................................................................................................................................  30,278 30,854 

  Total Shareholders’ Equity 43,556 46,676 

  Total Liabilities and Shareholders’ Equity $139,226 $128,631

See accompanying notes to consolidated financial statements.
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 Dollars in thousands

        Accumulated
        Other   
      Comprehensive Retained Comprehensive Common Paid-in
     Total Income (Loss) Earnings Income Stock Capital 

 Balance at December 31, 2002 ...................................   $ 42,159  $ 27,770 $ 6,971 $ 2,467 $ 4,951
 Comprehensive Income:
  Net income for 2003 .................................................   4,090  4,090 4,090 – – –
  Other comprehensive income, net of tax
     Unrealized gain on securities, net
   of reclassification adjustment of $1,130 ..................   1,658 1,658 – 1,658 – –

 Comprehensive Income ...............................................     5,748     

  Cash dividends ($0.825 per share) ..........................   ( 2,035)  ( 2,035) – – –

 Balance at December 31, 2003 ...................................    45,872   29,825  8,629  2,467  4,951
 Comprehensive income:
  Net income for 2004 .................................................   3,113  3,113 3,113 – – –
  Other comprehensive loss, net of tax
     Unrealized loss on securities, net
   of reclassification adjustment of $1,483 ..................   ( 225) ( 225) – ( 225) – –
 

 Comprehensive income ...............................................     2,888     

 Cash dividends ($0.845 per share) .............................   ( 2,084)  ( 2,084) – – –

 Balance at December 31, 2004 ...................................   $ 46,676  $ 30,854 $ 8,404 $ 2,467 $ 4,951
 Comprehensive loss:
  Net income for 2005  ................................................   1,558  1,558 1,558 – – –
  Other comprehensive loss, net of tax
     Unrealized loss on securities, net
   of reclassification adjustment of $2,504 ..................   ( 2,544) ( 2,544) – ( 2,544) – –
 

 Comprehensive income ...............................................     (986)     

 Cash dividends ($0.865 per share) .............................   ( 2,134)  ( 2,134) – – –

 Balance at December 31, 2005 ...................................   $ 43,556  $ 30,278 $ 5,860 $ 2,467 $ 4,951

See accompanying notes to consolidated financial statements.
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Dollars In thousands   Year ended December 31,

   2005 2004 2003

Cash flows from operating activities:
Net income ......................................................................................................................... $ 1,558 $ 3,113 $ 4,090  
 Adjustments to reconcile net income to net cash provided by operating activities:
 Change in accrued investment income .......................................................................... 43 186 80
 Change in reinsurance recoverable ................................................................................ ( 6,875) ( 1,519) ( 100) 
 Amortization of deferred policy acquisition costs ........................................................... 2,704 2,221 1,825 
 Change in receivable for securities ................................................................................. ( 677) – – 
 Net realized gains on investments .................................................................................. ( 3,727) ( 2,162) ( 1,416)
 Change in accounts receivable ....................................................................................... ( 2,103) ( 265) ( 251)
 Change in inventory ........................................................................................................ ( 1,016) ( 178) 2
 Policy acquisition costs deferred ..................................................................................... ( 3,054) ( 2,621) ( 2,399)
 Change in prepaid reinsurance premiums ...................................................................... 271 29 ( 153)
 Depreciation expense and amortization/accretion .......................................................... 944 700 808  
 Change in policy liabilities and claims ............................................................................ 8,073 3,396 4,257
 Change in income tax payable ....................................................................................... 99 ( 1,486) 1,253
 Change in deferred income taxes ................................................................................... 174 362 ( 260) 
 Change in other liabilities ............................................................................................... ( 691) ( 1,246) 3,991
 (Gain) loss of minority interest ........................................................................................ ( 137) 106 29
 Other, net ........................................................................................................................ ( 1,035) 250 ( 358)

  Net cash (used in) provided by operating activities ( 5,449) 886 11,398 

Cash flows from investing activities:
 Purchases of held-to-maturity securities ........................................................................ ( 1,193) (19,379) (17,694) 
 Purchases of available-for-sale securities ...................................................................... (23,037) ( 4,933) (22,455)
 Proceeds from maturities of held-to-maturity securities ................................................. 2,770 3,176 13,271 
 Proceeds from sales of available-for-sale securities ...................................................... 22,576 25,687 17,379 
 Proceeds from sale of real estate held for investment ................................................... 189 124 24 
 Purchases of real estate held for investment ................................................................. ( 2,451) – –  
 Purchase of other invested assets.................................................................................. – ( 3,358) –  
 Proceeds from sales of other invested assets ................................................................ 368 385 –  
 Net (purchases) proceeds from sale of short-term investments .................................... ( 449) 50 1,152
 (Advances on) repayment of loans, net .......................................................................... ( 22) ( 41) 641
 Purchase of property and equipment ............................................................................. ( 457) ( 1,327)  ( 8,078)
 Proceeds from sale of property and equipment ............................................................. 4,211 69 5 

  Net cash provided by (used in) investing activities 2,505 453 (15,755)

Cash flows from financing activities:
 Proceeds from debt ........................................................................................................ 9,279 243 7,862 
 Payments on debt ........................................................................................................... ( 2,209) ( 328) ( 946) 
 Change in other policyholder funds ................................................................................  ( 2) ( 105) ( 111) 
 Dividends paid ................................................................................................................ ( 2,134) ( 2,084) ( 2,035) 

  Net cash provided by (used in) financing activities 4,934 ( 2,274) 4,770

  Net increase (decrease) in cash 1,990 ( 935) 413
 
Cash at beginning of year .................................................................................................. 360 1,295 882 

Cash at end of year ............................................................................................................ $ 2,350 $ 360 $ 1,295

See accompanying notes to consolidated financial statements.
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES
(a) Principles of Consolidation
The accompanying consolidated financial statements include the accounts of The 
National Security Group, Inc. (the Company) and its wholly-owned subsidiaries: 
National Security Insurance Company (NSIC), National Security Fire and Casualty 
Company (NSFC) and NATSCO, Inc. (NATSCO). NSFC includes a wholly-owned 
subsidiary - Omega One Insurance Company (Omega). All significant intercompany 
transactions and accounts have been eliminated.
The accompanying consolidated financial statements also include an investment in 
affiliate, which consists of a fifty percent interest in The Mobile Attic, Inc and its 
wholly owned subsidiary established in January of 2004, Mobile Attic Franchising 
Company (MAFCO). The Mobile Attic, Inc. is a portable storage leasing company 
that began operations in 2001. MAFCO was established in the first quarter of 2004 
to conduct the business of selling Mobile Attic portable storage leasing franchises. 
Effective in the first quarter of 2004 the Company consolidated the accounts of 
Mobile Attic, Inc. and subsidiary MAFCO according to guidance in Financial 
Accounting Standards Board Interpretation 46 as revised December 2003 (FIN 
46R). 
Changes in financial statement presentation as a result of the adoption of recently 
issued accounting standards:
As disclosed in the notes to the audited consolidated financial statements for 
the year ended December 31, 2003, the Company adopted Financial Accounting 
Standards Board Interpretation 46 as revised December 2003 (FIN 46R), in the 
first quarter of 2004. As a result of the adoption of FIN 46R, triggered by previ-
ously existing and disclosed guarantees of Mobile Attic debt by the Company, the 
Company consolidated an investment in a subsidiary Mobile Attic, Inc. Further 
details of the debt guarantees are discussed in Note 2 to these consolidated finan-
cial statements. 
Mobile Attic was previously reported using the equity method of accounting. For 
comparative purposes, the Company made adjustments to the December 31, 2003 
Balance Sheet and the Income Statement and Statement of Cash Flows for the peri-
od ended December 31, 2003. These adjustments increased December 31, 2003 
assets by $15,109,000 and liabilities by $13,394,000. The adjustment had no effect 
on consolidated stockholders’ equity. Certain accounts in the Income Statement for 
the period ended December 31, 2003 were adjusted as a result of the consolidation 
of Mobile Attic, but because the results of Mobile Attic were previously reported 
under the equity method, the adjustments had no effect on the consolidated 
results of operations for the period ended December 31, 2003. Cash flow, for the 
year ended December 31, 2003 from operating activities increased $79,000; from 
investing activities decreased $7,224,000; and from financing activities increased 
$7,862,000. Total cash increased $169,000. 
(b) Description of Major Products
NSIC is licensed in the states of Alabama, Florida, Georgia, Mississippi, South 
Carolina and Texas and was organized in 1947 to provide life and burial insurance 
policies to the home service market. Business is now produced by both com-
pany and independent agents. Primary products include ordinary life, accident and 
health, supplemental hospital, and cancer insurance products.
NSFC is licensed in Alabama, Arkansas, Florida, Georgia, Mississippi, Oklahoma, 
South Carolina, and Tennessee. In addition NSFC operates on a surplus lines basis 
in Louisiana, Missouri, and Texas. NSFC operates in various property and casualty 
lines, the most significant of which are dwelling property fire and extended cover-
age, homeowners, mobile homeowners, ocean marine, nonstandard automobile 
physical damage and liability and nonstandard commercial auto liability. 
Omega is licensed in the states of Alabama and Louisiana. Omega operates in 
property and casualty lines, the most significant of which are homeowners and 
nonstandard automobile physical damage and liability.
(c) Basis of Presentation
The significant accounting policies followed by the Company and subsidiaries that 
materially affect financial reporting are summarized below. The accompanying 
consolidated financial statements have been prepared in accordance with gener-
ally accepted accounting principles (GAAP) which, as to the subsidiary insurance 
companies, differ from statutory accounting practices permitted by regulatory 
authorities.
(d) Use of Estimates
The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions 
that affect the reported amounts of assets and liabilities and disclosure of contin-
gent assets and liabilities at the date of the financial statements and the reported 
amounts of revenues and expenses during the reporting period. Actual results 
could differ from those estimates.
(e) Investments
The Company’s securities are classified in two categories and accounted for as 
follows:

• Securities Held-to-Maturity. Bonds, notes and redeemable preferred stock 
for which the Company has the positive intent and ability to hold to maturity 
are reported at cost, adjusted for amortization of premiums and accretion 
of discounts which are recognized in interest income using methods which 
approximate level yields over the period to maturity.

• Securities Available-for-Sale. Bonds, notes, common stock and non-redeem-
able preferred stock not classified as either held-to-maturity, or trading are 
reported at fair value, adjusted for other-than-temporary declines in fair value.

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES CONTINUED
The Company and its subsidiaries have no trading securities.
Unrealized holding gains and losses, net of tax, on securities available-for-sale are 
reported as a net amount in a separate component of shareholders’ equity until 
realized.
Realized gains and losses on the sale of securities available-for-sale are determined 
using the specific-identification method.
Mortgage loans and policy loans are stated at the unpaid principal balance of such 
loans. Investment real estate is reported at cost, less allowances for depreciation 
computed on the straight-line basis. Short-term investments are carried at cost, 
which approximates market value. Investments with other than temporary impair-
ment in value are written down to estimated realizable values.
Other invested assets consist principally of state sponsored investments with a 
portion of the investment yield derived from insurance premium tax credits. These 
investments are reported at the unpaid principal balance.
(f) Receivable from Agents
Agent balances are reported at unpaid balances, less a provision for credit losses.
(g) Accounts Receivable
Accounts receivable are reported at net realizable value. Management determines 
the allowance for doubtful accounts based on historical losses and current econom-
ic conditions. On a continuing basis, management analyzes delinquent receivables 
and, once these receivables are determined to be uncollectible, they are written off 
through a charge against an existing allowance account or against earnings.
(h) Inventory
Inventory consists of finished goods inventory and is carried at the lower of cost 
(first-in, first-out method) or market.
(i) Property and Equipment
Property and equipment is carried at cost less accumulated depreciation and 
includes expenditures that substantially increase the useful lives of existing 
property and equipment. Maintenance, repairs, and minor renovations are charged 
to expense as incurred. Upon sale or retirement of property and equipment, the cost 
and related accumulated depreciation are eliminated from the respective account 
and the resulting gain or loss is included in the results of operations. The Company 
provides for depreciation of property and equipment using the straight-line method 
designed to amortize costs over estimated useful lives. Estimated useful lives range 
up to 40 years for buildings and from 3-8 years for electronic data processing 
equipment and furniture and fixtures.
(j) Fair Value of Financial Instruments
The table below presents the carrying value and fair value of the Company’s 
financial instruments, as defined in accordance with applicable requirements. Fair 
values of the Company’s financial instruments are estimated by reference to quoted 
prices from market sources and financial institutions, as well as other valuation 
techniques. In cases where quoted market prices are not available, fair values are 
estimated using present value or other valuation techniques. The fair value esti-
mates are made at a specific point in time, based on available market information 
and judgments about the financial instrument, such as estimates of timing and 
amount of expected future cash flows. Such estimates do not reflect any premium 
or discount that could result from offering for sale at one time the Company’s entire 
holdings of a particular financial instrument, nor do they consider the tax impact of 
the realization of unrealized gains or losses. In many cases, the fair value estimates 
cannot be substantiated by comparison to independent markets, nor can the dis-
closed value be realized in immediate settlement of the instrument.
Certain financial instruments, particularly insurance liabilities other than financial 
guarantees and investment contracts are excluded from the disclosures. In evaluat-
ing the Company’s management of interest rate and liquidity risk, the fair values of 
all assets and liabilities should be taken into consideration.
The fair values of cash, cash equivalents, short-term investments and balances 
due on accounts from agents, reinsurers and others approximate their carrying 
amounts as reflected in the consolidated balance sheet due to their short-term 
availability or maturity.

Dollars in thousands December 31,
 2005 2004
  Carrying Estimated Carrying Estimated
  Value Fair Value Value Fair Value
Assets and related Instruments
 Debt and equity securities .................  $ 90,124 $ 89,497 $ 91,342 $ 91,029
 Mortgage loans ..................................   387  387 238  238
 Policy loans .......................................  793 793 771 771

Liabilities and related Instruments
 Other policyholder funds ...................  1,309 1,309 1,311 1,311
 Long-term debt ..................................   22,906  22,906 15,836  15,836

(k) Statement of Cash Flows
For purposes of reporting cash flows, cash includes cash-on-hand, demand depos-
its with banks and overnight investments.
(l) Revenue Recognition
Life insurance premiums are recognized as revenues when due. Property and 
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NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES CONTINUED
casualty insurance premiums, less amounts ceded to reinsurers, are recognized on 
a pro rata basis over the terms of the policies. Reinsurance premiums assumed are 
recognized as reported by the ceding company.
Mobile Attic, Inc. recognizes leasing revenues from royalties, storage unit rentals 
and sales on a monthly basis. Revenues from delivery charges are recognized 
when these services are billed. Mobile Attic executes franchise agreements that 
set the terms of its arrangement with each franchisee. The franchisee agreement 
requires the franchisee to pay an initial, non-refundable fee ranging from $35,000 
to $55,000 and continuing fees based on percentage of rents. The initial term of 
the franchise is 20 years and, subject to Mobile Attic’s approval and payment of a 
renewal fee, a franchise may generally renew its agreement upon its expiration for 
an additional 10 years.
When an individual franchise is sold, Mobile Attic agrees to provide certain services 
to the Franchisee, including training on the operations of the business as well 
as training on the loading and unloading of the storage containers. Mobile Attic 
recognizes initial fees as revenue when substantially all initial services required 
by the franchise agreement are performed, which is generally upon opening of a 
franchise location.
Mobile Attic sold 15 individual franchise licenses during 2005 and 13 during 2004. 
Initial fees included in revenues for the years ended December 31, 2005 and 2004 
were $625,000 and $350,000, respectively. Deferred revenue at December 31, 2005 
and 2004 was $175,000 and $122,500, respectively, and represents that portion of 
total revenues from franchises not yet open. There were two company-owned loca-
tions in operation during the years ended December 31, 2005 and 2004.
As territory is assigned to each franchise sold, Mobile Attic may reach the point 
where existing markets become saturated and initial franchising revenue declines. 
Unless new markets are entered, franchise revenues after market saturation will 
come primarily from renewal fees for existing franchises.
(m) Deferred Policy Acquisition Costs
The costs of acquiring new insurance business are deferred and amortized over the 
lives of the policies. Deferred costs include commissions, other agency compensa-
tion and expenses, and other underwriting expenses directly related to the level of 
new business produced.
Acquisition costs relating to life contracts are amortized over the premium pay-
ing period of the contracts, or the first renewal period of term policies, if earlier. 
Assumptions utilized in amortization are consistent with those utilized in computing 
policy liabilities.
The method of computing the deferred policy acquisition costs for property and 
casualty policies limits the amount deferred to a percentage of related unearned 
premiums.
(n) Policy Liabilities
The liability for future life insurance policy benefits is computed using a net level 
premium method including the following assumptions:
 Years of Issue Interest rate
 1947 - 1968 4%
 1969 - 1978 6% graded to 5%
 1979 - 2005 7% graded to 6%
Mortality assumptions include various percentages of the 1955-60 and 1965-70 
Select and Ultimate Basic Male Mortality Table. Withdrawal assumptions are based 
on the Company’s experience.
(o) Claim Liabilities
The liability for unpaid claims represents the estimated liability for claims 
reported to the Company and its subsidiaries plus claims incurred but not 
yet reported and the related adjustment expenses. The liabilities for claims 
and related adjustment expenses are determined using case-basis evalua-
tions and statistical analyses and represent estimates of the ultimate net 
cost of all losses incurred through December 31 of each year. Although 
considerable variability is inherent in such estimates, management believes
that the liabilities for unpaid claims and related adjustment expenses are adequate. 
The estimates are continually reviewed and adjusted as necessary; such adjust-
ments are included in current operations.
(p) Earnings Per Share
Earnings per share of common stock is based on the weighted average number 
of shares outstanding during each year. The adjusted weighted average shares 
outstanding were 2,466,600 (2,466,600 in 2004 and 2003).
(q) Reinsurance 
In the normal course of business, NSFC seeks to reduce the loss that may arise 
from catastrophes or other events that cause unfavorable underwriting results by 
reinsuring certain levels of risk in various areas of exposure with other insurance 
enterprises or reinsurers. Amounts recoverable from reinsurers are estimated in 
a manner consistent with the claim liability associated with the reinsured policy. 
Amounts paid for prospective reinsurance contracts are reported as prepaid rein-
surance premiums and amortized over the remaining contract period.
In the normal course of business, NSIC seeks to limit its exposure to loss on any 
single insured and to recover a portion of benefits paid by ceding reinsurance to 
other insurance enterprises or reinsurers under excess coverage contracts. NSIC 
retains a maximum of $50,000 of coverage per individual life. The cost of reinsur-
ance is amortized over the contract period of the reinsurance.
(r) Reclassifications
Certain reclassifications have been made in the previously reported financial state-
ments to make the prior year amounts comparable to those of the current year.

NOTE 1 - SIGNIFICANT ACCOUNTING POLICIES CONTINUED
Such reclassifications had no effect on the previously reported net income or 
shareholders’ equity.
(s) Advertising
The Company expenses advertising costs as incurred except for nondirect-response 
advertising costs, which are expensed the first time the advertising takes place. 
Advertising costs charged to expense were $250,000 for the year ended December 
31, 2005 ($142,000 and $118,000 for the years ended December 31, 2004 and 2003, 
respectively). Advertising costs capitalized at December 31, 2005 were $192,000.
(t) Concentration of Credit Risk
The Company maintains cash depository accounts which, at times, may exceed feder-
ally insured limits. These amounts represent actual account balances held by financial 
institutions at the end of the period, and unlike the balance reported in the financial 
statements, the account balances do not reflect timing delays inherent in reconciling 
items such as outstanding checks and deposits in transit. The Company has not 
experienced any losses in such accounts. The Company believes it is not exposed to 
any significant credit risk on cash and cash equivalents.
(u) Recently Issued Accounting Standards
During 2005, the Financial Accounting Standards Board (FASB) issued the following 
pronouncements: 
SFAS No. 154, Accounting Changes and Error Corrections—a replacement of APB 
Opinion No. 20 and FASB Statement No. 3, changes the requirements for account-
ing and reporting of a change in accounting principle. The statement requires 
retrospective application to prior periods’ financial statements of changes in 
accounting principle, unless it is impractical to determine either the period-specific 
effects or the cumulative effect of the change. The adoption of this statement is not 
expected to have a material impact on the Company’s financial position or results 
of operations. 
FIN No. 47, Accounting for Conditional Asset Retirement Obligations—an interpre-
tation of FASB Statement No. 143, clarifies that the term conditional asset retire-
ment obligation as used in SFAS No. 143 refers to a legal obligation to perform 
an asset retirement activity in which the timing and (or) method of settlement are 
conditional on a future event that may or may not be within the control of the entity. 
The interpretation also clarifies when an entity would have sufficient information to 
reasonably estimate the fair value of an asset retirement obligation. The adoption of 
this statement did not have a material impact on the Company’s financial position 
or results of operation. 
SOP 05-01, Accounting by Insurance Enterprises for Deferred Acquisition Costs 
in Connection With Modifications or Exchanges of Insurance Contracts, provides 
guidance on accounting for deferred acquisition costs on internal replacements 
of insurance and investment contracts other than those specifically described in 
SFAS No. 97. The SOP defines an internal replacement as a modification in product 
benefits, features, rights, or coverages that occurs by the 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. This SOP is effective for internal 
replacements occurring in fiscal years beginning after December 15, 2006, with 
earlier adoption encouraged. The adoption of this statement is not expected to have 
a material impact on the Company’s financial position or results of operations.

NOTE 2 – VARIABLE INTEREST ENTITY
In December 2003, the FASB issued Revised FIN 46 (FIN 46R) to clarify certain 
aspects of FIN 46 including the determination of who is the primary beneficiary 
of a variable interest entity (VIE). FIN 46R postponed the effective date as to when 
companies are required to apply the provisions prospectively for all variable inter-
est entities in existence prior to January 31, 2003 until the first financial reporting 
period that ends after March 15, 2004. However, for entities that are considered 
to be special purpose entities, the effective date of FIN 46R is financial reporting 
periods after December 15, 2003. The Company does not have an interest in any 
special purpose entities. The Company consolidated its affiliate, Mobile Attic, Inc., 
upon adoption of FIN 46R in the first quarter 2004 due to the Company’s guarantee 
of Mobile Attic’s line of credit. The consolidation of Mobile Attic increased total 
assets by approximately $15 million and total liabilities by approximately $13 mil-
lion. There was no effect on total shareholders’ equity. The consolidation of Mobile 
Attic did not have a material impact on the results of operations as the Company 
previously accounted for the investment under the equity method. See Note 17 for 
additional information related to the VIE.
In December 2005, the Company formed National Security Capital Trust I (the 
Trust), a statutory trust created under the Delaware Statutory Trust Act, for the sole 
purpose of issuing, in private placement transactions, $9 million of trust preferred 
securities (TPS) and using the proceeds thereof, together with the equity proceeds 
received from the Company in the initial formation of the Trust, to purchase $9.3 
million of variable rate subordinated debentures issued by the Company. The 
Company owns all voting securities of the Trust and the subordinated debentures 
are the sole assets of the Trust. The Trust will meet the obligations of the TPS 
with the interest and principal paid on the subordinated debentures. The Company 
received net proceeds from the TPS transactions, after commissions and other 
costs of issuance, of $9.005 million. The Company also holds all the voting securi-
ties issued by the Trust and such trusts are considered to be VIE’s. The Trust is not 
consolidated because the Company is not the primary beneficiary of the trust. The 
Subordinated Debentures, disclosed in Note 8 are reported in the accompanying 
Consolidated Balance Sheet as a component of long-term debt. The Company’s 
equity investments in the Trusts total $279,000 and are included in Other Assets.
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NOTE 3 - STATUTORY ACCOUNTING PRACTICES
The accompanying consolidated financial statements have been prepared in con-
formity with generally accepted accounting principles (GAAP) which vary in certain 
respects from reporting practices prescribed or permitted by insurance regulatory 
authorities. The significant differences for statutory reporting include: (a) acquisi-
tion costs of acquiring new business are charged to operations as incurred, (b) 
life policy liabilities are established utilizing interest and mortality factors specified 
by regulatory authorities, (c) the Asset Valuation Reserve (AVR) and the Interest 
Maintenance Reserve (IMR) are recorded as liabilities, and (d) non-admitted 
assets (furniture and equipment, agents’ debit balances and prepaid expenses) are 
charged directly to surplus.
Statutory net gains from operations and capital and surplus, excluding intercompany 
transactions, are summarized as follows:

Dollars in thousands Year ended December 31,
   2005 2004 2003
 NSIC - including realized capital (losses)
 gains of $129, $(56), and $287, respectively.......  $( 101)  $ 291 $ 7
 NSFC - including realized capital gains
 of $3,098, $1,847, $203, respectively ..................  $ 729  $ 2,164 $ 2,526
 OMEGA - including realized capital gains
 of $180, $35, $257, respectively ..........................  $ 645 $ 667 $ 779
Statutory Risk-Based Adjusted Capital:
 NSIC - including AVR of $845, $1,153,
 and $1,180, respectively ......................................  $10,776  $11,451  $11,375
 NSFC ....................................................................  $27,209  $23,766  $23,104
 OMEGA.................................................................  $ 8,016  $ 7,573  $ 6,691

The above amounts exclude allocation of overhead from the Company. NSIC, NSFC 
and Omega are in compliance with statutory restrictions with regard to minimum 
amounts of surplus and capital.

NOTE 4 - INVESTMENT SECURITIES
The amortized cost and aggregate fair values of investments in securities are as 
follows:

Dollars in thousands December 31, 2005
   Gross Gross 
  Amortized Unrealized Unrealized Fair
  Cost Gains Losses Value
Available-for-sale securities:
 Corporate debt securities ...................  $ 8,958 $ 148 $ 121 $ 8,985
 Obligations of states and
 political subdivisions .........................   6,519  134 101  6,552
 U.S. Treasury securities and
 obligations of U.S. Government
 corporations and agencies .................  41,227 114 754 40,587
 
 Total fixed maturities..........................  56,704 396 976 56,124
 Equity securities .................................  6,374 9,192 397 15,169
  Total $63,078 $ 9,588 $ 1,373 $71,239

Held-to-maturity securities:
 Corporate Debt Securities ..................  $ 244 $ – $ 47 $ 197
 Obligations of states and
 political subdivisions .........................  2,280 7 66 2,221
 U.S. Treasury securities and
 obligations of U.S. government
 corporations and agencies .................  16,307 9 530 15,786
  Total $18,831 $ 16 $ 643 $18,204

Dollars in thousands December 31, 2004
   Gross Gross 
  Amortized Unrealized Unrealized Fair
  Cost Gains Losses Value
Available-for-sale securities:
 Corporate debt securities ...................  $10,379 $ 473 $ 23 $10,829
 Obligations of states and
 political subdivisions .........................   9,609  446 93  9,962
 U.S. Treasury securities and
 obligations of U.S. Government
 corporations and agencies .................  30,176 155 233 30,098
 
 Total fixed maturities..........................  50,164 1,074 349 50,889
 Equity securities .................................  8,995 11,590 412 20,173
  Total $59,159 $12,664 $ 761 $71,062

NOTE 4 - INVESTMENT SECURITIES CONTINUED

Dollars in thousands December 31, 2004
   Gross Gross 
  Amortized Unrealized Unrealized Fair
  Cost Gains Losses Value
Held-to-maturity securities:
 Obligations of states and
 political subdivisions .........................  $ 2,279 $ 18 $ 33 $ 2,264
 U.S. Treasury securities and
 obligations of U.S. government
 corporations and agencies .................  18,001 53 351 17,703
  Total $20,280 $ 71 $ 384 $19,967

The amortized cost and aggregate fair value of debt securities at December 31, 
2005, by contractual maturity, are as follows. 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.

Dollars in thousands  Amortized Fair
  Cost Value
Available-for-sale securities:
 Due in one year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 583 $ 585
 Due after one year through five years . . . . . . . . . . . . . . . . . . .  19,207 19,182
 Due after five years through ten years . . . . . . . . . . . . . . . . . .  15,989 15,781
 Due after ten years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20,925 20,576
  Total $ 56,704 $ 56,124

Held-to-maturity securities:
 Due in one year or less . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ – $ –
 Due after one year through five years . . . . . . . . . . . . . . . . . . .  2,425 2,323
 Due after five years through ten years . . . . . . . . . . . . . . . . . .  6,761 6,498
 Due after ten years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9,645 9,383
  Total $ 18,831 $ 18,204

For 2005, gross gains of $3,793,000 ($2,219,000 for 2004 and $2,266,000 for 
2003) and gross losses of $66,000 ($130,000 for 2004 and $858,000 for 2003) 
were realized on sales of available-for-sale-securities.
A summary of securities available-for-sale with unrealized losses as of December 
31, 2005 and 2004 along with the related fair value, aggregated by the length of time 
that investments have been in a continuous unrealized loss position, is as follows:

Dollars in thousands December 31, 2005
   Less than 12 months 12 months or longer Total
   Gross  Gross  Gross Total
  Fair Unrealized Fair Unrealized Fair Unrealized Securities in a
  Value Losses Value Losses Value Losses Loss Position
Fixed maturities
 Corporate .................................  $ – $ – $ 3,562 $ 121 $ 3,562 $ 121 16
 Obligations of state and
 political subdivisions ................  – – 3,424 101 3,424 101 17
 U.S. Treasury securities and
 obligations of U.S. Goverment
 corporations and agencies .......  – – 33,426 754 33,426 754 78
Equity securities ...........................  – – 998 397 998 397 7
   $  – $ – $41,410 $ 1,373 $41,410 $ 1,373 118

Dollars in thousands December 31, 2004
   Less than 12 months 12 months or longer Total
   Gross  Gross  Gross Total
  Fair Unrealized Fair Unrealized Fair Unrealized Securities in a
  Value Losses Value Losses Value Losses Loss Position
Fixed maturities
 Corporate ................................... $ 542 $ 11 $ 542 $ 11 $ 1,084 $ 22 6
 Obligations of state and
 political subdivisions .................. 1,457 20 3,489 74 4,946 94 9
 U.S. Treasury securities and
 obligations of U.S. Government
 corporations and agencies ......... 6,561 78 9,533 154 16,094 232 52
Equity securities ............................. 576 23 774 390 1,350 413 8
   $ 9,136 $ 132 $14,338 $ 629 $23,474 $ 761 75
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NOTE 4 - INVESTMENT SECURITIES CONTINUED
A summary of securities held-to-maturity with unrealized losses as of December 31, 
2005 and 2004 along with the related fair value, aggregated by the length of time that 
investments have been in a continuous unrealized loss position, is as follows:

Dollars in thousands December 31, 2005
   Less than 12 months 12 months or longer Total
   Gross  Gross  Gross Total
  Fair Unrealized Fair Unrealized Fair Unrealized Securities in a
  Value Losses Value Losses Value Losses Loss Position
Fixed maturities
 Corporate ................................... $ – $ – $ 244 $ 47 $ 244 $ 47 1
 Obligations of state and
 political subdivisions .................. – – 2,078 66 2,078 66 8
 U.S. Treasury securities and
 obligations of U.S. Government
 corporations and agencies ......... – – 15,203 530 15,203 530 43
    $ – $ – $17,525 $ 643 $17,525 $ 643 52

Dollars in thousands December 31, 2004
   Less than 12 months 12 months or longer Total
   Gross  Gross  Gross Total
  Fair Unrealized Fair Unrealized Fair Unrealized Securities in a
  Value Losses Value Losses Value Losses Loss Position
Fixed maturities
 Corporate ................................... $ – $ – $ – $ – $ – $ – –
 Obligations of state and
 political subdivisions .................. – – 789 33 789 33 3
 U.S. Treasury securities and
 obligations of U.S. Government
 corporations and agencies ......... – – 14,718 351 14,718 351 33
    $ – $ – $15,507 $ 384 $15,507 $ 384 36

All unrealized losses are reviewed to determine whether the losses are other than temporary.  
Factors considered include whether the securities are backed by the U.S. Government or its 
agencies and concerns surrounding the recovery of full principal.  Management believes the 
unrealized losses are market driven and no ultimate loss will occur.

NOTE 5 - NET INVESTMENT INCOME
Major categories of investment income are summarized as follows:

Dollars in thousands Year ended December 31,
   2005 2004 2003
Fixed maturities  $ 3,505 $ 3,704  $ 3,618
Equity securities  408 503 528
Mortgage loans on real estate  22 18 19
Investment real estate  23 15 103
Policy loans  56 2 32
Other, principally short-term investments  95 223 ( 16)
   4,109 4,465 4,284
Less: Investment expenses  145 235 261
Net investment income  $ 3,964 $ 4,230 $ 4,023

An analysis of investment gains follows:

Dollars in thousands Year ended December 31,
   2005 2004 2003
Net realized investment gains (losses):
 Fixed maturities .....................................................  $ 132 $ 431 $ 627
 Other, principally equity securities .........................  3,595 1,731 789
   $ 3,727 $ 2,162 $ 1,416

An analysis of the net increase (decrease) in unrealized appreciation on available-
for-sale securities follows:

Dollars in thousands Year ended December 31,
   2005 2004 2003
Net (decrease) increase in unrealized appreciation
 on available-for-sale securities before
 deferred income tax ...............................................  $( 3,689) $( 339) $ 2,520
Deferred income tax ....................................................  1,145 114 ( 862)
Net (decrease) increase in unrealized appreciation
 on available-for-sale securities...............................  $( 2,544) $( 225) $ 1,658

NOTE 6 - PROPERTY AND EQUIPMENT
At December 31, property and equipment consisted of the following:

Dollars in thousands  2005 2004
Building and improvements ...........................................................  $ 1,945 $ 1,876
Electronic data processing equipment ...........................................  2,027 1,936
Leasing equipment .........................................................................  10,955 15,077
Furniture and fixtures .....................................................................  1,098 1,076
   16,025 19,965
Less accumulated depreciation ......................................................  3,632 3,058
   $ 12,393 $ 16,907

Depreciation expense for the year ended December 31, 2005 was $905,000 
($805,000 for the year ended December 31, 2004 and $686,000 for the year ended 
December 31, 2003).

NOTE 7 - INCOME TAXES
Total income tax expense varies from amounts computed by applying current 
federal income tax rates to income before income taxes. The reason for these dif-
ferences and the approximate tax effects are as follows:

Dollars in thousands Year ended December 31,
   2005 2004 2003
Federal income tax rate applied to pre-tax income ................ $ 816 $ 1,310 $ 1,927
Dividends received deduction and tax-exempt interest .......... ( 183) ( 196) ( 176)
Small life insurance company deduction ............................. – – ( 18)
Other, net ........................................................................ 72 ( 268) ( 168)

Federal income tax expense ............................................... $ 705 $ 846 $ 1,565

Net deferred tax liabilities are determined based on the estimated future tax effects 
of differences between the financial statement and tax basis of assets and liabilities 
given the provisions of the enacted tax laws.
The tax effect of significant differences representing deferred assets and liabilities 
are as follows:

Dollars in thousands December 31,
    2005 2004
General insurance expenses ..............................................  $ 1,233  1,178
Unearned premiums ..........................................................  1,061 973
Claim liabilities ...................................................................  255 299
Policy liabilities ..................................................................  70 140

 Deferred tax assets ........................................................  2,619 2,590

Depreciation .......................................................................  ( 534) ( 448)
Deferred policy acquisition costs .......................................  (2,233) (2,116)
Unrealized gains on securities available-for-sale ...............  (2,354) (3,499)

 Deferred tax liabilities ....................................................  (5,121) (6,063)

Net deferred tax liability .....................................................  $(2,502) $(3,473)

The appropriate income tax effects of changes in temporary differences are as follows:

Dollars in thousands Year ended December 31,
   2005 2004 2003
Deferred policy acquisition costs  $ 117 $ 138 $ 196
Policy liabilities  70 69 70
Unearned premiums  ( 88) ( 65) ( 263)
General insurance expenses  ( 55) ( 71) ( 306)
Depreciation  86 313 135
Claim liabilities  44 ( 20) 30

   $ 174 $ 364 $( 138)

Under pre-1984 life insurance company tax laws, a portion of NSIC’s gain from 
operations was not subject to current income taxation, but was accumulated for 
tax purposes in a memorandum account designated “policyholders’ surplus”. The 
aggregate balance in this account, $3,720,000 at December 31, 2005, would be 
taxed at current rates only if distributed to shareholders or if the account exceeded 
a prescribed minimum. The Deficit Reduction Act of 1984 eliminated additions 
to policyholders’ surplus for 1984 and thereafter. Deferred taxes have not been 
provided on amounts designated as policyholders’ surplus. The deferred income tax 
liability not recognized is approximately $1,270,000 at December 31, 2005.
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NOTE 8 - LONG-TERM DEBT
Long-term debt consisted of the following as of December 31:

Dollars in thousands  2005 2004
Subordinated debentures issued on December 15, 2005 with fixed interest rate of
8.83% each distribution period thereafter until December 15, 2015 when the
coupon rate shall equal the 3-month LIBOR plus 3.75% applied to the outstanding
principal; maturity December, 2035. Interest payments due quarterly. Unsecured .........  $ 9,279 $ –

Note payable to bank with an interest rate based on LIBOR
(7.12% at December 31, 2005 and 5.15% at December 31, 2004)
dated March, 2002; maturity March, 2007. Payments of $112,953
due quarterly with balloon payment at maturity. Unsecured ...........................................  2,439 2,731

Note payable to bank with an interest rate based on prime minus 25
basis points (7.00% at December 31, 2005 and 5.00% at December 31, 2004)
dated June, 2004; maturity June, 2007. Interest payments due quarterly.
Secured by $11,920 of leasing equipment......................................................................  11,188 13,105
   $ 22,906  $ 15,836

Aggregate maturities of long-term debt for each of the five years subsequent to December 31, 
2005 are as follows (dollars in thousands): 2006-$280; 2007-$13,347; 2008-$0; 2009-$0; 
2010-$0. The remaining $9,279 is due in 2035.
The subordinated debentures (debentures) have the same maturities and other applicable 
terms and features as the associated trust preferred securities (TPS). The debentures bear 
a fixed interest rate until December 15, 2015. Payment of interest may be deferred for up to 
20 consecutive quarters; however, stockholder dividends cannot be paid during any extended 
interest payment period or any time the debentures are in default. All have stated maturities 
of thirty years but may be redeemed at any time following the tenth anniversary of issu-
ance. None of the securities require the Company to maintain minimum financial covenants. 
The Company has guaranteed that amounts paid to the Trust (discussed in Note 2) will be 
remitted to the holders of the associated TPS. This guarantee, when taken together with the 
obligations of the Company under the debentures, the Indentures pursuant to which the 
debentures were issued, and the related trust agreement (including obligations to pay related 
trust fees, expenses, debt and other obligations with respect to the TPS), provides a full and 
unconditional guarantee of amounts due the Trust. The amount guaranteed is not expected to 
at any time exceed the obligations of the TPS, and no additional liability has been recorded 
related to the guarantee.

NOTE 9 - POLICY AND CLAIM RESERVES
The following table is a reconciliation of beginning and ending property and casualty reserve 
balances for claims and claim adjustment expense for the years ended December 31:

Dollars in thousands  2005 2004 2003

Claims and claim adjustment expense
 reserves at beginning of year.................................  $ 13,094 $ 11,343 $ 11,513
Less reinsurance recoverables on unpaid losses ........  2,611 1,232 1,555

Net balances at beginning of year ...............................  10,483 10,111 9,958

Provisions for claims and claim adjustment
 expenses for claims arising in current year ...........  36,660 32,702 27,066
Estimated claims and claim adjustment
 expenses for claims arising in prior years .............  ( 1,599) ( 1,091) ( 1,928)

Total increases ............................................................  35,061 31,611 25,138

Claims and claim adjustment expense
 payments for claims arising in:
 Current year ...........................................................  29,168 25,837 19,892
 Prior years .............................................................  5,425 5,402 5,093

Total payments ............................................................  34,593 31,239 24,985

Net balance at end of year ..........................................  10,951 10,483 10,111
Plus reinsurance recoverables on unpaid losses ........  8,560 2,611 1,232

Claims and claim adjustment expense
 reserves at end of year ..........................................  $ 19,511 $ 13,094 $ 11,343

The provision for claims and claim adjustment expenses for prior years (net of reinsurance 
recoveries) decreased in 2005, 2004 and 2003 because of lower-than-anticipated losses pri-
marily in homeowners and dwelling fire lines of business. As a result of changes in estimates 
of insured events in prior years, the provision for claims and claim adjustment expenses (net 
of reinsurance recoveries) decreased in 2005 by an additional $500,000.
The Company has a geographic exposure to catastrophe losses in certain areas of the 
country. Catastrophes can be caused by various events including hurricanes, windstorms, 
earthquakes, hail, severe winter weather, explosions and fires, and the incidence and severity 
of catastrophes are inherently unpredictable. The extent of losses from a catastrophe is a 
function of both the total amount of insured exposure in the area affected by the event and 
the severity of the event. Most catastrophe losses are restricted to small geographic areas; 
however, hurricanes and earthquakes may produce significant damage in large, heavily popu-
lated areas. The Company generally seeks to reduce its exposure to catastrophes through

NOTE 9 - POLICY AND CLAIM RESERVES CONTINUED
individual risk selection and the purchase of catastrophe reinsurance. At December 31, 2005, 
the Company’s estimate of unpaid losses and adjustment expenses for hurricane related 
claims incurred in 2005 totaled $11.7 million. Net of anticipated reinsurance recoveries, the 
estimate of unpaid loss and loss adjustment reserves for claims incurred in 2005 totaled $1.1 
million at December 31, 2005. 

NOTE 10 – REINSURANCE 
The Company’s insurance operations participate in reinsurance in order to limit losses, 
minimize exposure to large risks, provide additional capacity for future growth and effect 
business-sharing arrangements. Life reinsurance is accomplished through yearly renewable 
term. Property and casualty reinsurance is placed on both a quota-share and excess of loss 
basis. Reinsurance ceded arrangements do not discharge the insurance subsidiaries as the 
primary insurer, except for cases involving a novation. Failure of reinsurers to honor their 
obligations could result in losses to the insurance subsidiaries. The insurance subsidiaries 
evaluate the financial conditions of their reinsurers and monitor concentrations of credit 
risk arising from similar geographic regions, activities, or economic characteristics of the 
reinsurers to minimize their exposure to significant losses from reinsurance insolvencies. At 
December 31, 2005, reinsurance receivables with a carrying value of $233,000 ($326,000 at 
December 31, 2004) and prepaid reinsurance premiums of $196,000 ($467,000 at December 
31, 2004) were associated with a single reinsurer. The amounts of recoveries pertaining to 
reinsurance contracts that were deducted from losses incurred during 2005, 2004 and 2003 
were approximately $32,613,000, $11,284,000, and $580,000, respectively. The significant 
increase in recoveries pertaining to reinsurance contracts in 2005 compared to prior years 
was due to reinsurance associated with losses incurred from hurricanes Katrina and Rita. The 
effect of reinsurance on premiums written and earned was as follows:

Dollars in thousands 2005
  Life Property & Casualty
 Written Earned Written Earned
Direct ....................................................... $ 6,148 $ 6,280 $ 54,692 $ 53,718 
Assumed .................................................. – – – – 
Ceded ....................................................... ( 46) ( 46) ( 6,117) ( 6,389)

Net ........................................................... $ 6,102 $ 6,234 $ 48,575 $ 47,329 

Dollars in thousands 2004
  Life Property & Casualty
 Written Earned Written Earned
Direct ....................................................... $ 6,176 $ 6,200 $ 47,870 $ 51,618 
Assumed .................................................. – – – – 
Ceded ....................................................... ( 27) ( 27) ( 4,835) ( 4,806)

Net ........................................................... $ 6,149 $ 6,173 $ 43,035 $ 46,812 

Dollars in thousands 2003
  Life Property & Casualty
 Written Earned Written Earned
Direct ....................................................... $ 5,719 $ 5,843 $ 45,507 $ 44,666 
Assumed .................................................. – – 500 500 
Ceded ....................................................... ( 44) ( 44) ( 3,276) ( 3,429)

Net ........................................................... $ 5,675 $ 5,799 $ 42,731 $ 41,737 

NOTE 11 - EMPLOYEE BENEFIT PLAN
In 1989, the Company and its subsidiaries established a retirement savings plan (401K Plan) 
and transferred the assets from the defined contribution profit sharing plan into the new 
plan. All full-time employees who have completed one year of service at January 1 or July 
1 are eligible to participate and all employee contributions are fully vested for employees 
who have completed 1,000 hours of service in the year of contribution. Company matching 
contributions for 2005, 2004, and 2003 amounted to $217,000, $189,000, and $228,000, 
respectively. The Company contributes matching contributions up to 5% of compensation 
subject to government limitations.
In 1987, the Company established a non-qualified deferred compensation plan for its Board 
of Directors. The Board members had an option of deferring their fees to a cash account or 
to a stock account and all share deferrals are recorded at the fair market value on the date of 
the award. Costs of the deferred compensation plan for 2005, 2004, and 2003 amounted to 
approximately ($259,000), $208,000, and $421,000, respectively. The directors’ non-qualified 
deferred compensation plan was frozen on December 31, 2004 and deferrals are no longer 
allowed. No deferrals of directors’ fees were allowed in 2005 prior to adoption of a new 
non-qualified plan. A new non-qualified plan became effective January 1, 2006 under which 
directors are allowed to defer all or a portion of directors’ fees into various investment options. 
Unlike the previous non-qualified plan, the Company is not exposed to any market risk for 
investment in the new non-qualified deferred compensation plan for directors. All directors 
fees for 2005 were paid in cash.

NOTE 12 - REGULATORY REQUIREMENTS AND DIVIDEND RESTRICTIONS
The amount of dividends paid from NSIC to the Company in any year may not exceed, without 
prior approval of regulatory authorities, the greater of 10% of statutory surplus as of the end 
of the preceding year, or the statutory net gain from operations for the preceding year. At
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NOTE 12 - REG. REQUIREMENTS AND DIVIDEND RESTRICTIONS CONT.
December 31, 2005, NSIC’s retained earnings unrestricted for the payment of dividends in 2006 
amounted to $993,000. 
NSFC is similarly restricted in the amount of dividends payable to the Company; dividends may 
not exceed the greater of 10% of statutory surplus as of the end of the preceding year, or net 
income for the preceding year. At December 31, 2005, NSFC’s retained earnings unrestricted 
for the payment of dividends in 2006 amounted to $2,721,000. 
At December 31, 2005, securities with market values of $3,780,000 ($3,655,000 at December 
31, 2004) were deposited with various states pursuant to statutory requirements.
Under applicable Alabama insurance laws and regulations, NSFC is required to maintain a minimum 
total surplus (to include both paid-in and contributed and unassigned surplus) of $100,000.
Under applicable Alabama insurance laws and regulations, NSIC is required to maintain a minimum 
total surplus (to include both paid-in and contributed and unassigned surplus) of $200,000.
Under applicable Alabama insurance laws and regulations, Omega is required to maintain a mini-
mum total surplus (to include both paid-in and contributed and unassigned surplus) of $600,000.

NOTE 13 - SHAREHOLDERS’ EQUITY
Preferred Stock
The Preferred Stock may be issued in one or more series as shall from time to time be 
determined and authorized by the Board of Directors. The directors may make specific provi-
sions regarding (a) the voting rights, if any (b) whether such dividends are to be cumulative 
or noncumulative (c) the redemption provisions, if any (d) participating rights, if any (e) any 
sinking fund or other retirement provisions (f) dividend rates (g) the number of shares of such 
series and (h) liquidation preference.
Common Stock
The holders of the Class A Common Stock will have one-twentieth of one vote per share, and 
the holders of the common stock will have one vote per share.
In the event of any liquidation, dissolution or distribution of the assets of the Company 
remaining after the payments to the holders of the Preferred Stock of the full preferential 
amounts to which they may be entitled as provided in the resolution or resolutions creating 
any series thereof, the remaining assets of the Company shall be divided and distributed 
among the holders of both classes of common stock, except as may otherwise be provided in 
any such resolution or resolutions.

NOTE 14 - INDUSTRY SEGMENTS
The Company and its subsidiaries operate primarily in the insurance industry. Premium 
revenues and operating income by industry segment for the years ended December 31, 2005, 
2004 and 2003 are summarized below: 

Dollars in thousands   Life Non-
   P&C Insurance Insurance
  Total Operations Operations Operations
Year ended December 31, 2005
Revenues
 Net premiums earned .................................... $ 53,563 $ 47,329 $ 6,234 $ –
 Net investment income .................................. 3,964 2,323 1,619 22  
 Net realized investment gains ........................ 3,727 3,278 215 234  
 Net revenues from leasing operations ........... 3,360 – – 3,360
 Other income (loss)....................................... 1,416 1,364 52 –

   $ 66,030 $ 54,294 $ 8,120 $ 3,616
Income (loss) before income taxes.................. $ 3,540 $ 2,698 $( 271) $ 1,113
Interest expense ............................................... 1,140 15 114 1,011

   $ 2,400 $ 2,683 $( 385) $ 102
Assets .............................................................. $139,226 $ 74,967 $ 45,565 $ 18,694
Amortization of deferred policy acquisition costs ......... $ 2,704 $ 2,256 $ 448 $ –
Depreciation expense ....................................... $ 905 $ 100 $ 347 $ 458
Capital expenditures ......................................... $ 457 $ 18 $ 321 $ 118

Year ended December 31, 2004
Revenues
 Net premiums earned .................................... $ 52,985 $ 46,812 $ 6,173 $ –
 Net investment income .................................. 4,230 2,315 2,013 $( 98)
 Net realized investment gains ........................ 2,162 1,881 276 5
 Net revenues from leasing operations ........... 2,459 – – 2,459
 Other income (loss)....................................... 1,312 1,325 9 ( 22)

   $ 63,148 $ 52,333 $ 8,471 $ 2,344
Income (loss) before income taxes.................. $ 4,580 $ 4,224 $ 216 $ 140
Interest expense ............................................... 727 – 30 697

   $ 3,853 $ 4,224 $ 186 $( 557)
Assets .............................................................. $128,631 $ 65,462 $ 45,947 $ 17,222
Amortization of deferred policy acquisition costs ......... $ 2,221 $ 2,115 $ 106 $ –
Depreciation expense ....................................... $ 805 $ 188 $ 173 $ 444
Capital expenditures ......................................... $ 1,327 $ 130 $ 663 $ 534

NOTE 14 - INDUSTRY SEGMENTS CONTINUED

Dollars in thousands   Life Non-
   P&C Insurance Insurance
  Total Operations Operations Operations
Year ended December 31, 2003
Revenues
 Net premiums earned .................................... $ 47,536 $ 41,737 $ 5,799 $ –
 Net investment income .................................. 4,023 2,131 1,865 27  
 Net realized investment gains ........................ 1,416 460 956 –  
 Net revenues from leasing operations ........... 1,433 – – 1,433
 Other income  1,395 1,383 12 –

   $ 55,803 $ 45,711 $ 8,632 $ 1,460
Income (loss) before income taxes.................. $ 6,260 $ 5,720 $ 563 $( 23)
Interest expense ............................................... 632 – 34 598

   $ 5,628 $ 5,720 $ 529 $( 621)
Assets .............................................................. $127,236 $ 65,225 $ 45,796 $ 16,215
Amortization of deferred policy acquisition costs ......... $ 1,825 $ 1,727 $ 98 $ –
Depreciation expense ....................................... $ 686 $ 74 $ 312 $ 300
Capital expenditures ......................................... $ 8,079 $ 118 $ 645 $ 7,316

NOTE 15 - CONTINGENCIES
Litigation
The Company and its subsidiaries continue to be named as parties to litigation related to the 
conduct of their insurance operations.  These suits involve alleged breaches of contracts, torts, 
including bad faith and fraud claims based on alleged wrongful or fraudulent acts of agents of 
the Company’s subsidiaries, and miscellaneous other causes of action.  Most of these lawsuits 
include claims for punitive damages in addition to other specified relief. 
On December 12, 2005, the United States District court for the Middle District of Alabama 
(the “Court”) entered an order preliminarily approving a proposed settlement of a case pend-
ing against a subsidiary of the Company styled Mary W. Williams, et al v. National Security 
Insurance Company (“Williams Litigation”) and preliminarily certifying such case as a class 
action.  The Williams Litigation relates primarily to claims that a subsidiary of the Company 
sold industrial burial insurance policies to racial minorities on which it charged higher premi-
ums or provided inferior benefits than premiums charged to or policy benefits provided to simi-
larly situated non-minority policyholders.  The Company’s subsidiary has not sold industrial 
burial insurance for more than 20 years.  The proposed settlement provides for the Company’s 
subsidiary to, among other matters, provide additional policyholder benefits, including premi-
ums adjustments and benefits enhancements on existing policies and additional benefits on 
matured policies and pay attorneys fees.  The Company has previously established litigation 
reserves with respect to this matter and has taken a policy reserve charge with respect to 
adjustments to the subject policies that were voluntarily made in 2000. The costs associated 
with prospective enhancements will be based on actuarial analysis not yet completed and 
accordingly, no provision has yet been made for them. However, based on preliminary discus-
sions with the Company’s independent consulting actuary and the Alabama Department of 
Insurance, it is believed that the necessary reserve adjustments in the subsidiary will not have 
a material adverse impact on the Company’s consolidated financial position. 
The class, as preliminarily certified, would not permit any class members to opt out of the 
settlement and preliminarily enjoins all similar litigation against the Company’s subsidiary.  
In the settlement, the Company’s subsidiary denied all claims and allegations made in the 
lawsuit. The proposed settlement is subject to final approval by the Court following a fairness 
hearing which is presently scheduled to be held on May 11, 2006.
NSFC was named a defendant in a Washington County, Alabama action alleging fraud and 
bad faith in connection with a claim for wind damage to a mobile home.  This action was 
settled in January 2004 under terms which required that the amount be kept confidential.  
The amount of this settlement has been reflected in the financial statements for the period 
ending December 31, 2003.
The company establishes and maintains reserves on contingent liabilities.  In many instances, 
however, it is not feasible to predict the ultimate outcome with any degree of accuracy.  
While a resolution of these matters may significantly impact consolidated earnings and the 
Company’s consolidated financial position, it remains management’s opinion, based on infor-
mation presently available, that the ultimate resolution of these matters will not have a material 
impact on the Company’s consolidated financial position.

NOTE 16 - SUPPLEMENTAL CASH FLOW INFORMATION
Cash paid for interest during 2005 was $1,139,000 ($645,000 in 2004, and $611,000 in 
2003). Cash paid for income taxes in 2005 was $400,000 ($2,000,000 in 2004, and $400,000 
in 2003). In 2003, Mobile Attic acquired $7,134,950 of assets through debt.

NOTE 17 - RELATED PARTY TRANSACTIONS
During the years ended December 31, 2005, 2004 and 2003 the Company’s affiliate Mobile 
Attic acquired $2,632,000; $1,389,000; and $7,200,000, respectively, of equipment from Cash 
Brothers Leasing, Inc. (Cash Brothers).  The principal owners of Cash Brothers are also stock-
holders in Mobile Attic.  Cash Brothers is also a distributor of the mobile storage units.  During 
2005, 2004 and 2003 Mobile Attic paid $103,000; $100,000; and $83,000, respectively, in 
commissions to Cash Brothers.  At December 31, 2005 and 2004, Mobile Attic had accrued 
expenses due Cash Brothers of $16,000 and $22,000, respectively.
Mobile Attic also acquired $4,977,000 of equipment from Bridgeville Trailers during the year 
ended December 31, 2005.  Two of the majority shareholders of Bridgeville Trailers each own 
25% of Mobile Attic. 
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To the Board of Directors and Shareholders
The National Security Group, Inc.
Elba, Alabama

We have audited the accompanying consolidated balance sheets of The National Security Group, 
Inc. and subsidiaries as of December 31, 2005 and 2004 and the related consolidated statements 
of income, shareholders’ equity, and cash flows for each of the years in the three-year period 
ended December 31, 2005. 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.

We conducted our audits in accordance with the standards of the Public Company Accounting 
Oversight Board (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. The company is not required to have, nor were we engaged to perform, 
an audit of its internal control over financial reporting. Our audit included consideration of internal 
control over financial reporting as a basis for designing audit procedures that are appropriate in 
the circumstances, 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. An 
audit also includes 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, as well as evaluating the overall financial statement presenta-
tion. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all mate-
rial respects, the financial position of The National Security Group, Inc. and subsidiaries as of 
December 31, 2005 and 2004, and the results of their operations and their cash flows for each 
of the years in the three-year period ended December 31, 2005 in conformity with accounting 
principles generally accepted in the United States of America.

Birmingham, Alabama
February 23, 2006

r e p o r t  o f  i N d e p e N d e N t  r e G i S t e r e d  p u b l i c  A c c o u N t i N G  f i r m
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The Common Stock of the Company trades on the NASDAQ Stock MarketSM 
under the symbol NSEC. Quotations are furnished by the National Association 
of Security Dealers Automated Quotations System (NASDAQ) and appear in the 
Wall Street Journal and other financial publications.
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 Cranford, New Jersey 07016

c o r p o r A t e  i N f o r m A t i o N

The Executive Management Team for The National Security Group, Inc., is from 
left to right: Mickey L. Murdock, Chief Operating Officer and Senior Vice President, 
The National Security Group, Inc.; Brian McLeod, Chief Financial Officer and 
Treasurer, The National Security Group, Inc.; J. Douglas Martin, Jr., Vice President, 
National Security Insurance Company; William L. Brunson President and Chief 
Executive Officer, The National Security Group, Inc.; and Jack E. Brunson, 
President, National Security Fire and Casualty. 
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